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SHOULD THE COMPOSITION OF THE

BOARD OF GOVERNORS BE CHANGED?

INTRODUCTION

Undex present provisions of the Federal Reserve Act that

have been in force since February 1, 1936, the Beoard of Governors of
the Federal Reserve System (often referred to as the Federal Reserve
Board) is required to be "composed" of seven members appointed by
‘the President, by and with the consent of the Senate, for terms of

\ 1/
14 years, The composition of the Board is affected not only by

#districts, In addition, the Board's composition is theoretically,

h selecting Board members, shall "have due regard to a fair repre-

antation of the financial, agriculturel, industrial, and commercial
3/

fnterests, and geographical divisions of the country,” Finally,

3¢ Board's composition could be affected by e provision under which

F. R, Act, § 10, 9 1 (12 U,5.C, § 241),
Ibid,

e .
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" chairmen and another as vice chdirman to sexve as such for terms of
four years.ﬁ/

From time to time since 1936, various proposals have been

advanced for changes in the Board's composition. Some of them could

materially affect the manner in which the Board operates, Others

could impalr, and are frankly Intended to impair, the '"independence"

of the Federal Resexrve within the Govermment, Specifically, these
proposals have given rise to the following questions:
. 1. Should the number of Board members be increased or
decreased?
2, Should the length of the terms of Board members be
reduced?
3, Should the terms of the chalrman and the vice chalr-
man, as such, be made coterminous with the term of the President?
4, Should the Board include the Secretary of the Treasury
or other Govermment officials as ex officio members?
5. Should the prohibition against the appointment of
more than one member from any Federal Reserve district be
" repealed?
6. Should the provision requirxing the President, in
selecting Board members, to have due regard to representation

of special interests be eliminated or modified or replaced

! F, R, Aect, § 10, 9 2 (12 U,S,C. § 242), For example, a member

b8ignated as chalrman (or as vice chairman) might, as hereafter

gndicated, be inclined to resign from the Doard instead of serving

# full term as a wember if he should not be redesignated as chair-
8t the end of four years,
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by some dthér provision as to the qualifications of Board

members?

These questions are the subject of the present paper,

The purpose of this paper is to review in some detail the

5 2N | leglislative history of the relevant provisions of the original Federal
aad Reserve Act and of subsequent amendments to the Act and then to set

2% & ' forth the arguments that have been made both for and against changes

2 : in the present composition of the Board., Thile the paper does not

purport to be exhaustive, it attempts to be comprehensive even at the
riak of being unduly lengthy.

No effort 1is made to supgest definite answers teo all of the
questions presented, The &im 1s expository rather than argumentative,
However, it is hoped that the paper may provide a basis upon which
'judgments might be made as to the desirability of particular changes
in the Board's composition if proposals for such changes should again

}e advanced in the future « as undoubtedly will be the case,

THE ORIGINAL ACT

'g;-nber gnd terms of Board members

g The original Federal Reserve Act established a Federal
'iféserve Board of seven members consisting of the Secretary of the
.easury and the Comptroller of the Currency, as ex officio members,
#And five members to be appointed by the President for staggered 10~
yyear terms, This was a compromlse resulting from a wide variety of
\Oposals with respect to the number of Board members, the length

ot

% their terms, and the inclusion of ex officio members,

B
3
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The bill reported by the House Banking and Currency Committee
(the "Glass bill") provided for & Board of seven members, including
three ex officio members, the Secretary of the Treasury, the Secretary

of Agriculture, and the Comptroller of the Currency, and four appoint-
5/
ive members to serve for eighteyear terms, By way of explanation,
6/
the House Committee Report stated:

"« . o The number of members of this board has been fixed
at seven, after careful consideration of other possible member-
ships, and it has been determined that the board as thus made
up should consist of two distinct elements, the one including
three regular officers of the National Government, the other
four speclally appointed officers whose duty it should be to
devote their whole time to the management of the affairs of
the reserve banks and the performance of the duties assigned
them under the present bill,

"+ . » It is therefore important to provide for the
: : proper cholce of the four officers thus called for, The com~
4w mittee has thought it wise that they should be asasigned a

: tolerably long tenure, and has, accordingly, fixed that tenure

at eight years, providing, however, that the first appointees
shall be so distributed with respect to tenure of office as
to bring about a rotation, so that all members of the board
shall not change at any one time, ., ., ,"

; The reparted bill met with opposition on the floor of the House,

Principally because it would have permitted the President immediately

o select a majority of the Board - the three ex officio members and
1 7/ -
' one of the four appointive members, However, floor amendments to

1

tovide for only one ex officio member, the Secretary of the Treasury,

3T H.R, 7837, B3d Cong., lst Sess,, § 1l,

/ Report of House Banking and Currency Committee om H,R, 7837,
3d Cong,, lst Sess, (Sept, S, 1913), p. 43, This Report is here-
after c¢ited as House Report on Oripinal Act,

{ see, e,g,, 50 CONG, REC. 4369, 4871,

Es L L
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and six others to be appointed for 12~year terms, or for a seven-man
Board with no ex officio members (the present arrangement),gf were
defeated,

In the Senate, the Banking and Currency Committee divided
into two equal sections of six members each ~ one led by Senator Owen,
the chairman, and the other by Senator Hitchcock, Each section reported
a separate bill, Both sections, however, attempted to make it impossible
for an incoming President to appoint a majority of the Board during his
first two years in office, The Owen bill provided for a seven-man Board
consisting of the Secretary of the Treasury and six other members to be
appointed by the President for six-year terms,lg/ thus sllowing a

President to select only three of the seven mewbers during his first

two years in office. The Hitchecock bill provided for a nine-man
Beard - the Secretary of the Treasury and eight appointive members
with eight-year terms,ll/ thus allowing the President to select only
three of the nine members during his first two years in office,

Senator Hitchcock argued for a larger number of appointive
members and for longer terms in order to vemove the Board from politie

12/
¢al control:

8/ Id,, at 5040,
9/ Ibid,
12/ See Report of Senate Banking and Currency Committee, Rep, No. 133,

g Part 2, 63d Cong., lst Sess. (MNov., 22, 1913), p, 45, Part 2 of this
?eport is hereafter cited as Qwen Report on Qripinal Act,

1/ Report of Senate RBanking and Currency Committee, Rep, No. 133,
art 3, 63d Cong., lst Sess,., (Nov. 22, 1913), p. 12, Part 3 of this
__Rﬂport is hereafter cited as Hitchcock Report on Original Act.

32/ 51 cong, REC, 964,
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"Another objection to the House bill, which was concurred
in by both branches of the [Senate] committee, was that the
House bill did not sufficlently remove from the realm of politics
the membership of this board, in providing that only four of the
officers should be appointed and that their terms shouyld be short,
and uniting them with three Cabinet officers appointed by the
President, It was thought that the Federal board came too imme-
diately under the contrel of the President for the time being,
and that the welfare of the country, the welfare of the system,
and the permanency of the banking system required that the
board should not only be larger, but that it should be further
removed from immediate politjcal control,"

Senator Hitcheoek’s specific amendment to carry out the proposal of
his sectlon of the Senate Conmittee was defeated on the floor by a

13/
‘close vote of 37 to 32, Thus, the Senate finally passed the Owen

fversion providing for a seven-man Board with six-year terms for the

six appointive members,

The Conference Committee reached a compromise between the
use and Senate bills, It followed both bills in providing for a
even~man Board; but it included two ex officio members, the Secretary
f the Treasury and the Comptroller of the Currency, and established
-}iyear terms for the five appointive membera.l&, This meant that the
esident could select only three of the seven members during his first
o years in office, As stated by Representative Temple when the
nference Report was considered in the House, this "change in the

| 15/
11 practically takes the Federal reserve system out of politics,”

:‘I .I_gl. ﬂt.'. 965.

8/ Report of Committee of Conference on H.R, 7337, 63d Cong,., 2d Sess,,
B 13,

I8/ 51 coxc. rec. 1459,
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Ex officio members

Irrespective of the number and length of terms of members of
the Board, the framers of the original Act apparently felt that the
Board should include one or move ex officio members, i.,e,, other offi-
~clals of the Federal Govermmént, ' It 1s worthwhile to consider why
hey had this feeling - and why at least some members of Congress,

ven 1in 1913, were opposed to the idea,
As has been noted, the House Committee proposed the inclusion

f three ex officiec members on the Federal Reserve Beard, In explaining
16/
. {ts reasons for doing so, the Committee's Report stated;

", o« « The three officers chosen from the existing staff
of the Federal Government are to be the Secretary of the
Treasury, the Secretary of Agriculture, and the Comptroller
of the Currency, It is evident that the Treasury Department
not only is, but will continue to be, a fundamentally important
factor in the financial organization of the country, while the
Comptroller of the Currency, in charge as he is of the national
banking system, will be a necessary adjunct in the management
of the reserve bank system proposed in this bill., The causes
for the selection of the two officers thus named are therefore
self-evident, The Secretary of Agriculture has been added
because of the belief that conditions in the producing regions
of the country would deserve special consideration at the
hands of the Federal reserve board, the Secretary of Agriculture
being the natural representative of the interests of these
sections, while it is further thought that the presence of a
member on this board whose direct concerns are not primarily
those of technical business or banking will be beneficial and
will give the deliberations of the board a broader character
than they would otherwise possess,”

On the floor of the House, there was opposition to the
nclusion of any ex officio members, although most of the opponents

onceded that perhaps at least the Secretary of the Treasury should

House Neport on Oripsinal Act, p. 43,

LTmmals
A
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be a mem¥$7 of the Board because 'the is the head of our financial
system, e

One of the arguments advanced against ex officio members

was that they already had their hands full in discharging their respon=-

sibilities as heads of existing Executive departments or agencies and
could not devote their energies to the work of the Federal Reserve
Board, For example, with respect to the proposed membership of the

Secretary of Agriculture and the Comptroller of the Currency, Repre-
18/
sentative Hayes stated:

"This reserve hoard are [sic] given wost important, complex,
and responsible duties to perform, In order to properly per-
form these duties the members should devote all their fime
to the work, But the Secretary of Agriculture has his hands
full in managing one of the largest and most important execu-
tive departments of the Government, He should devote all his
time and energles to his department, It seems plain that he
could not be Secretary of Agriculture and at the same time &
satisfactory member of the reserve board, The same Is true
of the Comptroller of the Currency, who la charged with the
supervision of the whole national-banking system and who
does have and should have hiz time fully occupled with those
duties,”

Other arguments against ex offjicio members were that they

would not be able to become sufficiently familiar with the detalls of
the operations of the Federal Reserve or, in the alternative, they
'}ﬁght regard their jobs as members of the Federal Reserve Board more
imortant than their responsibilities as heads of other agencies,
ﬁain, it was Representative Hayes who best set forth these argu-

+ _]_-_9-/
nts:

Statement by Representative Hayes, 50 CONG, REC, 4658,
ibid,

Ibid,
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"{t follows , , , that neither the Secretary of Agriculture
nor the Comptroller of the Currency could become thoroughly fa-
miliar at first hand with their duties as members of the board
and would of necessity be unfamiliar with much of the detall of
matters with wihich the board would have to deal, It seems
likely that these two would seldom be active on the board ex-
cept when questions relating to the policy of the administration
in power were under consideration or matters more or less politi~
cal were involved.

"If this provision of the bill remains the President, in
appointing a Secretary of Agriculture, would at least be obliged
to consider hls qualifications both as & member of this board
and as the head of the Agricultural Department, Very few if

oo any men would be found to possess the essential qualifications
< 3 for both these positions, It might even be that his dutles as
noy meémber of the Federal reserve board would be regavded as wore

important than those pertaining to the position of Secretary
of Agriculture, and so a man would be selected primarily not
because he was 8 great agriculturist, but because he was a
banker or a business man of large experience."

However, the most frequently made argument against ex officio
';ﬁembers was that they would give the President too much control of the
Board and make the Board in effect a "political football', Thus, it

 wag contended in the House that the three ex officio members, together

iﬁith one of the appointive members selected by the President, could

_:tbsolutely control the actions of the Board and that, even if this

;}hould not actually occur, the fact that it could occur would cause
j#nemies of the existing administration to charge that the Board was
20/

;PEing used for political purposes,

In an apparent effort to meke the Board nonpartisan, the

use bill contained a provisjion that not more than two of the four
21/
pointive wembers should be of the same political party, However,

N

A0

45

/ House Report on Oripinal Act, p. 118,
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this provision was seized upon by opponents of the bill as support for
their argument that the Board would be politically controlled, Thus,
Representative Mondell pointed out that the three ex officio members
would certainly be of the President’s party and that two of the appoint-
ive members likewise would be of his party, thus making five of the
S5even §Embers of the Board representatives of the political party in
power .H%{
Other provisions of the Glass bill provided that the Secretary
of the Treasury should be the ex officio chairman of the Board and that
one of the appointive members should be the "manager" of the Board and
its "active executive officer", but subject to the supervision of the
Secretary of the TreaSury.zél Representative lHondell argued that these
provisions, together with the fact that the Comptrolier of the Currency,
-'#nother ex officio member, was an officer of the Treasury Department
.Bubordinate to the Secretary of the Treasury, would in effect mean
that the Secretary would be 'the Poo-bah of the Glass system' and
_hbuld come ''very near being the whole show."zﬂ/

Despite the strong opposition to the inclusion of ex officio
mbers on the Board, the Glass forces prevailed in the House. An

‘amendment offered by Representative Manahan on the House floor to

B eliminate the Secretary of Agriculture and the Comptroller of the

22/ 50 CONG, REC, 45690, Similar arguments were made by Representative
Guernsey, id,, at 4794,

_222/ House Report on Original Act, p. 1138,

}!2&/ 50 CONG, REC, 4690, See also statement by Representative Burke,
gid,, at 4853,
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‘ Currency as ex gfgicio mbmbers was defeated; and anbther smendment

proposed by Representative Mann - more than 20 years ahead of his time -
26/
to eliminate gll ex officic members was likewise defeated,

In the Senate, opposition to ex officio membership was more
successful than in the House, DBeth the Owen and Hitchcock bills left
the Secretary of Agriculture and the Comptroller of the Currency off
the Board and provided only for the ex officio membership of the

Secretary of the Treasury, The reasons for this action were explained
27/
by Senator Weeks as follows:

"I will say to the Senator from Ohio that there is every
reason why an executive officer of the Government should not
occupy & position on an important board in the Govermment
sexvice, The Secretary of the Treasury, the Secretary of
Agriculture, and the Comptroller of the Currency are busy
men in administering the affairs of their departments, That
is especially true of the Secretary of Agriculture, who, I
cafy think, personally, is probably a wellwequipped man for service
k on this board, but there is no position in the Government re-
; quiring more continuous and active service than is required
in his position. Therefore it did not seem wise to put men
who are so occupied in places that will require, or should
require, the entire time of the incumbent, The same con-
sideration applies to the Comptroller of the Curremcy, But
we did leave the Secretary of the Treasury on the board, be~-
cause it is presumed that some of the duties which the Secretary
has been performing will be least conflicting with the duties
of the reserve board, I thipk his former duties may be some-
what lessened, He has been in touch with very much of the
work the reserve board will have to do in the future, and as
a representative of the administration and of the Government,
it seemed reasonable that he should be continued as a member
of the board, However, I think there is no valld reason why
the Secretary of Agriculture or the Comptroller of the Currency
should be placed on the btoard."

23/ 50 cONG. REC, 5018,
26/ 1d,, at 5040,

21/ 51 cowG, REC. 852,
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Some of the Senators would hdve preferred to leave even the
, 28/
Secretary df the Treasury off the Board, Thus, Senator Bristow stated:

"I do not want the RECORD to show, or to have it inferred
from the RECORD I should say, that all members of the Committee
on Banking and Currency believed that the Secretary of the
Treasury should be on this board, While the bill which I ad-
vocated so provides, if the majority of the committee had felt
as I do and as I did, he would not have been there, because I
do not think the Secretary of the Treasury or any other Federal
official ought to be a member of this Federal board."

Senator Burton elso cited reasons for which the Secretary of

the Treasury should not be a member of the Board, including the undue

influence that might be exercised by the Secretary upon the operations
of the Board and the fact that his duties as Secretary were sufficient

f{ to require all his time and energy., In this connection, Senator Burton

29/

“Mr. President, it is my desire to devote the present
time to the elucidation of certain points, and I do not wish
to indulge 1n any considerable expression of opinion until
those points have been made clear. However, I can say in
passing that I quite agree with the Senator from Kansas that
it is undesirable to have any executive officer with the posi~
tion and with the onerous duties of Secretary of the Treasury
on 8 board of this kind, There might be no ccllision between
his responsibilities and his high position in the Cabinet
were he on this reserve board, but there are other reasons
that I might suggest why he should not be, such as the undue
degree of importance which would attach to his suggestions
as a member of that board, The weight of his opinions and
suggestions would be strengthened &nd increased by the great
authority vested in him in this bill, ©No member of the
Federal reserve board would feel like opposing him, because
in a great many important particulars he has authority to
either overrule the board or else shape thelr action,

28/ Id., at 853,

9/ Ibid,
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"There is another point which ought to be mentioned,
The worlk of that grest department, one of the most difficult
in the Govermment to administer, is sufficient to take all
of one man's time and energy., He can not at the ssme time
be both & good Secretary of the Treasury and s good member
of the Federal reserve board, Performing the separate duties
of one of those offices, he might be either an excellent
Secretary of the Treasury or an excellent meuber of the
Federal reserve board,"

In the end, the bill that passed the Senate provided for
only one ex officic member, the Secretary of the Treasﬁry; but the
Conference Committee compromised the issue by including the Comp-

troller of the Currency as well,

% Political party affiliations

As has been indicated, one of the chief concerns of Congress

during consideration of the original Act was that the Federal Reserve

Board should not be subject to political contrel, The House bill con~
tained a specific provision that of the four members to be appointed

by the President not more than two should be of the same political
30/

party, In explaining this provision, the House Committee Report
31/

stated:

", « « it has been deemed wise to provide that not more
than two of these four members shall belong to the same po-
litical party, It can not be too emphatically stated that
the commlittee repards the Federal reserve board &s a dis-
tinctly nonpartisan organization whose functions are to be
vholly divorced from politics, In order, however, to guard
absolutely against any susplcilon of political bias or one-
sidedness, it has been deemed expedient to provide in the
law against a preponderance of members of one party,"

Despite the coumendable purpose of this provision, it was apparently

regarded by many members of Conmgress as suggesting that the Board

30/ House Report on Originsl Act, p. 118,

31/ 14., at 43.
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would be bipartisan rather than ronpkrtisan, In any event, the provision

did not appear in any version of the blll considered by the Senate and

was not Iincluded in the Act as finally adopted, 1In explaining the omis~-

sion of the provision from the Conference bill, Representative Temple

". « + the smended bill makes no provision for appoint-

ing men or excluding men because they belong to this or that
political party. The members of the Federal reserve board
ought to be appointed, and under this bill may be appointed,
with as little thought of party control as are the justices
of the Supreme Court, . . "

Geographic representation

The House bill included a provision that not more than one

of the four appointive members should be selected from any one Federal
33/
Reserve district, It also provided that, in selecting the appointive

members, the President should have "'due regard to a fair representation
34/
of different geographical divisions of the country." Representative

Murray, who took credit for suggesting that not more than one member

should come from any one district, ewphasized the different interests
35/
of different sections of the country:

"It is admitted by lir, Glass and the proponents of this
bill that it will all depend on this board of seven, and I
tell you that they must not only be honest and competent,
but they must represent every section of this country, This
board, if selected east of Washington, would know little and
care less about the agricultural and other interests in the

{327 51 CONG, REC. 1458, 1459,
: 22/ House Report on Original Act, p. 118,
24/ Ibid,

35/ 50 CONG, REC. 5021,




Western and Southb¥n States, Our commercial paper 1s entirely
differentl In Oklahoma about the only prime commercial paper
i¢ that based upon cattle and agricultural products, particu-
larly cotton, Therefore I introduced an amendment in the
caucus providing that not more than one of these four appointed
by the President shall be selected from the same regional re-
serve district, That amendment was adopted. . , ."

Despite the mandatory nature of the provision prohibiting
the appointment of more than one member from the same district, the
House Report indicated that the President would not be expected to

give "slavish recognition" to particular peographic areas, In this
36/
connection, the Report stated:

"The provision that the President in making his selections
shall so far as possible select them in order to represent the
different geographical reglons of the country has been inserted
in very general language in oxder that, while it might not be
minutely mandatory, it should be the expressed wish of the
Congress that no undue preponderance should be allowed to any
one portion of the Nation at the expense of other portions,

The provision, however, does not bind the President to any
slavish recognition of given geographical sections,"

The Owen bill did not prohibit the selection of more than
one member from any Federal Reserve district; it provided only that
"due regard" should be given to the representation of geographic divi-
sions of the country.gz, As finally adopted, the original Act followed
the House bill in reguiring both (1) that not more than one appointive
member should be selected from any one district and (2) that, in select-

lng such members, the President should give due regard to a falr repre-

ééntation of the different geographic divisiens of the country,

36/ House Report on Original Act, p. 43.

37/ Owen Report on Criginal Act, p. 45,
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Repregentation of speclal interests

The Heuse bill contained no provision requiring the President
to consider representation of any speclal interests in the selection of
the appointive members of the Board, The Cwen bill in the Senate re=
quired the President, in selecting the appointive members, to have due
regard to a fair representation of 'the financial, comrmercial, and
geographical divisions of the country”;gs/ but as the bill passed the
Senate it referred only to representation of different geographical
divisions, The Conference bill and the Act as finally passed followed
the Owen version and required the President, In selecting the appointive
members, to "have due regard to a fair representation of the different
comuercial, industrial and geographical divisions of the country,"

The original Act made no reference to consideration of agri-

cultural interests in the selection of Board members. At least two

members of Congress, however, had argued that, instead of making the

Secretary of Agriculture an ex officio member of the Board, the bill
shouyld provide that one of the appointive members should be repre-

sentative of agricultural interests, Thus, Representative Hayes
39/
stated:

"If the gentlemen of the majority want to give the farmers
representation on the Federal reserve board, let them not make
to the farmers 'a promise to the ear and break it to the hope’
by putting an officer who is a representative of the agricultural
interests on this board but who can not spend all his time iIn
representing them; let the bill provide that one of the four
men appointed on the board by the President shall be repre-
sentative of the agriculturists of the country. Then the

28/ Ibid,

¥39/ 50 CONG, REC. 4658,



fermers would be getting something substantial and worth
vwhile, Under the bill as now drawn they are getting only
the shadow, not the substance,"

Similarly, Representative Manshan urged that the appointive members of,
40
the Board should include a representative of agricultural interests:

"e o o One member of the board appointed should, of
course, represent the great industry of agriculture, which

has never had the protection and help it deserves in the
matter of benking facilities, Instead of being represented
by one man, half of whose time is devoted to Cabinet duties
and the other half to banking duties, agriculture is entitled
as the most important industry of the country to the best
service of two of its strongest representatives, one to devote
his entire time as a Cebinet official and adviser of the
President and the other as a member of the Federal reserve
board to devote his entire time to the great subfect of bank-
ing and currency as it affects the agricultural interests of
the Nation,"

As hereafter indicated, the argument that the Board should include a
"dirt farmer" was revived in 1922,

nker representation

One of the principal issues with respect to the composition
the Board at the time of consideration of the original Act was
ether the banking industry should be directly represented on the
ard, Apparently many bankers and members of Congress felt that it
8 only proper that banks should be so represented and that, in the
fbsence of such representation, the legislation would not be accept-
le to bankers and could not be enacted,

It was reported that, at their annual convention in August
13, the bankers had adopted resolutions claiming that they should

41/
Ve representation on the Boarxd, The president of a large St, Louls

.Ld_!’ at 5019|

!_d_.’ at 6024.
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;hgtidnai bank, testifying on behalf of the American Bankers Assoclation

before the Senate Banking and Currency Committee, urged that, even if

bankers were not allowed to select any Board members, the Board should
42f
include "men of experiemnce in banking and in credits,"

Representative Madden made a strong plea in the House for

banker representation on the Board and specifically urged that the 43/

bankers should be allowed to select their representatives, He stated:

"+ &+ . The banks should be allowed representation on

this important board, They should be allowed to select that
representation themselves, Unless such representation be
allowed, I shall not be surprised if the national banks re~
fuse to become stockholders in the Federal reserve banks and
go out of the national-bank system, taking out State charters
instead, It will be unfortunate if this legislation does not
recognize the justice of the claim of the national banks to
representation on the Federal reserve board, The withdrawal
of the national banks from the system will make this law &
dead letter if passed, , , "

t & subsequent point in the debates, he argued thet it was “only fair
‘that the men who furnish the money to orpanize the Federal reserve banks
hould bg represented upon the board who have jurisdiction over the
anks., "ﬁ'&,

Various specific amendments were proposed in the House to
rovide for bénker representation on the Board., For example, Repree
entative Madden himself proposed that three members of the Board should

._ 45/
¢ galaected by the Federal Reserve Banks; Representative Austin sug=

ested z Board of nine members -~ three ex officio membegs, three tc be

Id,, at 4683,
k43/ 14,, at 4705,
Id at 5025.

— y

/ 1d., at 5025,
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appointed by the President from the "business world", and the remaining
46/
three to be selected by the first six to represent the bankers; and

Representative Dyer suggested a Board of 11 members, with four of them
to be selected from the stockholders of the Federal Reserve Banks.ﬁzj
Even Carter Glass, the "father of the Federal Reserve Act',
finally agreed that bankers should be represented on the Board, Appar=-
ently, his original proposition was that the Board should consist of
nine members, three ex officio members, three appointive members, and
three selected by the Reserve Banks.ﬁg/ Hovever, it was President Wilson
himself who persuaded Glass that bankers should have no part in the
selection of members of the Board or be directly represented on the
Board, The now-familiar story was teld by Carter Glass in a book pub~

- 1ished in 1927, According to Glass, '"the President decided against
banking representation', even though this decision "might involve the

~ failure of the legislation by embittering the bankers should they be
entirely excluded.”ﬁg/ Glass, however, was so convinced that ''the
President was wrong" that he went to the White House with a formidable

50/
delegation of bankers, After listening to the bankers, Wilson

467 1d., at 5089,
47/ 1d., at 4684,
48/ see 51 coNG, REC, 177, col, 1,

49/ carter Glass, AN ADVENTURE IN CONSTRUCTIVE FINANCE (Doubleday,
Page & Co., 1927), p. 113,
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reportediy sald:
"Will one of you gentlemen tell me in what civilized
country of the earth there are important government boards

of control on which private interests are represented? , , .,
Which of you gentlemen think the rallroads should select

members of the Interstate Commerce Commission?"
According to Glass’s story, 1t was at this White House meeting that

the President requested Glass, '"as compensation to the bankers for
denial of representation on the central board”, to set up the Federal

Advisory Council, "to be composed exclusigﬁly of bankers'' to sit with
5

- the Board in a purely advisory capacity.__
In the Senate there was no strong push to provide banker
- representation on the Board, However, Senator Shafroth, a member of

the Qwen section of the Banking and Currency Committee, explained why
53/
bankers should not be members of the Board:

"The reason bankers engaged in the active business should
not be upon the Federal reserve board is because of the con-
flict of interest which they would have as bankers and as
members of the Federal reserve boasrd, This board is vested
with the power to raise or lower the rate of discount, Every
time the rate of interest 1s increased or decreased it means
the contracting or accelerating of credits, which means the
fall or rise in the price of securitles, which means that
there will follow & bear or bull movement on the exchanges,

As banks deal in bonds, stocks, and cther securities, it is
presumed that the knowledge upon the part of a banker on the
Federal reserve board that the rate of discount will be raised
or lowered would be taken advantage of by the interests which
he represents, and thereby stocks and bonds would be either
bought or sold by them with almost absolute certeinty of a
profit being realized,"

21/ 1d,, at 1l6.
32/ 1bid,

23/ 50 coNg. REC, 6024,



Senator Reed disposed of the argument that bankers should be members
54/
of the Board in the following language:

"The banks have contended that they are entitled to be
represented upon the Federal reserve board. I utterly deny
it, They are on one side of the table; the Govermment of
the United States, representing the people of the country,
is upon the other. The bankers represent those who demand,
who ask, rights from the Govermment. They come to the Federal
reserve board making their demands and proffering their re-
gquests, No man should sit upon that board unless he represents
the people of the United States ~ the people of the United
States alone -~ for it is their money and their credit which
is to be granted,"

Fivally, it was Senator Weeks who, after indicating that he had at
first felt that the Board should include bankers, urged that no member

of the Board should have any connection with, or be regarded as repre-
55/

senting, either banks or any other business enterprise., He said:

"I did at first have a prejudice on the subject. It did
seem to me that it would be necessary to select bank men for
the reserve board in order to get the best results; but it is
up to the President and the Senate - the President to appoint
and the Senate to confirm men who are suitable, without any
regard te what thelr connections have been or are, except
that no man should be on any of the boards who has any con-
nection with any joint-stock bank at the time he is appointed
or during his service, I will add to that that in my judgment
he should be free from all business entanglements, He should
discounect himself, dissoclate himself from business affairs
generally, so that his undivided attention, his undivided
judgment, and his undivided interest may be devoted to the
management of the great interests which are to be put in his
charge, If that is done, we are going to have good results,"

In keeping with the prevailing view that the representation

of bankers on the Board would involve an undesirable conflict of in-

=

terest, the original Federal Reserve Act specifically prohibited any

:‘\-‘ =
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24/ 51 CONG, REC. 179,
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memwber of the Board from being ''an officer or director of any bank,
banking institution, trust company, or Federal Reserve Bank" and from
holding stock "in any bank, banking institution, or trust company".éé/
In addition, and going even further, the Act provided that members of
the Board should be "ineligible during the time they are in office and
for two years thereafter to hold any office, position, or employment

51/
in any mewmber bank," These provisions remain unchanged in the law

today except that, since 1919, the prohibition apainst connections

with banks for two years after membership on the Board has been in~

applicable to any member who serves the full statutory term for which
58/

he was appointed,

Banking experience

Although Congress rejected proposals to give banks direct
"representation” on the Board and prohibited any member of the Board
- from having any banking connections during his term of office, it did
f{ net prohibilt the appointment of bankers as members of the Board; in
fact, it decided that at least one or wore members should have had
§= oome experience in banking.

The House bill, providing for a seven-man Board with four
ppointive members, expressly required that at least one of those

59/
embers should be "a person experienced in banking.” In explaining

26/ Act of Dec. 23, 1913, § 10,
57/ 1bid,

38/ The change was wade by the Act of Mar., 3, 1919 (40 Stat, 1314),

29/ House Report on Oripginal Act, p, 118,
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60/

this requirement, the House Report stated:

". « . it has been thought wise to insert a provision
that at least one of the four persons so chosen by the
Fresident shall be an experienced banker, This, of course,
does not wmean thaet other members of the board would be in-
experienced In or ignorant of banking, On the contrary,
the assumption is that they would not be chosen unless at
least tolerably informed in the banking field, end that in
all probability they would be not only experienced in bank-
ing but men of broad business krowledge and culture, This,
however, is a matter that must necessarily be left to the
appointive power, which not only should but must, in order
to give good results, be vested with discretionary authority
sufficient to enable it to make careful choice from among all
of the best material available for such a board, It might
easily be that & man of high business caliber, thoroughly
desirable as a member of the board, would not have had a
technical banking experience, notwithstanding that he might
be well equipped for the work, The Comptrollersof the Cur~-
rency in times past have not always been bankers in the
technical sense, and sowme of the most efficient among them
have had least technical experience in banking at the time
when they assumed office, It is therefore believed safe
to vest this whole matter in the hends of the President
with large authority, believing that he will be able to
use the same care and discrimination that he employs in
choosing the Supreme Court of the United States, ., , '

In the Senate, the Owen bill, which provided for a seven~-man
oard with six appointive members, required that at least two of the
‘appointive members should be "persons experienced in banking or fi-
‘nance.ﬁglf The Hitchceck bill, while making no ﬁandatory requirement
with respect to banking experience, provided that, in selecting members
"consideration" should be given to 'experience in commerce

62/
nd banking,"

807 1d., at 4.

81/ Owen Report on Original Act, p. 46,

$2/ Hitchcock Report on Oripinal Act, p. 13.
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As the blll passed the Serate and was finally enacted, it
' followed the Owen proposal, i{,e,, it required at least two of the five
appointive members of the Board to be persons experienced in banking

or finance,
CHANGES IN THE LAW SINCE 1913

Under the oripginal Federal Reserve Act, the "composition’
of the first Federal Reserve Board was affected by the following pro-
visions:
1, It was required that the Board should consist of the
Secretary of the Treasury and the Comptroller of the Currency,
as ex officio wembers, and five members appointed by the
President;

2. After initially staggered terms for the original
members, it was provided that the appointive members should
be appointed for 1l0.year terms, with one term expiring every

other year:

3. Not more than one of the appolntive members could
be selected from any one Federal Reserve district

4, 1In selecting the appointive members, the President
was required to have '"due regard" to a falr representation
of the different commercial, industrial, and geographical
divisions of the country; and

5. At least two of the five appointive members were

required to be ''persons experienced in banking or finance,"
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All of these provisions have been changed since 1913, although
the changes were effected by only three smendatory statutes - in 1922,

in 1933, and in 1935,

1922 amendments

In three respects the provislons of the Federal Reserve Act
affecting the composition of the Board were altered by the Act of
June 3, 1922592/ (1) the number of appointive members was increased
from five to six, thus making an eight-man Board; (2) in the selection
of appointive members, the President was required to have due regard
to a fair representation of financial and agricultural interests, as
well as commercial and industrial interests; and (3) the requirement
that at least two members should be persons experienced in banking or
finance was repealed,

The history of this legislation is interesting and relevant
to the present study; but it is also complicated, Basically, the 1922
smendments grew out of criticlsm of the Federal Reserve Board's alleged
"deflationary' policies, particularly charges that the System had bheen
responsible for declining prices for agricultural products, Such
eriticism came chiefly from representatives of the '"farm" States, such
a8 Senator Kellogg of Minnesota, Senator Norris of Nebraska, Semator
Smith of South Carolina, and Senator Heflin of Alabama, Heflin was
particularly violent, He asserted that the Board's conduct for several

months past would "go down in the history of this decade as a crime

ageinst agriculture, commerce, and honest banking'"; that the Board had

637 4Z stat, 620,
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become ''the subservient tool of Wall Street'; that the Boatd was holding
"its foot upon the neck of the grain industry, the cattle industry, and
the cotton industry"; and, most specifically, that the Board hadaordered
the Reserve Banks to restrict credit for agricultural purpoaes.é-

In a lengthy speech, Carter Glass; by that time a Senator,
defended the Board's policies and categorically denied that the Board

had ever ordered that agricultural credits be restricted.ﬁé/ But Heflidgé/
and others insisted that, if the Board should include two bankers, it
should alse include one ''dirt farmer" to protect the interests of agri=-
culture, This was the objective of the 1922 legislation,

In July 1921, Senator Kellogg had introduced a bill providing
that the Board should consist of six instead of five appointive members,
 that one of such members should "be a representative of the agricultural

> {nterests”, and that, in selecting members, the President should have

in.b - "due regard" to representation of the different "agricultural" as well
. ias "commercial, industrial, and geographic divisions of the country.“ng
he Senate Banking and Currency Committee, however, reported a bill

o Lhs 1thac did not increase the number of Board members or require a member

43 o be a representative of agriculture but simply amended the “due regard"

lause to include reference to representation of the "agricultural"

4/ 62 CONG, REC. 517.
k65/ 1d,, at 1235-1250,

$87/ s, 2263, 67th Cong,, lst Sess,
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68/
divisions of the country, It is at this polnt that the story be-

comes complicated,

During the Senate debates, representatives of the '"farm bloc"
argued strongly that the Board should be increased to include a member
who would represent the farmers, Senator Smith of South Carolina pro-
poseéd an amendment to require one member to be a person “experlenced
in and vhose business and occupation is farming."ég/ Senator Kenyon
likewise argued that the Board should be increased to include & farmer
member;zg/ Other Senators, while sympathetic with the objective of the
proposgl, felt that putting a farmer on the Board would not solve the
agricultural problem, Senator Norris, for example, agreed that agri-
culture had "not been treated fairly"”, but doubted whether the inclusion
of a "dirt farmer" on the Board would provide the desired relief; he
pointed out that, even if the President should be required to appoint
a farmer, he might turn out to be 'the worst epmemy that the farmers
ever had on the board.';lj Senator Glass agreed that anyone who be-
lieved that putting a farmer on the Board would bring the millennium

12/
to the agricultural interests would 'find himself sadly deceived,”

68/ Report of Senate Banking and Currency Committee, Rep. No. 234,
67th Cong., lst Sess, (July 22, 1921),

§. 69/ 62 coNc. REC, 509,

70/ 1d., at 1267,

71/ 1d,, at 1195,

S

2/ Id,, at 1250,
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Senator Edge objected not only to a mandatory requirement
for the appointment of a farmer but even to the Committee proposal
that '"due regard' be given to the representation of agricultural in-
terests, He felt that this would be "a step in the directionof , . .
class legisiation" and that members should be selected only on the

23/
basis of merit,

Perversely, but apparently in order to point up
his argument, he suggested amendments to reguire appointment of one
member to represent manufacturing and another to represent organized
labor.Zéj

Apparently impressed by arguments against mandatory inclusion
of a farmer on the Board, Senator Kellogg cffered a “substitute" fox
the bill reported by the Committee - one that would increase the
appointive members of the Poard from five to six but that would merely

amend the '"due regard" clause to include reference to representation

of "agriculturel" interests and would not require the appointment of
a farmer as a member.?sx Following the logic of Senator Edge's argu-
ment, the Kellogg substitute omitted the then~vexisting requirement
that two members should be persons with experience in banking or
finance, Although Senator McLean, the chairman of the Banking and

Currency Committee, moved to recommit the bill, his motion was de~ /
76/ 7

v——

feated, and Senator Kellogg's substitute was adopted on the floor,

Lo
.

., At 1263,

.» 8L 1268,

/ at 1183,
26/ 1d,, at 1268,
17/ 1d., at 1269,
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The proceedings in the House were somevhat similar to those

in the Senate, The House Banking and Currency Committee, like its
Senate counterpart, reported a bill that would not have increased the

number of appointive members of the Board, However, the House Committee,
following the Senate-passed bill, eliminated the existing requirement
that two members of the Board should be persons experienced in banking
or finance, but it included a reference to representation of "financial"

as well as "agricultural" interests in the "due regard" clause, In

explaining its decision not to increase the number of Board members,
78/
the House Report stated:

"It is the opinion of the majority of your committee

that the membership of the Federal Reserve Board shall

remain as provided for by existing law, It 1s not thought
advisable to enlarge the board, as an increase in membership
would certainly not increase its efficiency. A smaller

board is essentially more efficient than a larger, it being

a well-established fact that as the membership 1s increased
just so much is the responsibility of each member lessened,
And, too, there is no need for a larger board, It is apreed,
however, that agricultural and financial interests should be
placed on a parity with commercial and industrial interests,
By the bill as now recommended by your coummittee to be amended,
the President in selecting the members of the Federal Reserve
Board 'shall have due regard to a fair representation of the
financial, agricultural, industrial, and commercial interests,
and geographical divisions of the country.'"

On the floor of the House, as had happened in the Senate,
. the Banking and Currency Committee's Report met opposition from members
of the "farm bloc' who argued that, even if there was no statutory
'requirement that one member of the Board be a farmer, the number of
members should be Increased in order to enable the President to appolnt

a representative of agriculture, Thus, Representative Connally argued

Z_/ Report of House Banking and Currency Committee, Rep, No, 885,
65th Cong., 2d Sess, (Apr, 7, 1922), p. 2.
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that the ''new member' should be one who would have a knowledge of agri=-
cultural credit needs and who would understand market conditions in the
agricultural sectlons, so that the Board could become "a valuable agency
to supply credit and currency needs to agricultural interests, in pro-
ducing crops and in marketing those crops when produced.”zg/ Similarly,
Representative Stevenson contended that the Committee's proposed amend-

ment to require the President to have 'due regard" to a representation

of agricultural interests would not be enough unless Congress gave the

"
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President '"another member whereby he can put an agtricultural-minded man
80/
. on the board," And Representative Swing, asserting that the Federal

Lo -‘z- e
-

' Reserve's deflation policy was "deliberately aimed at the farmers'", ine

sisted that an additional member of the Board was necessary because of

"an urgent need that agriculture and its interests be heard by this
81/
board,"

Some Representatives, like some Senators, felt that the bill
in any form would not accomplish very much, Thus, Representative Steagall
stated that he did not regard the bill "as of great importance'; that,

even as 1t had passed the Senate, '"it would not mean a great desl'; and

that, if adopted as proposed by the House Committee, {.e., without an
82/
additional member of the Board, it would 'not mean anything',

197762 corG, REC. 7511,
80/ Ibid,

81/ 1d., at 7517.

82/ 1d., at 7513,
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In an effort to answer the charge that the bill would mean
83/
very little, Representative Wingo stated:

"Gentlemen may say that it will not amount to anything,
assuming that the farm member would be outvoted; but, geatle-
men, 1f you make it possible for the President to appoint a
representative of agriculture on that board it will have a
fine effect on agriculture and upon the mind of the American
former, and for that reason I think it will be worth the addi-
tional burden by putting on an additional member of the board,
for in the last analysis the expense does not come out of the
Treasury of the United States but out of the banks themselves,
That is all there is involved in it; and if you really and
sincerely want to have agriculture represented on the Federal
Reserve Board, 1f you want to give the President an opportunity
to carry out what you have heralded as his Intentlon, give the
President the opportunity to appoint as an additional member
g8 dirt farmer, you will vote down the conmittee smendment, , . .

Although favoring an incresse in the number of Board members
to enable the appointment of a representative of agriculture, Repre-
sentative McFadden felt that the requirement of then-existing law that
two members of the Board be experienced in banking or finance should
be retained;§&/ He offered an amendment on the floor to restore that
requirement, but the amendment was rejected.géj

With respect to the proposed amendment of the 'due regard"
clause to include reference to representation of "financial" and "agri-
cultural" interests, Representative London proposed an amendment to add

86/
the word "labor" in that clause, With considerable logic, he argued:

83/ 1d., at 7516,
84/ 1d., at 7504,
85/ 1d., at 7519, 7520,

B6/ 1d,, st 7520,




3=

"I propose my amendment not because I expect that it
. will be of any more benefit to labor than it will be to the
GE farmer but solely for the purpose of completing a logical
proecess, If the financial, the commercisl, the industrial
and the agricultural interests are to be respectively repre~
sented, why not labor?"

Apparently the forces of labor were pot as strong as those of agriculture
in 1922, since Mr, London's proposed amendment was promptly rejected,

In the end, the House, like the Senate, overruled the Report
-of its Banking and Currency Committee and adopted a bill that, in this
espect, was identical with that passed by the Senate, i,e,, a bill

providing for an increase in the number of the appcintive membexs of

: }the Board from five to six, eliminating the requirement that two members
{of the Board should be persons with experience in banking or finance,

* and amending the "due regard” clause to provide that, in selecting the
appointive members, the President should have "due regard to a fair

. representation of the financlal, agricultural, industrial and commercial
interesta, and geographical divisions of the country," 1In this form,

. the bill beceme law on June 3, 1922,

As some members of Congress maintained at the time, it is

. questionable whether enactment of these amendments served any useful

E urpose, Clearly, it was anticipated that the President would normally
&ppoint a "farmer member" of the Roard, although he would not be required
o do so, For many years it was true that onc member of the Board
elected by the President had a background in agriculture; but that is
‘not the case today,

It is interesting to note that, like some members of the

eénate, Representative Burton in the House advanced the sensible
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proposal that the law should contein no provision with respect to the

representation of ang,particular interests on the Board, In this cone
8
nection, he stated{—“

"Mr. Chalrman, I do not believe in this specification
of the qualifications for members of the Federal Reserve
Board at all, When the bill of the monetary conwission was
under consideration some Member suggested that the Secretary
of Agriculture be one of the ex officlo members. The suggestion
was treated at first as a joke, but we all recognized that
agriculture was of such vital importance in this country that
it was inserted in the bill as it wae orfginally introduced,
It may be very well to give agriculture a member on this beard,
but what will we have next? We will soon have a demand for
representation from the mining interests, and then from the
Llumber interests, and then perhaps from the labor unions, and
next from the women's clubs,”

Banking Act of 1933

In the early 1930's, the country was overwhelmed by a banking
erisis; and Congress was concerned primarily with the need to prevent
the recurrence of such a crisis « not with the structure of the Federal
- Reserve System, Thus, the Banking Act of June 16, 1933, was primarily
directed toward stricter regulation of the investments of member banks,
limitations upon the rates of interest pald by such banks on deposits,
separation of commercial banking from investment banking, and Federal
2 insurance of bank deposits, At the same time, somebody - perhaps a
lawyer = had time in those hectic days to be concerned with a slight
oversight on the part of Congress in 1972: when the number of the
a8ppointive wembers of the Board had been increased from five to six,
the length of the terms of such members had been left at 10 years, as
provided by the original Federal Reserve Act, with the result that the
terma of two membexs of the Board explred in the same year, This over-

sipght was remedied by the 1933 Act,

E.

.
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pRg 5 In 1932 and early 1933, Congress considered a bill, the

precursor of the 1933 Banking Act, that provided, smong other things,
for a lengthening of the terms of appointive members of the Board from
10 to 12 yeaxrs, As stated by the 1932 Report of the Senate Banking and
. Currency Committee, the objective of this provision was to readjust
"the term of members of the board so as to secure as nearly as possible
;Ithe expiration of terms of members at equal 2-year 1ntervals."§2/ That
.Ebill was not enacted, but the provision for lengthening terms of Board
membera was included in a similar biligg/ that was introduced in the
following Congress and was finally enacted as the Banking Act of 1933.21/
The only significent legislative histofy of this change in the composi-
[ tion of the Board is the language quoted above from the 1932 Committee
éﬁReport. Obviously the change was made because, In the interest of logic
and orderliness, the length of a member's term of office, as a matter of
??QOnvenience, should be divisible by the number of appointive members of
”?the Board,

The bill reported by the Senate Committee in 1932 would have
.{gliminated the Secretary of the Treasury (though not the Comptroller of

-éfhe Currency) as an ex officlo member of the Board and would have re=

.fhtored the requirement of the original Act, repealed in 1922, that two

88/ S, 4412, 72d Cong,, lst Sess,

889/ Report of Senate Banking and Currency Committee, Rep. No, 584,
£¥2d Cong., lst Sess, (Apr, 22, 1932), p. 14,

”%0/ 3. 1631, 73d Cong,, lst Sess,
?1, Act of June 16, 1933 (48 Stat, 166).
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members of the Board should be men with banking experience, Neither of
these changes appeared in the 1933 bill or in the Banking Act of 1933,
During the debates on the 1932 bill, Senator Glass offered

the following reasons for the proposal to remove the Secretary of the
92/
Treasury from the Board:

s « « That change has been advocated for 15 years by
many of the most skillful, experienced, and successful bankers
in the United States, large and small, Paul M, Warburg, omne
of the first wembers of the Federal Reserve Board, an inter-
national banker, who, whatever may have been his faults of
temperament, had as thorough & knowledge of the banking busi-~
ness as any mwan that ever lived, With many of his views I
did not agree, but, after years of experience &s & member of
the Federal Reserve Board, he publicly advocated that the
Secretary of the Treasury be taken off the board,

"I happened to be for something over a year Secretary of
the Treasury of the United States, . , . As Secretary of the
Treasury I noted that that official had an undue influence in
the activities of the board, I myself exercilsed it as Secretary
of the Treasury, and my only defense for having done so was
that it was the immediate postwar period when billions of
dollars of Federal securities had to be floated, and I Insisted
that the Federal Reserve Board and banks should coordinate their
activities with those of the Treasury in order to make the
trenmendous task of floating these securities reasonably certain
of accomplishment, But my very experience convinced me that
the Secretary of the Treasury should not, in ordinary peace
times, be a member of the board, To start with, he has prac~
tically two votes, his own and that of the Cowptroller of the
Currency, I do not recall any man ever having been a member
of that board without the recommendation of the Secretary of
the Treasury, So, he is the dominant figure, and, as I have
before stated, the Federal reserve banking system has been made
a doormat of the United States Treasury.

"That was never intended; it was never intended that the
Federel reserve system should undertake to 'stabilize the mar-
ket,' It was never intended that the Federal reserve system
should enhance or reduce the value of United States bonds In
the open merket, It was simply intepded that the reserve

92776 corG, REC, 1938,
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funds of tewber banks of the system, withdrawn from the money
centers, where they had been shamefully used for stock specu~-
lative purposes, should be impounded in the 12 reglonal reserve
banks. For what purpose? Solely for the purpose of responding
to the requirements of agriculture, commerce, and industry,

But that has not always been done, The banks are choked up
to-day, meny of them reluctantly and others under coercien,
with the securities of the Govermment, and that is largely
because the Secretary of the Treasury has, in my view, domi-
nated the Federal Reserve Board,

"Very likely members of the board with spirit could wish
that I had not said this, but I am speaking & little frankly
to~day, and that is my view, But the Federal Reserve Board
itself has wanted the Secretary of the Treasury to be put off
the board, There is nothing personal im it, All of them had
an affection for Secretary Mellon, and all of them, I venture
to say, have an affection for Secretary Mills, as I have; but
they do not think that the Secretary of the Treasury should be
on the board, with two votes to begin with and a dominant in-
fluence on its activities; and yet the Senate is told that
that is 8 'nefarious' suggestion,"

Why the proposal to remove the Secretary of the Treasury from
the Board was not included in the bill that became the Banking Act of

1833 was explained later by Senator Glass during the debates on the
93/
Banking Act of 1935

"In the Banking Act of 1932, which passed the Senate
overvhelmingly, there was a provision eliminating the Secre-
tary of the Treasury, and upon & record vote it was retained
in the bill by 62 to 14, after considerable discussion on
the floor, which indicated that the Senate concurred in the
better judgment of those who think the Secretary of the
Treasury and the Comptroller of the Currency should not be
on the Board,

“"That provision would have been retained in the Banking
Act of 1933 but for the fact that the then Secretary of the
Treasury, in wretched health which eventuated in his death,
was greatly concerned about the matter, and was rather ime
portunate and insistent in desiring to be retained as a
member of the Boeard, ., . ."

33779 covg, REC. 11776, 11777.
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In net effect, then, the Banking Act of 1933 simply increased
the terms of the six appointive members of the Board from 10 years to
12 years, thus providing for the expiration of the term of one member
in every other year,

Banking Act of 1935

The most basic changes in the composition of the Board were
made by the Banking Act of 1935.2£/ That Act "reorganized'' the Board
to conslst of seven appointive members with terms of 14 years, effective
February 1, 1936, As of that date, the Secretary of the Treasury and
the Comptroller of the Currency ceased to be ex officio members of the
Board. No changes were made, however, in the requirements that not
more than one member may be chosen from any one Federal Reserve dis-
trict and that the President, in selecting members, must have due
regard to a falr representation of the financial, agricultural, in-
dustrial, snd commercial interests, and geographical divisions of the
country.,

In February 1935, identical bills introduced in both the
House and the Senatégé{ contained three titles providing, respectively,
for revision of the deposit insurance provisions of the 1933 Banking

Act, substantive changes in the Federal Reserve System, and technical

emendments to Federal banking laws., The only part of the legislation

. that was controversial was Title II, which, among other things, combined

" &/ Act of Aug, 23, 1935 (49 Stat, 704),.

35/ H.R. 5357 and S, 1715, 74th Comg., lst Sess,
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the office of chairman of the board_of directors of each Federal Reserve

Bank with that of the "governor" or president of the Reserve Bank, vested

control of open market operations in a Federal Open Market Committee
conslsting of the seven members of the Federasl Reserye Board and five
¥ Reserve Bank presidents, and gave the RBoard greater authority with
respect to changes in member bank reserve requirements,

As thus introduced, the bills would have made only two
changes with respect to the composition of the Federal Reserve Board:
(1) the provision prohibiting the selection of more than one of the
appointive members from the same Federal Reserve district would have
been made inapplicable to the ''governox" of the Board, and (2) the
"due regard" clause would have been replaced by & requirement that
the appointive members should be 'persons well qualified by education
or experience to participate in the formulation of national economic
and monetary policies," It was in this form that the bill passed the

House in May 1935,
On May 13, 1935, however, the Senate Banking and Currency
Committee reported the bill with amendments that had the effect of

providing (1) for the elimination of the Secretary of the Treasury

and the Comptroller of the Currency &s ex officio members of the

Board, (2) for a Board of seven eppointive members with l4-year terms,
{3) for retention of the provision that, in selecting members, the
President should have due regard to a fair representatjion of the fi-
nancial, agricultural, industrial, and commercial interests, and

?i geographical divisions of the country, (4) for a new requirement

\ that at least two of the Board members should be persons of "tested
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banking experience", and (5) for another new requirement that not more
than four of the seven members should be members of the same political

party., 1In this form, the bill was approved by the Senate on July 26,

1935,

As agreed to by the Conference Committee and as enacted on
August 23, 1935, the bill followed the Senate version, except for omis=
sion of the provisions with respect to "tested banking experience' and

pelitical party affiliations,

As to the change in the number of Board members, the history

of the 1935 Act 1s not very illuminating. During the Senate ?ommittee
96

hearings, Dr, Adolph tiiller, a member of the Board, stated:

"I would suggest elther seven or five, I am inclined
to think that seven is none too large a number for & board
that is going to deal with the problems that the Federal
Reserve Board will have to deal with under this grant of
powers, I think seven is none toco large, I think that
was the number on the original board, with two ex officio
members--though I recognize that five also has a great deal
to be sald for it, If the board is experienced and well
qualified for its job, five is a better number than seven,

L1

Another member of the Board, lMr, Hamlin, indicated a preference for
97/
a2 seven-man Board:

"There 1s one point I want to make, that I trust the
Sepate committee will not advocate cutting down the members
of the Federal Reserve Board to five, I think that 1is one
of the propositions which has been laid before it, I believe
that the appointive members should rather be increased to 7,
because with the new autonomy given to the Federal Reserve
banks, the members of the Board have got to increage their

i'§§7senﬁte Banking and Currency Committee Hearings on Banking Act of
k. 1935, pp. 757, 758.

97/ 1d., at 947,
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visits to those banks, and keep in closer touch with them,
and that will take up so much time that I should prefer to
see it increased to 7 rather than reduced to 5., , .

With respect to the change in the length of terms of Board

members, the history of the 1935 Act is even less helpful, Presumably,
once the decision was made to eliminate the two ex officio members and
to provide for a Board of seven appointive members, it was assumed that
the members should serve for terms that would expire every other year,
i,e,, for limuyear terms, There is no clear indication that the terms
of Board members were lengthened from 12 to 14 years with the deliberate
intent of enhancing the 'independence" of the Board, although assertions
to that effect have since been made, Only one member of Congress,
- Senator Elmer Thomas, not himself an enthusiastic supporter of the

E' bill, appears to have commented upon this/aspect of the legislation,
%8
t: His comment, however, is worth quoting:

. « + The extending of the tenure in office is commend-
able, No man should look forward to service on the Federal
Reserve Board as a stepplng stone to a directorship in a
life~insurance company or the presidency of a life-insurance
company, or to the directorship in some bank, or the presidency
of some bank, In my judgment, membership upoen the Federal
Reserve Board should be the goal of those most qualified to
handle financZal transactions such as have to be handled by
the Federal Recerve Board.

"Membership on the Federal Reserve Board, in my judgment
should be the ultimate end, it should be the last of a man's
ambition Iin his desire to render higheclass public service
to his country. A man who takes a place on that Board in the
hope of waking money, in the hope of helpirg some industry, or
in the hope of stepping to some other position more desirable,
&8s has been the case in the past, is in my judgment lacking
in the elements of patriotism and the proper approach to public
service, Membership on this Board should be aspired to by the
highest class of men in the country, and by that 1 mean men who

" Sy

p:28/ 79 CONG, REC, 11925,
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understand the banking situatlon and understand finance and
uhderstand the economic relations of all the different busi-
nesses with which we have to deal not only in this country
but throughout the world,"

One of the most important changes made by the 1935 Act was
the elimination of the Secretary of the Treasury and the Comptroller

of the Currency.as ex officio members of the Board. As has already

el et : been noted, this change would probably have been made in 1933 1f, as
; 3 stated by Senator Glass, it had not been for the bad health of the
(Kad
uﬂiio then Secretary of the Treasury, When the Conference Report on the
gt 1935 Act was being considered, Senator Glass stated:
aﬂi r “Since the establishment of the system, and now, the
; Secretary of the Treasury and the Comptroller of the Currency
V7. SH T B have been members of the Federal Reserve Board, Periodically,
> b it has been urged upon the Banking and Currency Committees of
ixd - the two Houses of Congress that these two officials should be

eliminated, for varlous reasons, With respect to the Secretary
of the Treasury, it was urged--and I know it to be & fact, be-
cause I was once Secretary of the Treasury--that he exercised
undue influence over the Board; that he treats it rather as a
bureau of the Treasury instead of as a board independent of the
Covernment, designed to respond primarily and altogether to the
requlrements of business and industry and agriculture, and not
to be used to finance the Federal Govermment, which was assumed
always to be able to finance itself,

by e I LA LA F e T L e el

"Moreover, it was represented that these officisls, except
when of thel: cwu initiative they wanted something to be acted
on, rarely ever attended meetings of the board., I think the
present Secretary of the Treasury has attended only two or
three meetings, I do not think I, as Secretary of the Treasury,
ever attended more than one or two meeciags of the Board; but,
all the same, I dominated the activitizs of the Bourd, and I
always directed tiem in the interest of the Treasury, and so
did my predecessor, the present Senator from California
(Mr. McAdoo), That, however, was because when he functioned
it was during the war, and when I functioned it was in the
lmpediate postewar period, when the difficulties of the

Treasury perhaps exceeded those of the war period, Certainly
they were not less,"

997 1d., at 11776.
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Finally, as has been noted, the bill that passed the House
in May 1935 would have eliminated the hortatory provision that the
President, in selecting Board members, should have "due regard" to
a falr representation of the financiel, agricultural, industrial,
and coumerclal interests of the country; instead, it would have made
it mandatory that Board members should be "persons well qualified by
education or experience to participate in the formulation of national
economic and monetary policies,”

The reasons for this proposal were advanced by Reserve Board
100/
Chairman Eccles during the House hearings as follows:

"In section 203, it is recognized that it would be
desirable to change the present language with reference to
the qualifications for membership on the Board, as a recogni~
tion of the fact that the functions and duties of the Federal
Regserve Board are such as to make it a body representing the
Nation, rather than any group or combination of groups, In
recognition of that, it is provided in the bill that future
appointive members of the Board shall be men who are qualified
by education or experience or both to participate in the
formulation of economic and monetary policies, which seems
to me to be the central and most important function of the
Federal Reserve Board,"

Arguments for such a change in the qualifications of Board

members were wore fully stated by Dr. E, A, Goldenweiser, head of the
101/
Roard's Research Division:

"In connection with the qualifications of the Federal
Reserve Board, which this bill provides for, the principal
thing in the way of thelr qualifications is, that instead
of having it stated that they should be appointed with due
regard to agricultural, industrial, and geographical interests,

100/ House Banking and Currency Committee Hearings on Banking Act
of 1935, pp. 189, 1%0,

101/ Id., at 434,
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there is substituted a statement that they should be persons,
who by training or experience or both, are qualified to formu-
late economlc and monetary policies, It seems to me that that
substitution is a very goed one, because it states the qualifica-
tions of the members of the Federal Reserve Board in terms of
the principal function which they have to perform, and because
it does awey with the idea that the board should consist of
representatives of diffevent groups of the population, this
man representing agriculture, this man banking, this man trade,
and so on, It i{s better that each member of the Reserve Board,
as a matter of law, should feel that he represents the country
a5 2 whole, and the interests of the country as a whole, and
his job on the Board is to be engaged in the formulation of
national credit and monetary policies,

"I think that the insertlon of that qualification into
the text of the law is recognition of the growing conviction
on the part of the country that the Federal Reserve System's
functions are much broader than was clearly understood at
the time the Federal Reserve Board was organized, At that
time, it was largely conceived that the Board should be a
representative Board and that it should represent the dif-
ferent sections of the population, so that none of them
would fail to receive equal consideration, Of course, that
is important, and it will continue, but an explicit provision
for a national, nonpartisan board, that has the sole objection
[sic] of serving the interests of the people as a whole, with
particular reference to those duties that deal with the quantity
and cost of money is an advantage,"

102/
Similar views were reflected in the Report of the House Committee:

'"This amendment s for the purpose of describing the
qualifications of Board members in terms of the Board's
principal function, which is the formulation of national
economic and monetary policiea, It is important te emphasize
in the law that Board sction should reflect, not the opinion
of a majority of special interests, but rather the well con-
sidered judgment of a body that takes into consideration all
phases of the national economic life,"

On the floor of the House, there was strong opposition to

the i{dea that education or experience in the formulation of economic

|

Q

102/ Report of House Banking and Currency Committee on Banking Act
of 1935, Rep, No, 742, 74th Cong,, lat Sess, . (Apr, 19, 1935), p. 6.
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or monetary policies should be made a prerequisite for membership on
the Beard, It was feared that such & provision would permit the
President to appoilnt professors of political science and economics,

like the New Deal 'brain trusters'", who would not have had any prac-

tical banking experience, Thus, referring to this proposal,
103/
Representative Dirksen observed:

+ o+ « That means that Mr, Hopkins or Mr, Tugwell or
Mr, Moley could be appointed to that Board,'

Similarly, Representative lartin argued that, under such a test,
"some brain truster who never had any experience whatever but & vast
amount of university culture and theo{gafould be selected for member-
ship on this highly important board.'

Also opposing the appointment of professors to the Board,

105/
Representative Hollister stated:

" + o I do not believe that & qualification for member-

ship on the Federal Reserve Board should be education or
experience looking toward participaticn in the formulation
of national economic and monetary policies, We should not
take education alone, for instance, There are a lot of
professors down here who are qualified by education, but
far from qualified by experience, to do certain things,

1 do not believe that is a proper test to make of a member
of the Federal Reserve Board, . . .’

At another point during the debates, Mr, Hollister urged that experi-

enced benkers rather than academic economlsts should b? members of the
106

Board, In support of an emendment, later defeated, to provide that

Board members should be persons with "adequate training and experience

103/ 79 CONG. REC, 6792,
lo4/ 1d., at 7161,
¢ 105/ 1d., st 6727,

106/ 1d., st 7161,
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107/
in banking', he argued:

'We are discussing the subject of banking. This is a
bill which deals with banking. The Federal Reserve Board
is set up as a supervisory board over the operation of the
various Federal Reserve banks which, in turn, are made up
of members of the Federal Reserve System in each particular
district, The question here presented is whether we want
the Federal Reserve Board, the advisory board to which, in-
cidentally, this bill gives much greater powers than it ever
had before, whether we want that Board to be made up of 2
lot of theorists on the subject of economics or of men who
have had some experience in banking, As the bill nrow reads,
they may be persons well qualified by education or experience
to participate in the formulation of nationel economic and
monetary policies, Do we want the Federal Reserve Board to
be made up of people qualified solely by education, perhaps
with no training whatsoever, no experience; or do we want
people who have had some experience in the various problems
which they are to attempt to solve? Secondly, irrespective
of the disjunctive, the word ‘or', which certainly should
not be there, do we want to define the nature of the appoint-
ment to include such broad terms as 'the formulation of
economic policies' as well as 'monetary policies'? Are we
not perhaps embarking the Federal Reserve Board on a sea on
which it was never expected to sail, and on a sea which is
highly dangerous? After sll, this is a board, as I have
stated, to supervise the central banking system of the
country, This is not a planning board to discuss economic
planning, to discuss the more abundant life, to consider
what high social messures might perhaps be adopted to make
this country a better place in which to live, This 1s a
board to supervise the central banking system of the country,
the credit system, the life«blood of the country, We should
fill it with men who have hed banking experience and not with
2 lot of theorists on the subject of economics,'

Despite such opposition, the House pessed the bill with the

" Yequirement that Board members should be éualified to participate in

the formulation of monetary and credit policies, However, the require-
ment was dropped from the bill without explanation by the Senate Baoking

énd Currency Committee,

k' 107/ 1d., at 7160,




With respect to geographic representation, the 1935 legis«
lation, as passed by the House, would have exempted the chairman of
the Board from the prohibition that not more than one member of the

Board should be selected from any one Federal Reserve district, In
108/
this connection, the Report of the House Committee stated:

"The selection of the Governor of the Federal Reserve
Board should be as free from arbltrary limitations and re=
strictions as possible, If the President has in mind a man
who in his judgment qualifies for the position, he ought
not to be restraeined from appeinting him by the fact that
he happens to live in a district which 1s represented by
some other member of the Board,"

As finally enacted, however, the 1935 Act did not adopt this proposal,
By way of summary, the Banking Act of 1935 recomstituted the
Board to consist of seven appointive members (and no ex officloc members)
with l4-year terms, effective as of February 1, 1936, but with no changes
in the statutory qualifications for gppointment to the Board,
Incidentally, it may be noted that the 1935 Act changed the
name of the Board from 'Federal Reserve Board'" to 'Roard of Governors
of the Federal Reserve System'', The only reason for this,change was
109
set forth in the following statement by Senator Glass:
"It will be noted upon examination of the bill that we
change the title of the Federal Reserve Roard by proposing
to call it hereafter the 'Hoard of Governors of the Federal
Reserve System,' That was done largely at the suggestion
of the senior member of the Federsl Reserve Board, Dr, Miller,

Repregsentation was made to the committee that to have a gov-
ernor and vice governor of the Federal Reserve Board was to

108/ Report of House Banking and Currency Committee on Banking Act

of 1935, p. 7.

109/ 79 coNG, REC, 11776,
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place all other members of the Board at a disadvantage in
the matter of prestige and of influence upon problems pre-
sented for consideration, Therefore he suggested that the
Board be called the '"Board of Governors of the Federal
Reserve System,'"

It may also be noted, incidentslly, that, in providing for a Board of
seven appointive members, Congress forgot to make & conforming change

in one paragraph of the Federal Reserve Act; there is still in the

Act a provision that refers to the ''six" appointive members of the
Lo/
Board,

THE SIZE OF THE BOCARD

Past proposals

Since February 1, 1936, when the present Board was recon=
stituted to consist of seven sppointive members, suggestions for
changing the size of the Board have ranged all the way from a lé-man
Beard to an agency headed by a single 'governor',

In 1938, the House Committee on Banking and Currency held
hearingslll, on a bill introduced by Representative Patman to provide
for ownership of the stock of the Federal Reserve Banks by the United
States Treasury and, incidentally, to provide for a reorganization of
the Board of Governors to consist of 15 members - three ex officio

members and 12 members to be appointed by the President, one from

each Federal Reserve district, Although this bill was purportedly

t 1107 F. R, Act, § 10, ¥ 4 (12 U,5.C, § 244).

¥ 111/ Hearings before House Banking and Currency Committee on H.R. 7230,
 73th Cong,, 3d Sess, (March-April 1938), hereafter cited as 1938 Hear-

ff ings on Cwnership of Reserve Banks,
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spansored by 160 Democratic members of the House, the proposal for

enlarging the Board met only with opposition by almost all who testi-

fied during the hearings, inecluding Chairman Eccles of the Board of
112/ 113/

Governors gnd a number of economists.

In 1943, the Subcommittee on Monetary, Credit, and Fiscal

Policies of the Joint Committee on the Economic Report, under the
chairmanship of Senator Douglas, sent a questionnaire to Federal
banking officials, economists, bankers, and others, that included
guesations regarding the Bize of the Board of Governors and the terms
of its members, Federal Reserve Chairmen lcCabe, without taking
a definite position, responded that the sppointment of men with the
highest qualifications was more {mportant than whether the Board
should consist of three, five, or seven members.llé/ The Reserve
Bank presidents, in a joint answer, ;igimmended that ne changes be

made in the number of Board members, although Allan Sproul, then

president of the New York Reserve Bank, suggested that the size of
117/
the Board might well be reduced to five members, One economist

suggested that the Board might consist of a single person, although

_]i.-z_! E., at. 447-

113/ E,g., Dr, Eugene E, Agger, id,, at 287; Dr, J. L, Leonard, id.,
at 295; and Dr, Howard H, Preston, id,, at 296,

114/ Monetary, Credit, and Fiscal Policies: Collection of Statements
Submitted to Subcommittee on Monetary, Credit, and Fiscal Policles of
the Joint Committee on the Economic Report (Mov, 1949). This document
is hereafter cited as 1949 Douglas Questionnaire,

i15/ 1d., at 67,
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_ 118/
a Board of three would be acceptable, On the basis of responses

to the questionnaire, the Douglas Subcommittee in its Report recommended
a Board of not more than five members;ligl

In 1952, the Subcommittee on General Credit Control and Debt
Management of the Joint Committee on the Economic Report, under the
chairmanship of Wright Patman, addressed another questionmaire to the
Secretary of the Treasury, the Federal Reserve Board, the Reserve Bank
presidents, other Federal banking officials, and economists and bankers.
One of the questions addressed to the Board related to the advantages
and disadvantages of reducing the number of its members or of replacing
the Board by a "single head", In his response, Chairman Martin of the
Board set forth possible advantages and disadvantages but did not under-
take to express & final judgment;lgl, The Patman Subcommittee's Final

Report reaffirmed the position previously taken by the Douglas Sube

committee that the number/of members of the Board should be reduced
122

118/ 1d,, at 308,

119/ Report of Subcommittee o onetar redit. and Fiscal Palicies

of the Joint Committee on the Economic Report, 8lst Cong,, 2d Sess,,
Doc, No. 129 (Jan, 23, 1950), p, 31, This document is hereafter

cited as 1950 Douglas Subcommittee Report,

& 120/ Replies to Questions Submitted by Subcommittee on General Credit
§ - Control and Debt Management of the Joint Committee on the Economic
i Report, 82d Cong., 2d Sess, (Feb, 1952), hereafter cited as 1952 Patman

Questionnalre,

121/ 1d., st 302-304,

122/ Mopetary Policy and the Management of the Public Debt: Report of

Subcommittee on Genexal Credit Control and Debt Management of Joint
Committee on the Economic Report, 82d Cong,, 2d Sess, (June 1952),
E Dp. 55, 56, This document is hereafter cited as 1952 Patman Sub-
i committee Report,

120/
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In 1954 end in 1955, and again in 1959, Mr, Patman introduced

bills to provide for a Board of 12 appointive members with six-year
123/
terms, Such proposals were firmly opposed by the Federal Reserve

Board in a letter addressed to the House Banking and Currency Committee
in January 1956, 1In 1959, bills were introduced by Representatives
Thompson and Rhodes to provide for a Board of 16 members, including

the Secretaries of Labor, Commerce, and Agriculture and the Administrator
of the S5mall Business Administration as ex officio members, and 12 mem~
bers to be appointed by the President for terms of six years.lg&/ The
Federal Reserve Board likewise opposed this proposal.lgé/

In 1961, the Report of the Commlssion on Money and Credit,
sponsored by the Committee for Economlic Development, recommended that
the Board of Governors be reorganized to consist of five members ap=-
pointed for l0=-year terms.lgé/

In 1964, Chairman Patman of the House Banking and Currency
Committee held hearings entitled '"The Federal Reserve System After

127/
Fifty Years"” and among the several bills considered at the hearings

‘1237 H.R, 7485, 83d Cong., 2d Sess, (Jan, 25, 1954); H,R. 569, 84th Cong,,
lst Sess, (Jan, 5, 1955); and H,R, 2790, &6th Cong., 1lst Sess, (Jan. 19,
1959),

124/ H.R, 5732, 86th Cong,, lst Sess, (Mar, 16, 1953); H.R. 6323, 86th
Cong,, lst Sess, (Apr. 13, 1959),

125/ Letter from Board to chairman of House Banking and Currency Com=
mittee, June 5, 1959,

126/ Money and Credit: Their Influence on Jobs, Prices, and Growth;
Report of the Commission on Money and Credit, p, 87, This document
is hereafter cited as CMC Report,

127/ Hearings before Subcommittee on Domestic Finance of the House
Banking and Currency Committee, 88th Cong,, 2d Sess, (Jan.,-dpr. 1964),
hereafter cited as Hearings on Federal Reserve After Fifty Years.
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was one that would have provided for a Board of 12 members, including
the Secretary of the Treasury as an ex officio member;lggf The bill
veceived little support and was expressly opposed by Federal Reserve
Chairman Martin, several Reserve Bank presidents, and a number of
economlsts, Chalrman Martin and other witnesses expressed a prefer-
ence for a reduction in the number of Board members to five;lgg/ but
there were those, including at least two Reserve Bank presidents, who
saw no rea%%gfto make any change in the existing seven-man Board of
Governors,

In 1968, the Subcormittee on Domestic Finance of the House
Committee on Barking and Currency, under the chairmanship of Mr, Patman,
compiled 8 "Compendium" of responses received from Federal banking
officials, economists, and others to a guestionnaire relating to
possible changes in the structure of the Federal Reserve System,
including a reorganizatilon of the Federal Reserve Board to comsist
of five appointive members with five-year terms.lél/ According to a
Subcormittee staff summary of the responses, 41 out of 59 respondents

132/
supported a reduction in the membership of the Board, Among those

128/ H.,R, 9631, 88th Cong.,, 2d Sess,

129/ Hearings on Federal Reserve After Fifty Years, pp. 14, 15, 752,
1101, 1359, 1397,

130/ E.g., President Hickman of Cleveland Reserve Bank, id., at 136;
President Iroms of Dallas Reserve Bank, id,, at 845,

131/ Compendium on Monetary Policy Guidelines and Federal Reserve

- Structure, Subcommittee Print of Subcommittee on Domestic Finance
of House Banking and Currency Committee, 90th Cong., 2d Sess.
(Dec, 1968), hereafter cited as 1968 Compendium.

_1_-_3_2-/ _IE.’ at 26.
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favoring a reduction to five members was the President's Council of
Economic Advisers;léél However , Federal Reserve Chairman Martin,
despite the views expressed by him in 1952, took the position that
"the disadvantages of a reduction in the membership of the Board
from seven to five would outweigh any possible advantages.“lg&f
Apparently, this was the last occasion on which any view with respect
to this question was expressed by any Federal Reserve officials,
Finally, in January 1969, Mr, Petman introduced a bill,
H.R, 11, that would substantially alter the structure of the Federal

Reserve System, including retirement of Reserve Bank stock, audit of

the System by the General Accounting Office, operation of the System

with appropriated funds, and abolition of the Federal Open Market
Committee and transfer of its functions to a newly constituted
Federal Reserve Board, Under this bill, the new Board would consist
of five members appointed for five-year terms, each ending on June 30
of a calendar year, Apparently, the new Board would come {into effect
upon the date of enactment of the bill, thus allowing the President
inmediately to appoint all five members of the new Boérd, although

135/
with {nitially staggered terms,

e d

133/ 1d., at 81,

13%/ 1d., at 134,

' —

k' 135/ Each member in office just prior to the effective date would
. have been pald one year's salary at his then current rate,




A "single head"?

It has rarely been suggested that the Federal Reserve Board
be replaced by a single individual, but the suggestion has been made,
In that event, of course, there would be no "Board" at all, The ad~

vantages of placing responsibility in a single individual rather than
a board would be that (1) complete responsibility would be "pinpointed"
upon that individual, (2) an individual could act more promptly and

efficiently than & board, and (3) such an individual, who might be

designated as the Governor of the Federal Reserve, would have a stature

comparable to that of members of the Cabinet and it would be easier to

obtain persons of the highest quality for such a position, In support
136/
of a "single head" for the Federal Reserve, it has been argued:

"I do not see the loglc by which we can determine the
defense policy of the United States under a single Secretary
of Defense, not on the basis that he alone is an allwise man,
but because we know he has all kinds of staff manner of ob=
taining judgments, advice, consultation, of obtaining & wide
variety of viewpoints, without himself being & multihead to
the agency,

"It seems to me the same argument applies to the Federal
Reserve as to other departments,

"My xeal preference would therefore be for a single
Secretary of a Federal Reserve Department, or a single Gov-
ernor of the Federal Reserve System,

"In this way, I think one could obtain a.very high
quality man, one can pimpoint responsibility."

In 1952, Federal Reserve Chairmen Martin was speclfiically
asked by the Patman Subcommittee to describe "the advantages and dis-
sdvantages , , , of replacing the Board by a single head,” 1In his

response, Mr, Martim referred to a recent "sweeping proposal” that

136/ Hearings on Federal Reserve After Fifty Years, p, 1579,
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both the Board and the Federal Open Market Committee be replaced by
a single govermor with two deputy governors, but with the governor
having the deciding vote, Stating that this appeared to be 'the
nearest approach of any public proposal to what this question refers

to as 'replacing the Board by a single head'", Chairman Martin set
137/
forth the arguments that might be advanced for such a proposal:

"The principal argument advanced in favor of the proposal
1s that it would have the advantages of a Board even as smsll
as three members, including timeliness in action, and would
in addition have other advantages, The position and the re-
sponsibilities that it would carry would command B degree of
consideration in the highest Govermment circles such as the
position merits but has not always had, The position of
Governor, because of its great lmportance and its virtual
equivalence to Cabinet rank? would have a broader appeal to
men of the highest ability,”

The arguments against replacing the Board with a single

head are (1) that it would not be appropriate to entrust the important

powers of the Federal Reserve Board (and perhaps also those of the
Open Market Committee) to a single official, (2) that decisions made
by such a single official would not command public support as much
as those of a board, (3) that a single official would not have the
advantages possessed by a board consisting of persons with different
viewpolnts and judgments, and (&) that a single official would be
more likely than a board to be subjected to political or Presidential
influence, These arguments were sumnarized by Chairman Martin in his
response to the Patman Subcommittee's questionflggf

"The single~governor proposal has not as yet been suf-

ficiently discussed to bring out many of the considerations
that deserve to count ageinst it, It would be much more of

Eh?/ 1952 Patman Questionnaire, p. 303,
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a departure from past practice than the other proposals which
have been mentioned; and it is likely that there would be a
widespread difference of opinion as to whether it would be
safe to entrust the powers of the Board and the Open Market
Committee relating to the stability of the economy and the
lotegrity of money to & single official, Decisions made by

8 single goverrnor, even though backed by advisory committees,
might not command so much public support as decisions arrived
at after thorough consideration by a deliberative body,
Federal Reserve duties often involve decisions which, while

in the public interest, are unpopular with some powerful
groups or at least temporarlly so, In contrast to a 'single
governor', a board, making important and difficult policy
decigions such as those which must be made by the Federal
Reserve System, has the advantage of providing for the repre-
sentation of different viewpoints and for full discussion of
all phases of a problem before a decision is reached, The
members of a board thus have the benefit of the restraining

or supporting views of one another; a single governor would
have to function without the benefilt of such collective judg-
ment and support, It might be that a single governor, even

if counseled by the Reserve Bank presidents and other advisers,
would distrust his own judgment if he thought it opposed by
the Executive, In this case, the timeliness of decision would
be retarded, not advanced, by the proposed innovation, It
might also be that he would be-w~or would be thought to bee~-more
likely to be swayed by partisan consideraticns or personal
predilection than would a board which from its mature must
frame its decisions in accordance with majority opinion, !

A larger Board?

Although, as has been noted, proposals have occasionally
been advanced to enlarge the present seven-man Board to a Board of
12, 15, or 16 members, arguments in favor of such proposals have
never been fully articulated, Some of the arguments, however valid
they may be, might be stated as follows:

1. The responsibilities of the Board are so important and
so varied that a larger Board is needed in order to reduce the Board's
workload, When the original Federal Reserve Act was under consideraw
tion, Senator Hitchcock advanced such an argument in support of his

proposal for a Board of nine members, Referring to the conclusions
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139/
of his section of the Sepate Banking and Currency Committee, he stated:

". « « We have thought that the Board was of suffilcient
importance, that the interests under its control were suf-
ficlently great, and its power sufficiently vast, to warrant
a larger membership., We have, then, recommended that a Board
be created with nine members, . . o "

One answer to this argument, of course, is that, if the Board's
workload 18 toc great, some of its functions might be transferred to
other agencles of the Federal Govermment, Thus, in 1964, Professor

140/
Harold Barger of Columbia University stated;

"If it be arpued that the increase in size is needed
because the workload of Board members is now excessive, 1
would advocate the transfer to other agencies of some of
the functions which have nothing to do with monetary policy."

2. A 12-man Board, with one member appointed from each of
the Federal Reserve districts, would assure even greater representation
of the different geographic divisions of the country than that provided
for by present law, This argument, of course, assumes that such a
representation of geographic areas is a desirable requirement with
respect to the membership of the Board,

3. A proponent of a 12-man Board might point to the fact
that the present Federal Open Market Committee consists of 12 members
and that, if the Committee 1s not too large, a Board of 12 members
likewise would not be too large, Again, thils argument begs the ques-

tion; it may be that the membership of the Open lMarket Committee should

be reduced,

139/ 51 CONG, REC. 964,

140/ Hearings on Federal Resexve After Fifty Years, p. 1354.
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Proposals for a Board of more than seven members have met
with almost unanimous opposition in recent years, The arguments against
such a larger Board may be briefly summarized,

l. A larger Board would be unwieldy, cuwmbersome, and gen=
erally inefficient.

As has been noted, Congress in 1922 added & sixth appointive
member to the Board, in addition to the two ex officio members, in
order to permit the President to appoint a member as a 'representative”
of agricultural interests, The House Banking and Currency Committee
at that time, while agreeing that agricultural intexesta should be
considered, opposed the addition of another member to the Board on

141/
the ground that it could lead to inefficlency:

", . 4 It 15 not thought advisable to enlarge the Board
as an increase in membership would certainly not increase its
efficlency, A smaller Board 1s essentially more efficient
than a larger, it being a well-established fact that as the
membership is increased just sc much is the responsibility
of each member lessened, , ., ."

When, in 1938, the House Banking and Currency Committee

held hearings on a Patman bill to provide for a 15-man Board (includ-

ing three ex officio members), Chairman Marriner Eccles of the Federal
142/ '
Reserve Board stated;

YA Board of Governors of 15 members proposed in the bill
would be too unwieldy to function promptly and effectively,"

141/ Report of House Banking and Currepcy Committee, Rep, No. 885,
65th Cong,, 2d Sess, (Apr, 7, 1922), p. 2,

142/ 1938 Hearings on Cwnership of Reserve Banks, p. 447,
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Many years later, in 1964, Federal Reserve Chalrman Martin similarly/
143
opposed a 12-man Board on the ground that it would be "unwieldy',

Reserve Board Govermor George W, Mitchell expressed the view that a

larger Board 'would tend to become progressively more cumbersome and
144/
needlessly duplicative of points of view,"

In an article published in the Harvard Business Review and
quoted in Congressional hearings in 1964, Professor G, L. Bach stated:

"Few businessmen or students of organization believe
that a 19-man, or even a 12-man, committee is small enough
to do an effective job of running an organization and making
day-to~day decisions on intricate major policy issues, , , .

", « . Both widespread experience and a priori reason-

ing cast doubt on the marginal gain from additional members
after a committee totals a half dozen or so, unless the

additional man 15 of especially high ability or holds quite
different views from the others, In the Federal Reserve case,
there geems little reason to suppose that golng beyond the
half dozen or so ablest men in the System is justified on
either count,"

It seems quite probable that a larger Board would not be
able to act as promptly as a smaller Roard in connection with bank
supervisory matters, Even as to economlc policy matters, an increase
in the number o?lgg?bers might tend "to lengthen deliberation sbout
policy actions,”

2. A larger Board would result in a lessening of prestige

for individual members and make it more difficult to persuade highly
qualified men to accept appointment to the Board, As gtated by

President Bopp of the Federal Reserve Bank of Philadelphia in 1964,

143/ Hearings on Federal Reserve After Fifty Years, p. l4.

144/ Id,, at 1180,
145/ 1d., at 1397,

146/ 1d., at 1399,

145/



"membership on the Board would be less attractive as 1 of 11 or 12
than as 1 of 7 or 5.'}31,

3, A larger Board would diffuse responsibility smong its
members, thus leading to indecisiveness on the part of the Board and
perhaps resulting in domination by the chairman, In 1964, one econo=
mist argued that the chief weakness of the Federal Reserve EBoard in
his judgment had been indeclsiveness and that this weakness would be
aggravated by a larger Board:lﬁé/

"e « + The larger the Board, the more indecisive its

behavicr 1s likely to be, Therefore I believe that an ine

c¢rease in the size of the Board would be 2 retrograde step,

At the present time, with a seven-man Boaxd, it 1ls sometimes
difficult to obtaln the presence of all seven members at meetings of
the Board, If the Board should be Iincreased to 12 members, it is quite
likely that the presence of & full Board would be even more difficult
to obtain, Because of diffusion of responsibility, some members might
be inclined to take less interest in the Board's work and to become
inclined not to attend Board meetings, A possible effect of such a
situation might well be, as suggested by Professor Ross M, Robertson,
that the Board 'would fall even further under the dominance of the

149/
Chairman,"

Td,, st 422,

/
148/ 1d., at 1354,
/
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A smaller Board?

The proposal most frequently made regsrding the size of the

Board is that its membership should be reduced., While a few have sug-
150/
151/

been for a Board of five members, The two principal arguments

gested a Board of three members, the most popular preference has

for a five-man Board are increased efficiency and enhanced prestige,
1. As has been noted, the House Banking and Gurrency Com-

mittee in 1922 agserted that a 'smaller Board is essentially more

efficient than a larger." 1In 1949, President Sproul of the New York

Reserve Bank argued that a five-man Board would result in "some in-
152/
crease in efficiency," In 1962, Chalrman Martin stated that,
153/

with a smaller Board, 'decisions probably would be made more promptly,”

In 1968, the Council of Economic Advisers observed that 'a Bosrd of
156/
five mipght be somewhat more effective than one of seven', and

Professor Seymour E, Harris felt that such a smaller Board 'would be
155/
more efficlent,”

lég/ E.g.y Professor Lloyd W, Mints, 1949 Douglas Questionnaire, p. 308,

151/ E.g., Allan Sproul, 1949 Douglas Questionnaire, p. 164; 1950 Douglas
Subcommittee Report, p. 31; 1952 Patman Subcormittee Report, p. 5}

Reserve Board Chairman Martin, Hearings on Federal Regerve After Fifty

Years, pp. 14, 15; Reserve Bank President Scanlon, id,, at 757;

FProfessoxr Shapiro, id., at 1101; Professor Nobertson, id,, at 1359;

Professor Bach, id,, at 1397; Council of Economic Advisers, 1968 Com=
endium, p., 81; CLC Report, p. 87,

152/ 1949 Douglas Questionnaire, p, 164,

153/ 1952 Patman Questionnaire, pp, 302, 303,

154/ 1968 Compendium, p, 81,

155/ 1d,, at 249,




2. With respect to the effect of a smaller Board upon the
prestige of the Board and its members, former President Sproul of the

New York Reserve Bank stated that it would result in "an increased /
156

likelihood of being able to attract outstanding men to this service';

and the Douglas Subcommittee's 1950 Report atated that it would tend

“to make the position attractive to more capable men and to lessen
157/
the temptation to appoint men of lesser stature," Similarly,
158/
Chafrman Martin noted in 1952:

. « + The reason most commonly advanced for such

proposals [for a smaller Board] 1s that greater importance
would be attached to individual membership and that the
position would be more attractive to men of high caliber,”

Reaffirming that view, the Patman Subcommittee in 1952 recommended a
reduction in the number of Board members from seven to not more than

five in order 'to insure the selection of persons of the highest
159/
caliber," And, in 1961, the CMC Report, recommending a five-man

Board, stated that such "reduction in numbers should enhance the status
160/

of members,"

If both the efficiency and the prestige of a board are

._!__
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increased as the number of ity members is decreased, it would seem

te follow that & three-man board would be better than a five-man

board, However, a three-man Federal Reserve Board would be even

156/ 1949 Dougplas Questionnaire, p, 164,

157/ 1950 Douglas Subcommittee Report, p. 31.

158/ 1952 Patman Questionnaire, p. 302,

159/ 1952 Patman Subcommittee Report, p. 5.

160/ CMC Report, p, &7.
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more vulnerable than a five-man Board to the objections that have been
raised to any reduction in the size of the Board, These objections
may be briefly stated,

1, Reduction in the Board's size would lessen the value
of the application of varied judgments to the important and complex

i
problems that confront the Board, As once stated by Chalrman Martin,

"the advantages of collective deliberation and judgment would be corre-

spondingly lessened" a?d "there 1s at least safety and perhaps greater
161
wisdom in numbers," On another occasion, Federal Reserve Governor

George W, Mitchell stated that a8 Board smaller than five 'would diminish
the potential advantages of differing points of view and delegate more
policy-type decisions to staff.'%ég/

2. A smeller Board would increase the likelihood of absence
of a quorum on many occasions and thus tend to hamper the Board im the
performance of its functions, As stated by Chairmen Martin, “a smaller
board would find it more difficult to operate effectively and promptly
on some occasions because of necessary absences, from illnesses or

163/
other causes, and the resulting lack of a quorum," Similarly,

President Hickman of the Cleveland Reserve Bank, arguing thag zfsmaller
6
Board would impose an excessive burden on the Board, stated:;

", . o The inevitable illnesses, vacations, and essen-
tial travel at heme or abroad in connectionm with the official
business of the Board, must frequently necessitate the ab-
sence of at least one member and quite possibly two members,"

161/ 1952 Patman Questionnasire, p. 303,

162/ Hearings on Federal Reserve After Fifty Years, p. 1180,

163/ 1952 Patman Questionnaire, p. 303.

164/ Hearings on Federal Reserve After Fifty Years, p. 137.
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These arguments are supported by the experlence of the present Board
of seven members; the situation obviously would be aggravated if the
number of Board members should be reduced,

On several occasions it has been pointed out that a reduction
in the number of members of the Board would require reconsideration of
the composition of the Federal Open Market Committee, At present, that
Committee consists of the seven members of the Board and five presidents
of the Federal Reserve Banks, If the same approximate ratio of Board
members to presidents is to be maintained, a reduction in the size of
the Board to filve members presumably would require a reduction in the
number of Reserve Bank presidents on the Cormittee to three or four.
With this i{in mind, the Patman Subcommittee in 1952 recommended "that
any reduction in the number of members of the Board of Governors be
accompanied by a pro rata reduction Iin the number of Federal Reserve
bank president members of the Federal Open lMarket Committee so as to

preserve, as far as possible, the present ratic between members of the

Board of Governors and presidents of the Federal Reserve bapks in the
composition of the Committee.'}ééj Such & change would reduce the
participation of the presidents as voting members of the Committee,
Proposals to reduce the size of the Board could be, and have been,
coupled with proposals to abolish the Federal Open Market Committee

altogether and to transfer its functions to the Board, Whether such

a8 move would be desirable is beyond the scope of this paper,

TEBI 1952 Patman Subcommittee Report, p. 56,
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Although Board members, Reserve Bank presidents, economists,
and others have freqguently endorsed the idea of reducing the number of
Board members to five, some Federal Reserve officials have opposed the
idea on the ground that the present seven~man Board has proved effective

and is a workable compromise that should not be changed. Thils position
166/

was stated by President Irons of the Dallas Reserve Bank in 1964:

"« + . The most desirable pumber of members of the Federal
Reserve Board undoubtedly can be subject to reasonable differ-
ences of opinion, How many members is the 'best' number may be
difficult to prove, The Board should be large enough to permit
an effective discharge of its assignments and responsibilities,
Also, it should be large enough to avold an undue concentration
of power and authority in & relatively few members, Moreover,
it should be large enough not to be hampered in its operations
by the inevitable absentees that will occur from time to time,
On the other hand, it should not be so large as to become un~
wieldy in its operations or to lessen the prestige and challenge
of membership. Dilution of responsibility by expansion of
membership is & real danger. In my judgment, the present
membership of seven Governors is a desirable compromise between
a larger and a smaller Board, Furthermore, experience has
proved that the Board of seven members has operated effectively,"

A similar position was taken by Governor Mitchell of the Board of
167/
Governors and President Hickman of the Cleveland Reserve Bank,

TERMS OF BOARD MEMBERS

Members of the Board of Governors have longer fixed terms
of office than any other officials of the Federal Government except
the Comptroller General of the United States and the Assistant Comp-

168/
troller General, who are appointed for 15-year terms. As has been

166/ Hearings on Federal Reserve After Fifty Years, p. 845,

167/ 1d., at 1180 and 137,

168/ 31 U.5.C. § 43.
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noted, the term of appointive Board members was fixed by the original
Federal Reserve Act at 10 years and waes extended to 12 years by the
Banking Act of 1933, Since February 1, 1936, the statutory term of

a Board member has been 14 years with a proviso that a member may not
be reappointed after serving a full term of 14 years,

It has been isgerted that a term of 14 years is "unduly"
long or ”unrealistic";—é-,'and Reserve Boaerd Chairman Martin in 1952
conceded that the l4-year term provided by law was '"much longer than
is necessary g§03esirable“ and that a shorter term "might be more
practicable”, At that time, Mr, Martin could truthfully say that
no member of the Board had ever served a full statutory term of 14
years,

While most Board members have served for less than 14 years,
experience has shown that it is not "unrealistie" for members to serve
for longer perlods, Ghairman Martin himself became the first member
to serve for a full statutory term of 14 years; actually he was a
member of the Board for nearly 19 years,

Two of the members of the original Board, Mr, Hamlin and
Mr, Miller, sexrved for 22 years each, including two full lQO-year
statutory terms, As a result of reappointments for the unexpired
portions of terms of other members who died or resigned, quite a few

Board members have served for many years, even though rone of them

technically served a full statutory term, The record was achieved

169/ Professor Thomas Mayer, 1968 Compendium, p. 471,

170/ 1952 Patman Questionnaire, p. 301,
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by Governor Szymczak, who served for 28 years, from 1933 to 1961,
without serving a single full statutery term, As of the present
date, Vice Chairman Robertson has been a member for more than 18
years,

On the merits, there are several consideratiens that have

been regarded as relevant to the proper length of a Board member's
term,

1, A member's term should be long enough to enable him
to acquire the specialized knowledge required for & proper discharge
of his responsibilities and to insure an element of "continuity" in
the Board's operations, As stated by Chalrman Martin in 1952, one
of the advantages of a2 long term for any Goverrment official "is
that it may enable him to develop & special knowledge of the problems
with which he has to deal";lZl, and the Patman Subcommittee's Report
in 1952 agreed that "it is especially important that the Board of
Governors maintain a continuity of policy and not be easily affected
by passinpg currents of public opinion.“lzz} Similer views were ex-
pressed by witnesses during 1964 hearings before the House Banking
and Currency Committee, when one of the bills under consideration
would have provided for terms of only four years, For example, one

Reserve Bank president argued that a four-year term would mesan that

there would be rapid turnover amonpg members of the Board and that

171/ 1bid,

172/ 1952 Patman Subcommittee Report, p. 55.
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173/
"there could be little continuity except that provided by the staff,” y
174
Apnother Regerve Bank president elaborated on this point as follows:
". + « Four years, however, strikes me as too short,
particularly if reappointment {s to be prohibited, The
art of central banking and monetary control is not in~
herited; it must be learned, It seems unlikely that
representatives of a broad spectrum of American lifee-
and I assume that the Board would continue to be made
up of such persons--would possess a thorough understanding
of the technical aspects of this difficult field at the
times of their appointments, At the end of theilr &4-year
terms their knowledge would no longer be available to the
System or if avallable in an advisory capacity, it would
be separated from responsibility and, therefore, of reduced
value,"

Again, in 1968, many respondents to a questionnaire dis-
tributed by Chairman Patman of the House Banking and Currency Committee
argued that a Board member's term should not be so short as to preclude
the development of specialized knowledge of the Board's functions.
Thus, one economist pointed out that it was desirable to give Board

members a long tenure because the problems faced by them 'are complex
175/
ones and require , , . long apprenticeship,” In simllar veln, a
176/
banker observed:

"Also, the l4-year term has enabled the incumbent
Governors to learn in depth the often complex theoretical
and practical issues with which monetary policy must deal,
In actual fact, & number of Governors have not served out
their full terms, so that each President in recent years

173/ President Bopp of Philadelphia Reserve Bank, Hearings on
Federal Reserve After Fifty Years, p. 422,

President Scanlon of Chicago Reserve'Bank, id., at 757,

/
75/ Professor Boris P, Pesek, 1968 Compendium, p, 519,

76/ Mr. Tilford Gaines, id., at 234,
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has had an oppertunity to appoint more new Governors to.
the Federal Resetrve Board than would be indicated by the
14 years provided in the Federal Reserve Act, At the
sume time, the long years served by any number of the
Governors has made possible a continuity of policy and

a depth of wisdom and understanding that shorter terms
and steady turnover would not, . . .

2, On the other hand, the term of office of a Board member
should not be so long as to cause & member to lose interest inm the

Board's work or to take his duties lightly. Apprehensive of this

possibility, one economist, in 1968, favored a term of seven year?,
177
rather than either five or 14 years, for the following reason:

"« &« o» Flve years seems to be too short a peried

! considering the initial time i{n "'learning the job,'
o 3 Fourteen years, on the other hand, seems too long; men
oo 8 - become old, behave in routine ways, and build up (it

oo 3 seems) an unintended constituency, Thelr sole dedication

must be to the objectives of monetary policy,” ,
178

Along the same line, Federal Reserve Chairman Martin once said:
"o « » & long term of appointment permits the
theoretical possibility of the continuation in office
of persons who may tend as the years go by te discharge
their responsibilities with less enthusiasm or less
effectiveness in the public interest,"
3. A very short term of office, particularly with a pro-
hibition against reappointment, would make it more difficult to

persuade highly qualified persons to accept appointment to the Board,

As stated by Chairman Martin in 1968, if the term should be as short
as five years and if reappointment should be precluded, ''a qualified

candidate for membership might be reluctant to interrupt his career

177/ Professor Sidney Welntraub, id,, at 647,

178/ 1952 Patman Questionnaire, p, 301,
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179/

for that period of time," Similarly, it has been argued that a

five-year term would make it '"wore difficult to obtaln the services
180/
of able people'; that it would make acceptance of membership

"difiicult for persons without independent means or assured poste
181/
term jobs"; and that the problem 'of obtaining highly competent

men as members of the Board for such a short term of office would be
182/
much more difficult,"

Reserve Board Governor George W, Mitchell, in 1964, made

the following comments with respect to the unattractiveness of a
183/
short term of offlce:

"As for the length of term for Board members, it
seems to me a 4eyear term would have the unfortunate
selective effect of eliminating many well qualified
individuals who could not consider appointment to the
Board for that length of time at prevalling salaries,
Business, banking and academic employment today are far
more attractive than Govermment posts, especially for
mén in the prime of their careers with limited independent
means., Perhaps an even more lmportant detexrxent to re-
cruiting qualified candidates is the fact that a Roard
member must, and quite properly so, sever business and
finencial connections on which his future economie pros=
pects and security had theretofore depended, Unless a
unean has substantial independent personal or family means
or unless he expects to complete his working career within
the period for which he 1s appointed to the Board, the
length of the term he can look forward to is a significant
consideration in determining his availaebility, . , ,"

179/ 1968 Compendium, p. 46,

180/ Professor Mayer, id,., at 471,

181/ Professor Wallich, id,, at 633,

182/ President Irons of Dallas Reserve Bank, id,, at 845,

183/ Hearings on Federal Reserve After Fifty Years, p, 1180,




4, A finel, and perhaps the most importan&, aonsideration
with respect to the length of a Board member’s term is Lhat an unduly
short term of office could tend to subject Board members to politfcal
and other pressures and to weaken the "independence” of the Federal
Reserve, It seems apparent that the framers of the original Federal
Reserve Act deliberately provided for 10-year terms in order to remove

184/
the Board from the pessibility of political control,

In 1952, Resexrye Board Chailrman Martin noted that "long
terms tend to keep Govermment positions nonpolitical in nature";lﬁé,
and the Patman Subcommittee's Report observed that it was the concept
of the Banking Act of 1935 "that the Board should be ingulated from
all outside influences likely to affect its impartiality" and that
this was sought to be accomplished,“byllong terms of office and in-
eligibllicy for reappointment."_l§§ In the course of 1964 House
hearings, Mr, William F, Kelly, then president of the American Bankers
Agsoclation, argued that a proposed reduction of the term of office

of Beard members teo four years would have the undesirable effect of

defeating "the original intent of Congress . , . te assure the Board

184/ The House Committee "thought it wise that they [the appointive
members] should be assigned a tolerably long tenure," House Report
on Original Act, p, 43, 1In 1952, Reserve Board Chairman Martin re-
ferred to the provision of the original Act for l0-year terms as one
of several provisions that ''obviously contemplated & high degree of
independence for mewbers of the Roard.". 1952 Patman Questionnairxe,
p. 245,

185/ 1952 Patman Questionnaire, p. 301,

186/ 1952 Patman Subcommittee Report, p. 55.
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187/
members 2 high degree of independence from the Executive Branch,"

More recently, in 1968, Secretary of the Treasury Fowler expressed
the view that & reduction in the length of terms from 14 years to
five years might "carry greater risks of subjecting Board members
to[political]pressures"{lﬁg! and the President's Council of Economic
Advisers concurred in "the philosophy in the Federal Reserve Act that
Board appointees should have terms long enough to insulate them from
political pressures.“lgg, On behalf of the Chamber of Commerce of
the United States, Mr. Carl H, Madden asserted that '"length of tenure
assures the freedom from political pressure so necessary in the formu-
lation and execution of a sound monetary policy.“lzg/

The possibility that a shorter term would subject the Board
to greater influence by the President would be ephanced Lf, at the
seme time, the size of the Board should be reduced, For example, if
the law should be changed to provide for & Board of five members ap-
pointed for five-year terms (as proposed by Representative Patman in
1969), the President could appoint four of the five members during
his first term of office, whereas a Board of five members with 10~-year

terms would mean that the President could appoint only two of the

members during his first term as President,

i

87/ Hearings on Federal Reserve After Fifty Years, p. 1877,

188/ 1968 compendium, p. 65.

189/ 1d., at 81,

190/ 1d,, at 459, 460,
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It has been pointed out that an unduly short term of office
not only might malke a Board member vulnerable to political, i.e.,
Presidential, influence, but might also inhibit his independence of
judgment in other respects, i.e.,, an inclination to meke a favorable
impression on the financiel community in order to facilitate obtain-

ing another position at the expiration of his term, Thus, it has
191/
been said:

"The present l4-year term 1s quite unrealistic since
members generally retire much sooner, However, a S5-year
term would create its own problem, This is that a man
appointed to the Board more than 5 years before his cone
templated retirement might, while serving on the Board,
be concerned with finding a new position, 1Insofar as he
considers a reappointment to the Board this would make
him responsive to the President's wishes, but insofar as
he does not expect (or want) a reappointment, he may be
concerned with making a favorable impression on the finan-
cial community (or perhaps the academic community), his
presumptive employers, This I would consider undesirable.

Similarly, it has been observed that a short term of office 'raises

the danger that members might be under pressure to concern themselves /
92

[ ===

with possible future association with an industry they are regulating.,"”
While a short term of four or five years with a prohibition
against reappointment might cause a Board member to be concerned with
obtaining a good position in private industry after the expiration of
his term, a short term with no prohibition against reappointment might

193/
tempt him to "follow policy which is popular rather than ‘'right'."

191/ Professor Mayer, id,, at 471,
192/ Professor Wallich, id., at 633,

193/ Professer Pesek, id., at 519,
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and otherwise to seek reappointment by the Presidemt, Although
Chairman Martin strongly recoumended elimination from the statute
of the provision prohibiting reappointment, he recognized this danger,

194/
Thus, in 1968, he said:

Tt

e s« » 1f the prohibition against reappointment
should be eliminated , , , considerations relating to
possible reappointment could conceivably inhibit ob-
jective public interest considerations,”

With all of the foregoing considerations in mind, the
optimm length of terms for Board members obviously depends upon
individual judgment as to the weight to be given to each of such
considerations and perhaps also to one's own predilections. Over
the years, almost every possible alternative between 2 term of four
years and a term of 12 years has been advocated,

In general, those who would like to see & curbing of the
so-called "independence'" of the Federal Reserve support shorter terms
of four or five years, Thus, Representative Patman's 1964 bill would
have provided for a term of four years and his curreatly pending bill,
R.R, 11, would fix the term at five years, Simllarly, Professor Ross
M, Robertson, who would favor the sexvice of Board members at the
pleasure of the President, has advocated a term of four years with
allowance for reappointment;igél However, amvther professor of

economics, although believing that the '"independence" of the Federal

Reserve is 'repugnant to the principles of democratic government"

1947 1d., st &6.

195/ Hearings on Federal Reserve After Fifty Years, pp. 1359, 1360,
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and that the term of office of Board members should be shortened,
concludes that, "in view of the specialization that is required, a
term of 6 or § years might be better than 4.‘}2é/

Those who feel that a lounger term iﬁ desirable in order to
insulate the Board from political pressures have espoused terms of
from six to 12 years, Federal Reserve Governor George W, Mitchell,
while doubting that & liwyear term is necessary to achieve ‘whatever
contribution job security can meke to quality and independence of
Board members', suggested a minimum of six or seven years and &
maximum of from 10 to 12 years:lglf Nevertheless, it is difficult
to draw the line, Former Reserve Board Cheirman Martin, & staunch
defender of the independence of the Federal Reserve within the Govern-
ment, suggested in 1952 that the term of Board members might properly

198/

be fixed at six years, without any prohibition against reappointment,
199/
but in 1968 he opposed a reduction of the term to five years,

On several occasions, as a compromise, it has been suggested
200/
that the Board might consist of five members with terms of 10 years

- a compromise that would in effect constitute a return to the pro-

visions of the original Federal Reserve Act with respect to appointive

196/ Professor Lerper, id., at 1399,
197/ 1d., at 1180,

198/ 1952 Patman Questionnaire, p. 301,

199/ 1968 Compendium, p. 46,

200/ see, e,g,, Professor Latané, id,, at 420,
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members, The Report of the Commission on lioney and Credit in 1961
reached this conclusion in the belief that “the ten-year term come

bines a sufficlent protection for independence, with some safeguard
201/
agalnst superannuation,”

Finally, there are some who feel that there 18 no compelling
reason to change the present law providing for l4-year terms, Thus,
one banker, on the ground that the Board's functions are complex and

that there 1¢ need for continuity of policy and avoidance of rapid
202/

turnover in its membership, has stated:

"o .« ¢ A5 in all proposed changes of existing law
or custom, the first guestion that must be answered is
whether or not change serves a useful purpose of suf-
ficient importance to justify ita epactment, In this
case, the system of seven Governors serving lé~year terms
has worked well and there 1s no apparent overriding reason
why this arrangement should be changed."

THE TERM OF THE CHAIRMAN AS CHAIRMAN

Higtorical background

The original Federal Reserve Act provided that the Secretary

of the Treasury should be the ex officio "chairman" of the Board and

that one of the appointive members should be designated by the President

B as "governor' and another as ''vice govermor' of the Beard, The "governor',

not the chairman, was made the Board's "active executive officer" subject

201/ CMC Report, p, 87,

202/ tx, Tilford Gaines, 1968 Compendium, pp. 234, 235.




to the Boatd's supervision,. The Banking Act of 1933 modified the
law only to eliminate the provision that the Secretary of the
Treasury should be the ex officio chairman of the Board and to
provide that the Secretary should preside as ''chalrman' at meetings
of the Board and that, in his absence, the 'governor' should preside,
All was drastically changed by the Banking Act of 1935, That Act
eliminated the Secretary of the Treasury and the Comptroller of
the Currency as ex officlo members of the Board and provided for
a reconstituted Board of seven appointive members to be known as
the Board of Governors of the Federal Reserve System instead of
the Federal Reserve Board, Since all of the members were now made
"governors', the 1935 Act provided that one of the members should
be designated by the President as 'chairman'' and another as ''vice
chairman" to serve as such for terms of four years, These changes
became effective February 1, 1936,

Until 1936, the governor and vice governor of the Federal
Reserve Board, corresponding to the present chairman and vice chair-
man, did not, as such, have fixed statutory terms, Until 1927, it

appears to have been customary for the President to designate or
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redesignate the '‘governor'" for one year at a time, After that date
and until February 1, 1936, when the Board was reconstituted, one mem-
ber of the Board was designated by the President as governor "until
otherwise directed, "203/

In February 1935, bills introduced in both houses of Congress
would have amended the Federal Reserve Act in a manner that would have
confirmed the then-existing practice under which the povernor was des-
ignated as such by the President 'until otherwise directed," Those
bills specifically provided that the governor and vice governor should
"serve as such until the further order of the Preaident”.gg&/ They
provided also that the term of office as a member of the Board of the
member desipgnated as governor should be the pericd for which he con-
tinued as governor and that, upon the termination of his designation
as governor, he should be deemed.to have served the full term for which
he was appointed, This would have meant that the member designated as
the '"governor' would have automatically ceased to be a member of the
Board if the President, in his discretion, should act to terminate
that designation and to designate some other person as governor,

During the House hearings on the bill, Governor Eccles of
the Federal Resexrve Board, while agreeing that the governor should be
designated to serve at the pleasure of the President, pointed oyt that

under this procedure the President theoretically could successively

designate each member of the Board as the governor and then terminate

203

2Q

/ See message from President Keunnedy to Congress, Apr, 17, 1962,
/ See, e,g., H,R. 5357, 74th Cong,, lst Sess,
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his designation as such, and that, since the governor's term as a
member of the Board would then automatically expire, the President
could "finally create a new Board completely,” In order to eliminate
this possibility, he suggested that a governor whose designation as
such was terminated by the President should be allowed to continue
as & member of the Board, but with a provision that, if he should
decide to resign from the Board after the termination of his desig-
nation as governor, he would be deemed to have served his full term
as a member of the Boaxd and therefore would not be precluded from
taking employment with a member bank for a period of two years.ggé/

Gevernor Eccles' suggested change was incorporated in the
bill reported by the House Committee end the bill as it passed the
House, The Report of the House Committee indicated that the purpose
of the change was simply to permit a governor, after termination of
his designation as such, to resign from the Board without being sub-
ject to the prohibition against acceptance of employment by a member
bank. In addition, the Committee pointed out that the bill would
confirm the existing practice under which the governor was designated
to serve at the pleasure of the President, In this connection, the

206/

House Report stated:

"Section 203(3) amends section 10 of the Federal Reserve

Act so that, if the Governor of the Federal Reserve Board
should resign from membership on the Board within 90 days

205/ Hearings before House Banking and Currency Committee on H,R, 5357,
74th Cong,, lst Sess, (Feb.,-Apr. 1935), p, 203,

206/ Report of House Banking and Currency Committee on H.R. 7617,
Rep, No, 742, 74th Cong,, 1lst Sess, (4pr. 19, 1935), pp. 7, 8.
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after he ceases to be Governor, he could reenter the banking
business without waiting 2 years as now regquired by law,
However, he could serve out his full term as a member of

the Board if he chose to do sa,

"This provision is intended to make it easier for the
President to lnduce successful bankers of outstanding ability
to accept the position of Governor of the Federal Reserve
Board, Any ocutstanding man probably would resign from mem-
bership on the Board if his desipgnation as Governor were
terminated by the President before the expiration of his
term as a member of the Board; and, under existing law, a
Governor who resigned in auch circumstances would be pre=-
cluded from reentering the banking business until 2 years
after his resignation, This seriously discourages outstand-
ing bankers from accepting the position of Governor of the
Federsl Reserve Board when tendered by the President, This
is an obstacle which should be removed,

"The amendment makes no substantive change so far as
the designation by the President of the Board's Governor is |
concerned, The present law states that 'of the six persons \ /
thus appointed, one shall be designated by the President as L F\
Governor,' This has been consistently interpreted to mean \
that the Governor serves as GCovernor at the pleasure of the
President, The bill follows this Interpretation without
changing 1t, by including the additional words 'to serve as
tuch until the further order of the President,'"

In the Senate, the Board was reorganized to eliminate ex
officlo members and to provide for seven appointive members with
l4=year terms, Instead of the provisions of the House bill with
respect to designation of the governor and vice govermor, the bill
reported by the Senate Committee provided that the governmor and vice
gdeg¥nor henceforth should be known as the "chairman' and ''vice
chairman', respectively, of the Board of Governors of the Federal
Reserve System and that they should be designated by the President
""to serve as such for terms of 4 years," It was in this form that

the provisions appeared in the Banking Act of 1935 a&s finally enacted,
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Presumably, 1t was contemplated that the provision for
designation of the chairman and vice chalrman for terms of four years
would achieve the objective of assuring that they would serve as such
at the pleasure of the President, However, the 1935 amendments did
not specify when the foureyear terms of the chalrmen and vice chaire
man should commence and the result was not in accordance with what
had been contemplated, A situation developed in which the term of
the chairman, as well as that of the vice chairman, was not coterminous
with the term of the President; and this development led to proﬁosals
for smendments to the law that would asccomplish this result,

Should the term of the chelrman be coterminous with that of the
President?

With only occasional dissents, propossls to make the terms

of the chairman and vice chailrman of the Board, as such, coterminous
with that of the President have been advanced and supported on a number

of occasions over the past 20 years, One of the first to make such a
proposal was Chairman McCabe of the Federal Reserve Board in response

to the Douglas Subcommittee Questionnaire in 1949, At that time,
207/
Mr, MeCabe atated:

"The present law requires that from the membership of
the Board the President shall designate one member as Chalre-
man and one member as Vice Chairmen to serve as such for a
term of 4 years, The purpose of this provision of the law
was to afford a new President an opportunity to designate a
Chairman and Vice Chalrman of the Board, 1In practice, this
provision has not worked out satisfactorily because it has
not been possible to make appointments so that they would
colnei{de with the term for which the President is elected,
1t would be preferable if the law were changed to provide
that the President shall designate the Chalrman and Vice
Chairman for terms expiring on March 31, 1953, and March 31
of every 4 years thereafter,"

207/ 1949 Doupglas Questionnaire, p. 68,
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Three years later, Reserve Board Chalrman Martin renewed the

proposal in almost identical language, In one of his answers to the
208/
Patman Questionnaire, he said:

“e o o Prior to 1935 the law was silent as to the length
of time that the Governor and Vice Governor (whose titles
were in that year changed to Chairman and Vice Chairman)

should serve in these capacities, it being merely required
that one member of the Board should 'be designated by the
President as Govermor end one as Vice Governor of the Federal
Reserve Board.' The present law, in accordance with a change
made in the Banking Act of 1935, requires that the President
shall designate a Chalrman and Vice Chairman from the members
ship of the Board 'to serve as such for a term of four years,'
A possible purpose of this provision of the law was to afford
a new President an opportunity to designate a Chairman and
Vice Chairmwan of the Board, Assuming such a purpose, the
provision has not worked out satisfactorily in practice be~
cause it has not been feasible to make appointments so that
they would coincide with the term for which the President 1is
elected, It might be preferable if the law were changed to
provide that the President shall designate the Chairman and
Vice Chairman for terms expiring on & selected date, say
March gl, 1953, and on March 31 of every fourth year there-
after,

In 1961, the Commission on Money and Credit made a similar
recommandation.zo / That recommendation led President Kennedy in
January 1962 to include such & proposal in his Economic Report to
the Congress; and, on April 17, 1962, the President sent to Congress
a speclfic recommendation that the law be changed to provide that the
terms of the chairman and vice chairman of the Board, beginninmg in
1965, should commence on February 1 of the year following the election
of a new President and that, in order that the President might be able

to appoint 8 chairman of his own choice, the terms of members of the

208/ 1952 Patman Questionnaire, p. 302,

209/ CMC Report, p. 87,
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Board should expire on January 31 in even, instead of odd; years. The
President stated that Chairman Martin of the Board of Governors cons
curred in this proposal,

Notwithstanding the President's recommendation, no action
wes taken by Congress, However, during House Banking and Currency
Committee hearings In 1964 on "The Federal Resexrve System After Fifty
Years', s number of witnesses, including Secretary of the Treasury
Dillon, spoke in favor of the change;glg, In October 1966, the Board
of Goverrors, in a letter to Congress, endorsed bills relating the
terms of office of the chalrman and vice chairman to the term of the
President. However, the Board indicated its preference for a bill
introduced in 196222&1 that had been "carefully worked out to accom-
plish its objectives without disrupting the System's 'continuity and
independence from political influence,'"

Agein, in 1968, a number of respondents to questions sub-
mitted by Chalrman Patmen of the Subcommittee on Domeatic Finance of
the House Banking and Currency Committee strongly endorsed the proposal
to make the terms of the chairman and vice chairman of the Beard ap-
proximately coterminous with that of the President;glgf They included

Reserve Board Chairman Martin, Secretary of the Treasury Fowler, the

President's Council of Economic Advisers, and several economists.

210/ Hearings on Federal Reserve After Fifty Years, pp. 444, 1101, 1232,
1388, 1480,

211/ H.R, 11602,

212/ 1968 Compendium, pp. 46, 66, 82, 149, 153, 471,




Ih support of this proposal, it has been argued that the
administration in office is ultimately answerable to the people for
meeting the economic and social problems of the country and that it
cannot do so without taking into account the monetary policles of the
Federal Reserve; that the fiscal and financial policies of the adminis-
tration are inevitably affected by the policies of the Federal Resexve;
and that, consequently, there must be a close liaison between the
President and the chairman of the Federal Reserve Board, a liaison
that cannot be achieved unless the chairman is a person in whom the
President has trust and confidence, Advocates of the proposal deny
that its adoption would impair the independence of judgment of the
Federal Reserve Board in the discharge of its statutory responsibilities;
indeed, they contend that it would give the Federal Reserve more effect-
ive representation in the formulation of Presidentisl policies that
night affect monetary and credit conditions,

The argument was forcefully presented by former Reserve

213/
Board Governor Marriner Eccles in 1935:

"It seems to me that an administration is charged, when
it goes into power, with the economic and soclal problems of
the Nation, Politics are nothing more or less than dealing
with economic and social problems, It seems to me that it
would be extremely difficult for any administration to be
able to succeed and {ntelligently deal with them entirely
apart from the money system, There must be a liaiscn be-
tween the administration and the money system-~a responsive
relationship, That does not necessarily mean political
control in the sense that it is often thought of,"

The logic of allowing the President the right to select a Board chair-

man in whom he has confidence was urged by Representative Ford during

213/ House Hearings on Banking Act of 1935, p, 191,
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the debstes on the Banking Act of 1935;

éﬁ-. 3 "Another provision of the bill that is giving the die~
! 3 hards among the bankers cold shivers is the making of the

fﬁ5 "& term of the Governor of the Federal Reserve Board coincide
T with the wishes of the Chief Executive, This 1s being at-
¢ g tacked as though it were treasonable, Yet the people elect

g A the President and hold him responsible for the execution of
£ the monetary snd credit policy of the Nation, What more
logical than that he be authorized to have st the head of
the Board governing monetary and credit policy & man in whom
he has confidence and who will, naturally, shape his course
in such a way as to enable the Chief Executive to carry out
the mandate of the whole people who elected him to do their
wiil?"

The argument was restated by President Kenpedy in his special
message to Congress on April 17, 1962, After noting that the l4-year
terms of Board members "assured the System both continuity and inde=
pendence from political influence'", the President said:

"Federal Reserve monetary policies affect, and are
affected by, the economic and financial measures of other
Federal agencies, Federal Reserve actions are an important
part, but not the whole, of Government policies for economic
stabilization and growth at home and for the defense of the
dollar abroad, Therefore, as bas been recognized threughout
the history of the Federal Reserve, the principal officer
of the System must have the confidence of the President,
This 1s essential for the effective coordination of the
monetary, fiscal, and financial policies of the Government,
It is essential for the effective representation of the
Federal Reserve System itself in the formulation of Execu-
tive policies affecting the System's responsibilities,”

During 1964 hearings before the House Banking and Currency
215/

Committee, Secretary of the Treasury Dillon said:

"Independence naturally implies the right to disagree;
and not only to disagree, but to act on the basis of differ~
ent judgments. Some differences between the Treasury and

214/ 79 CONG, REC, 6802, 6803,

215/ Hearings on Federal Reserye After Fifty Years, p. 1232,
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the Federal Reserve mhy from time to time be a fact of life,

But this need not be distressing, The necessity to test policy
proposals against the views of an independent Federal Reserve
is, I believe, the best inmsurance we can have that the claims
of financial stabllity will never be neglected,

"In coneidering this problem of achieving & proper balance,
I ghare the view of the present Chailrman of the Board of Gover-
nors that the Chairman's term of office should be made coter-
minous, or more nearly coterminous, with that of the President,
With a President free to choose B new Chairmen upon taking
office, or shortly thereafter, there will be firm institutional
basis for expecting that the kind of cooperative relationship
that has characterized the past 3 years will continue in the
future, and that the viewpoints and aims of an incoming admin-
1stration will be sympathetically reflected in the councils of
the Federal Reserve, . . .

iy . A Arguing that the "independence" of the Federal Reserve System

should be maintained but that extreme independence might lead to "splendid

o g f isolation", Professor G. L, B?ch supported the coterminous term proposal
T ‘_ 3 3 2 16
in the following language:———

". + «» The chalrmanship of the Federal Reserve Board
should be made roughly coterminous, with perhapa a 6 wonths
lag; with the term of the President of the United States,
It is no accident that both William McChesney Martin and
Marriner Eccles, the two men who have guided the Federal
Reserve over most of the past quarter century, favor this

proposal,

"To insist that & new President accept a Federal Reserve
Chairman to whom he objects strongly would serve little pur~
pose, Control over the Nation's money supply 1is a vital
economlc responsibility, given to the Govermnment by the
Constitution, DMonetary policy is inextricably intermingled
with fiscal policy and debt policy, The President must
ultimately be responsible for recommendation and execution
of the Nation's baslc economic policy, under the general
programs established by the Congress,

i L o LT N I

"As a practical matter, the Chairman must represent the
System in its most important contacta with the President,
with the Treasury, and in most cases with Congress, This
recognition leads inescapably to the comclusion that the

216/ 1d., st 1388, 1389,
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Federal Reserve, and especially its Chalirman, must work

closely with other aggencies unider the %eneral regponaibility
of the President for executing national economic policy.

'"No one serlously believes that the Federal Reserve
should be expected, or permitted, to negate the basic
economie goals of the Congress and the executive branch,
The real queation, thus, 1s the terms on which the Federal
Reserve participates in governmental policymaking and
execution, Extreme independence is more likely to mean
splendid isolation than effective power in the decisions
that matter, The times when the Federal Reserve has been
least effective have been the times when it has been most
isolated from the President and from effective working
relationships with the Secretary to the Treasury and other

high level goverrmental officials--for example, during the
1940's, .The stromger role exerted by the Federal Reserve

over the last decede reflects in significant part closer

and easier working relationships with the executive branch
of the Government, .Making the chalfmanship coterminous

with the President's temm, though it might have little
importance in most instances, makes practicel administrative
sense,

With the present seven man board, in which only two
members come up for reappointment in any one presidential

term, there {s little danger that this move would jeoPardize
the independence of the Fed in any significant aensgi;

In 1968, Reserve Board Chairman llartin stated:

"A change in the law enabling the President to appoint
2 Chairman of his own cholce shortly after his inauguration
would provide a practicel basis for effective coordination
of Federal Reserve monetary policies with the fiscal and fi«
nancial policies of the executive branch of the Govermment
without affecting the exercise of independent judgment by
the Boerd in the discharge of the responsibilities imposed
upon it by Congress, . Such an arrapgement would in fact afford
a8 means by which the Federal Reserve, through the Chairman
of the Board, would be better able to participate, at the
highest level of the executive branch, in continuing efforts
to promote the sound conduct of the Goverrment's finaneial
affairs,"

In 1968, another Secretary of the Treasury, Henry H. Fowler,
218/

e

stated:

217/ 1968 Compendium, p, 47,.

18/ 1d,, at 66,




: iz

"e « o« A high degree of cooperation and understanding
has been developed between the Federal Reserve Board and

the executive branch through informal working arranpgements

in recent years, It may be better, however, to make explicit
provision for Presidential selection of the Chairman (and

Vice Chairman) rather than to assume that a cooperative
working arrangement could always be established easily and
promptly at the beginning of a presidential term., The Board
itself would continue to be chosen under the existing arrange-
ments which have worked well and provided a necessary immunity
from political pressures,"

The argument was very simply stated by the President's Council
219/
of Economic Advisers in 1968, as follows:

"We believe that enactment of this proposal would help
provide the basis for increased trust between the President
and the principal officer responsible for monetary policy.
The Chairman would be better able to participate in the
councils of the executive branch and the Nation would be
better assured of effective coordination of economic policy."

The only argument advaenced against the proposal, and one that
has seldom been urged, is that it might impair, or at least give the

impression of impairing, the independence of the Federal Reserve, Thus,
220/
Professor Henry A, Latan€ stated:

"e o o Although without a strong opinion one way or
another, I similarly tend to view the coterminous terms of
the President and the Chairman of the Board as, on balance,
undesirable, There is some point, I think, to avoid a
measure that might lead foreign central banks to regard
(and treat) the Chairman as a 'political appointee,'”

Not all opponents of the proposal have been so restrained, Frofessor
221/
Meyer L. Burstein has said:

" « o This would put the Federal Reserve into the
heart of politics, leading up to a worse system than at

219/ 1d., et 82,
220/ 1d., at 420,

221/ 1d., at 105,
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present: there would be no real independence of the
Federal Reserve but there would be considerable admin-
istrative and other confusion,”
Recent legislative recommendations to implement the proposal
to make the chairman's term cotermineus with that of the President would
adjust the terms of Board members so that the term of one member would

always explre in the year in which a new President takes office in

order that the President's choice of & chalrman would not be limited

to the incumbent members of the Board, To accomplish this, the law
would be changed to provide for the expiration of the terms of Board
members in alternate odd years instead of alternate even years, How-
ever, in order to allow a new President & reagsonable time within which
to make his choice, legislative recommendations on the subject would
provide for the expiration of the term of each Board member on June 30
instead of January 31, as at present,

One final comment is {in order, During the House hearings
on the Banking Act of 1935, as has been noted, Reserve Board Governor
Eccles sugpested that, if a chalrman of the Board should not be re-
designated by a new President, the individual involved might not wish
to continue as a mere member of the Board, It was the feeling of
Mr. Eccles that a member who is no longer designated as governor would
almost certainly resipn, In that event, however, not having served
his full term as a Board member, he would be precluded by the law

from accepting employment with any member bank for a period of two

’3

Fb

yvears after his resignation, This circumstance, in the opinion of

g

Mr, Eccles, might be & deterrent in persuading any highly qualified
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L

persén to accept designation as chalrmen of the Board, For this
reason, Mr, Eccles suggested that the law should be amended to make
the prohibition just mentioned inapplicable to the chairman of the
Board 1if he shculd resign after termination of his designation as
chalrman,

The argument made by Mr, Eccles may have some merit, and it
might be desirable to amend the law as suggested by him, However, the
fact that a member of the Board canmnot accept employment with a member
bank for two yesrs after resigning from the Board without having served
a full term does not appear to be a sericus matter; a number of Board
members who did not serve full statutory terms apparently had no dif-
ficulty in obtalning lucrative employment after leaving the Board
without becoming officers or directors of member banks, A more
serious deterrent might be the fact that a person would be unwilling
to accept the chairmanship of the Board with the knowledge that his
designation as chairman might be terminated by the President after
four years and that he would not then wish to continue as a member
of the Board, 1In the past, there have been chairmen who did not feel
compelled to resign from the Board when they ceased to be chairman,
For example, the first chairman (then governor) of the Federal Reserve
Board, Mr. Charles S, Hamlin, served as chailrman for only two years
but continued to serve as a member of the Beard until February 1936,
Mr, Eccles himself, when he was replaced as chairman in April 1948

by Chairmen McCabe, nevertheless continued to sexve as a member of

222/ House Hearings on Banking Act of 1935, p. 191,
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the Board until July 1951, Despite these examples, it is quite possible
that a chairman of the Board inm the future who might not be redesignated
by & new President would prefer to resign from the Board rather thanm

continue as a mere member,
EX OFFICIO MEMBERS

The Secretary of the Treasury and the Comptroller of the
Currency were ex officioc members of the Federal Reserve Board from
the enactment of the Federal Reserve Act in 1913 until February 1,
1936, From time to time since 1936, suggestions have been made for
the restoration of the Secretary of the Treasury as an ex officio
member and for adding other officials of the Federal Govermment to
the Board's membership, Thus, in 1938, the House Banking and Currency
Committee held hearings on z bill introduced by Representative Patman
that would have reorganized the Board to include, in addition to 12
appointive members, the Secretary of the Treasury, the Comptroller
of the Currency, and the chairman of the Federal Deposit Insurance

223/ 224/

Corporation, In 1959, there were bills in Congress to provide
for a Board of 16 members, including the Secretaries of Labor, Commerce,
and Agriculcure and the Administrator of the Small Business Administra-
tion, 1In 1964, a bill introduced by Mr, Patmaﬁggéi would have provided

for 11 appointive members plus the Secretary of the Treasury,

223/ H.R, 7230, 75th Cong., lst Sess,
224f H,R, 5732 and H,R, 6323,

225/ H.R. 9631, 88th Cong., 2d Sess.
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Arguthents for inclusion of ex officio members appear to have
been based either on (1) the belief that the presence on the Beard of
certain Cabinet officers would be desirable in order to assure con-
sideration of certaln special interests, 1,e,, farming, labor, and
small business, in the determination of Federal Reserve policies; or
(2) the belief that the presence on the Board of certain other officials
would facilitate coordination of the Board's functions with interrelated
functions of other agencies, -

In the first category was the proposal espoused by the House
Banking and Currency Committee in 1913 to place the Secretary of Agri-
culture on the Board, The Committee's Report argued that "conditions
in the producing regions of the country would deserve special considera-
tion at the hands of the Federal reserve board"” and that the Secretary
of Agriculture was "the natural representative of the interests of these
sections.‘ggéj Presumably, it was for simllar reasons that it was pro=
posed in 1959 to make the Secretaries of Labor, Commerce, and Agriculture
and the Administrator of the Small Business Administration ex gfficio
members of the Board,

The argument that certain Government officials, particularly
the Secretary of the Treasury and the Comptroller of the Currency, should
be members of the Board in order to facilitate '"coordination' of inter-
related policies and functions was advanced by the House Banking and

Currency Committee in its Report on the original Federal Reserve Act,

226/ House Report on Originpal Act, p, 43,




-92-

227/
Thus, the Report said:

"+ ¢« o It 13 evident that the Treasury Department not
only is, but will continue to be, a fundamentally important
factor in the financial organization of the country, while
the Comptrolier of the Currency, in charge as he is of the
national banking system, will be a necessary adjunct in
the management of the reserve bank system proposed in this
bill."

One of the guestions asked by the Douglas Subcommittee in
1949 related to the advantages and disadvantages of making the Secretary
of the Treasury an ex officlio member of the Board, While opposing the

idea, the presidents of the Federal Reserve Banks stated the possible
228/
advantages as follows:

"The principal advantage of providing that the Secretary
of the Treasury should be a member of the Board presumably
would be that it might faclilitate coordination of debt-
management policy with monetary or credit policy, It would
provide an opportunity for the Secretary of the Treasury to
hear and participate in discussions of credit policies by
the Board of Governors of the Federal Reserve System, and
the Federal Open Market Committee and to discuss with other
nembers of the Board and the Committee the Treasury financing
and debt-management policies that would be most appropriate
in the light of Federal Reserve credit policies,"

Sim{larly, in 1964, Professor Abba P, Lerner, while also opposing the
idea, conceded that "having the Secretary of the Treasury on the Board
would facilitate coordination“(ggg/ Professor Ross Robertson favored
the idea on the ground that the Secretary's "membership on the Board

would imply a two-way street of advice that might be extremely helpful

230/
to both Treasury and the Fed,"

227/ 1bid,

228/ 1949 Douglas Questionnaire, p, 113,

229/ Hearings on Federal Reserve After Fifty Years, p., 1406,

230/ 1d., at 1359,
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Despite these arguments, proposals to include ex officio
members on the Board have received little support, Arguments against
such proposals have been stated more frequently than those in support
of the propesals, The principal negative arpguments are (1) that the
Secretary of the Treasury and other officials of the Government who
have been mentioned as possible ex officio members already have their
"hands full" in the wmanagement of their own departments or agencies
and could not be expected to do a competent job as memwbers of the
Board or to attend meetings of the Board very frequently; (2) that
ex officlo members would subject the Board to political pressures and
impalr the Board's "independence" and, in particular, that the Secretary
of the Treasury, because of his position, would "dominate' the Board;
and (3) that the membership of the Secretary of the Treasury would
involve undesirable conflicts of Iinterest, Opponents of the proposal
have frequently insisted that "coordination'' between the Federal Reserve
and the Treasury can be, and has been, achieved without the membership
of the Secretary on the BRoard,

As noted earlier in this paper, the argument that the
Secretary of the Treasury and other Government officials are too much
occupied with the management of their own agencies to be made.members
of the Federal Reserve Board was stromgly advanced during the debates
on the original Federal Resexrve Act, This argument has been relterated
in oppeositicon to proposals since 1936 to restore the Secretary of the
Treasury to membership on the Board and to add other Government offi-

cials to the Board, Thus, in response to the 1949 Douglas Question-
231/
naire, Reserve Board Chairman tcCabe stated:

231/ 1949 Douplas Questionnaire, p. 44,
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"For mény years prior to the enactment of the Banking
Aot of 1935 the Secretary of the Treasury was an ex-officio
member of the Federal Reserve Board, Experience demonstrated,
however, that this arrengement had serious disadvantages,
Being fully occupled with the extensive duties of his own
Department for which he was primarily responsible, the
Secretary was unable to devote adequate attention to the
problems of the Board or to attend its meetings with regu-
larity, Today the burden of official responsibilities borne
by the Secretary is even greater,

"In the course of hearings on the Banking Act of 1935,
both Senator Glass and Senator McAdoo, each of whom had pre-
viously occupled the office of Secretary of the Treasury st
a time vwhen the Secretary was also ex-officio Chalrman of
the Reserve Board, expressed the opinion that the Secretary
should not be a member of the Board, During the same hear-
ings, Secretary of the Treasury Morgenthau, who was at the
time ex=officio Chairman of the Board, indicated that he be-
lieved the varlous controls of credit should be centered in
a Government agency which should be as independent as possible
in its determinations of credit policies,

"The closest working arrangement now exists between
the Treasury and the Federal Reserve, with constant cone
sultation in all matters of mutual concern and a full
appreciation of the responsibilities placed upon both,
There 18 therefore no need for restoring the ex~officio
status of the Secretary on the Reserve Board,"

Similarly, in response 50 the same Questionnaire, the Reserve Bank
232
presidenta observed;

", . o Past experience suggests that the many demands
on the time of the Secretary of the Treasury are likely to
prevent his regular, or even frequent, attendance at the
meetings of the Board, Furthermore, the Secretary could
hardly be expected to devote the considerable amount of
time to meetings of the Board that is taken up by discussion
of the internal affairs of the Federal Reserve System, Con-
sequently, it is questionable whether the presumed advantage
of the Secretary's membership on the Board would, in fact,
be realized, . ., ."

In reporting on the 1959 bill to give ex officio membership

on the Board to the Secretaries of Labor, Commerce, and Agriculture

and the Administrator of the Small Business Administration, the Board

232/ 1d., at 114,
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of Governors stated that such membership not only might interfere with
the exercise of independent judgment by the Board in determining credit
policies but that 1t "would place additionel burdems on Government ofe

ficials who are already fully occupied with other dutles for which
233/
they are primarily responsible,"

With respect to a 1964 proposal to make the Secretary of the

Treasury an gx officio member of the Board, Professor G, L, Bach made
234/
the followlng statement:

"If one looks at history, the experience, when the
Secretary of the Treasury was a member of the Federal
Reserve, was very bad, The problem was not that he dom=~
inated the thing,but that he paid little attention to it,
He did not show up for meetings, and it just was a bad
working relationship, His main interests were other than
the Federal Reserve, The Secretary of the Treasury has a
very busy job on his hands as it 1s and to suppose that
putting him on the Board is the effective way of coordinat~
ing the economic policies of the Govermment 1s not to size
up as a practical matter the responsibilities that these
men have,"

235/
Secretary of the Treasury Douglas Dillen agreed:

"Demands on the time of any Secretary of the Treasury
are already heavy, Added responsibilities for the formu-
lation and execution of monetary policy would compete with
his responsibilities in other areas, Delegation of a large
portion of these new responsibilities to his subordinatesw-
and that could hardly be avoided=-would in turn raise further
questions about whether the critical and complex issues of
monetary policy were receiving the attention they degerve,

It i{s one thing for the Secretary of the Treasury to be
continually aware of the general nature and directlon of

233/ Letter from Board to chairman of House Banking and Currency
Cormittee, June 5, 1959,

234/ Hearings on Federal Resexrve After Fifty Years, p. 1407.
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monetary policy, and to keep in elese touch with the Chair-
man of the Board of Governors on the issues that seem most
significant=«as I now do, It is quite another to be respon-
sible for the vast and complex activities of a very intricate
operating organization."

As has already been noted, Senator Glass, during debates on
the Banking Act of 1935, stated that, durlng the years when the Secretary
of the Treasury under the law was an gx officio member of the Board, the
Secretarles 'rarely ever attended meetings of the board" and that, dur-
ing his own tenure as Secretary of the Treasury, he had not attended
"more than one or two meetings of the Board.”ggg/

Notwithstanding such arguments to the effect that the Secretary
of the Treasury and other Govermment officials could not devote adequate
time to the work of the Board and would seldom attend meetings of the
Board, it has been argued that the presence of ex officio members on
the Board could affect the independence of judgment of the Roard and
that the Secretary of the Treasury in particular might "dominate' the
Board, Thus, Senator Glass in 1935, while stating that the Secretary
seldom attended Board meetings, nevertheless declared that the Secretary,
when he was a member of the Board, “exercised undue influence over the
Board" and treated it "as a bureau of the Treaaury,'géll

In 1949, the presidents of the Reserve Banks, in commenting
on the advantages and disadvantag;g/of placlng the Secretary of the

Treasury on the Board, declared:

"The prineipel disadvantage would be that it would tend
to strengthen the suspicion that Federal Reserve policies

7367 79 CONG, REC, 11776,

237/ Ibid,

238/ 1949 Douglas Questiornnaire, p. 113,
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were belng influenced unduly by consideration of facllitating
Ireasury financing and the management of the public debt, It
would probably be suspected, rightly or wrongly, that the in-
fluehice of the Secretary of the Treasury would be exerted in
the direction of low interegt rates to hold down the interest
cost. on the debt, even at times when the appropriate credit
policy would be one of restraining credit expansion with the
probable accowpanying result of raising interest rates,"

During the House hearings in 1964 on the Federal Reserve
Systen After Fifty Years, & number of witnesses expressed the view
not only that the Secretary of the Treasury, as an ex officio wem-
ber of the Board, might exercise undue influence upon the policies
of the Board but elso that such membership might lessen the 'inde-
pendence” of the Federal Reserve System and give rise to serious

conflicts of interest, For example, President Hayes of the New York
239/
Reserve Bank stated:

"As the members of this subcommittee know, both the
Secretary of the Treasury and the Comptroller of the Cur-
rency served as ex officio members of the Board of Governors
until their membership was terminated by the Banking Act of
1935. From 1933 until his membership was thus terminated,
the Secretary also served as Chairman of the Board, The
present proposal to reinstate the Secretary as a member and
as the Chairman of the Board would thus reverse a deliberxate
action taken by the Congress after the expiration of a trial
period that was surely ample to test the value of the arrange-
ment, I know of no reason for such a reverssl, for service
by the Secretary on the Board could add nothing to the present
smoothly working relationships between the Treasury and the
Federal Reserve System, but such & reversal could have serious
undesirable consequences, The Secretary of the Treasury is
under constant pressure to borrow money at the lowest possible
interest rate, It seems to me to be obvious that H,R, 9631
would permit that pressure to become the dominant factor in
carrying out monetary policy."

239/ Hearings on Federal Reserve After Fifty Years, p, 527,
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240/
Similarly, President Iromns of the Dallas Reserve Bank said:

e o o« It would be a serious mistake to include the
Secretary of the Treasury on the Board as a member and as
Chairmwan of the Board, Im the first place, it is probably
beyond the capabllities of one man to serve effectively as
Secretary of the Treasury and Chairman of the Federal Re«
sexve Board; the responsibilities and requirements of each
position are simply too great, with the consequence that one
or the other would almost inevitably be neglected. Secondly,
placing the Secretary of the Treasury in the position of the
Chairman of the Federal Reserve Board would be a step in the
direction of lessening the 'independence'! of the Federal
Reserve Board, Thirdly, the conflict~of-interest possibili=
ties that might arise as & result of the debt management
responsibilities of the Secretary of the Treasury, and the
credit policy responsibilities of the Chairman of the Federal
Reserve Board, 1s a strong reason for not consolidating the
two functions in the hands of one person, The world's largest
borrover should not at the same time exercise control over
the power to create momey and credit, Fourthly, the proposal
would place the central bank too directly under the influence
and power of the executive branch of Government, a danger that
history has proved too often; moreover, it would appear to be,
at least in some degree, a step in the direction of an abdica-
tion of congressional authority in this field,"

Members of the Federal Reserve Board have opposed the ex
officio membership of the Secretary of the Treasury primarily on the
ground that the Secretary would leﬁubject to conflicting interests.

Thus, Govermor Robertson stated:

"I think this bill would effectively destroy the inde-
pendence of the system and would make it--and I think it is
perhaps so designed--an asppendage of the Treasury. I think
this would not be wise, I think that there {s a real need
to separate monetary policies from fiscal policies, because
of the possibility of utilizing the money creating facilities
of the Federal Reserve System for purposes of filnancing un-
sound operations on the part of the Govermment,"

Similarly, Governor Shepardson, &t the same time, made the following

240/ 1d,, at 845,

241/ 1d,, at 107,



242/
observation:

"I think that a move such as is contemplated here,
particularly the move to reestablish the Secretary of the
Treagury as a member and Chairman of the Board, would be
unfortunate, The Secretary of the Treasury has a respon-
sibility in his function of handling the public debt that,
at times, could be a matter of conflict of interest with
the longtime stability of the money supply, I think that
8 wise move was made when that separation was made some
years back, I think it would be unfortunate to reverse
the setup,"

In somewhat different words, the point was made by President Bopp of
243/
the Philadelphia Reserve Bank:

"The bill would change the structure and composition
of the Board, It would make the Secretary of the Treasury
Chairman, This would place on the Secretary a new respon-
sibility that is inconsistent with an existing responsibility,
As Secretary, he is the largest horrower in the world by &
wide margin, As borrower he appropriately desires the lowest
borrowing cost possible, As Chalrman of the new Board, he
would head the sgency with the largest single portfolio of
Covermment securities, an agency whose primary concern is
to promote credit conditions appropriate to the entire
economy, including but not limited to the Govermment, The
sad experience of many countries, including our own, with
putting these conflicting responsibilities in the hands of

a single individual leads me to conclude that it should rnot
be done,"

GEOGRAPHIC REPRESENTATION

Since its original enactment, the Federal Reserve Act has
contained a requirement that not more than one member of the Board
shall be selected from the same Federal Reserve district, together

with an exhortation that, in selecting members, the President shall

242/ 1bid,

243/ 1d,, at 422,
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have 'due regard to a fair representatlon of the , , ., geographical
divisions of the country." The apparent purpose of these provisions,
ag explained during the debates on the original Act by Representative
Murray, was to assure proper representation of different areas of the
country with different financial and credit concerns.zﬁ&,

Proposals have been advanced over the years to eliminate
the restriction on appointment of more than one member from the same
Federal Reserve district, As the Banking Act of 1935 passed the House,
it would have made this restriction inapplicable to the governor (now
the chairman) of the Board onr the ground that the selection of the
governor should be "as free from arbitrary limitations and restrictions
as possible" and that, if the President has in mind a man qualified for
the position, he should wot be restrained from appointing him "by the
fact that he happens to live in a district which is represented by
gome other member of the Board.”gﬂé/ The arbitrary nature of the
restriction would seem to be equally applicable to all members of the
Board, Morecver, 1if the intent is to provide representation for all
areas of the country, the provision is inadequate since there are only
seven menbers of the Board but 12 Federal Reserve districts. 4 bill
introduced by Representative Patman and considered by the House Bank-
ing and Currency Committee in 1938 would have met this objection by

providing for 12 appointive members, one from each reserve district,

However, as observed by Professor William H, Steiner during hearings

2547 50 CORG. REC. 5021,

245/ Report of House Banking and Cutrency Committee on Banking Act
of 1938, p. 7.
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on that bill, this arrangement 'would seem to invite dangers of sec-

tional conflict, with members regarding themselves as representatives
246/
of sections rather than of the public at large,"

In one of his responses to the Patman Questionnaire in 1952,
Reserve Board Chairman Martin recommended that the restriction on ap~
pointment of more than one member from any one district be repesaled,
but at the same time he felt it desirable to retain the provision with

respect to ''due regard” to a failr representation of the geographical
247/
divisions of the country:.

"While some geographical limitation on the selection of
Board members 1s desirable in order to insure that various
sections of the country will be represented on the Roerd, it
is believed that the law 1s presently too restrictive in pro-
viding that rnot more than one member shall be selected from
any one Federal Reserve district. 1In some cases this limita-
tion may prevent the selection of a person who is otherwise
well qualified for the position simply because he happens
to live in a Federal Resexrve district which is already repre-
sented on the Beard, For example, under the present law, if
there were a member of the Board, say, from Los Angeles,

. California, it would not be possible to appoint another member
% from Seattle, Washington, nearly 1,400 miles away., The removal
v of the limitation on the appointment of more than one member
from any Federal Reserve district would permit more flexibility
end meke possible meritorious appointments in situations of
this kind, It is desirable, however, to retain the provision
of law which requires that the President in selecting members
i of the Board "have due regard' to a fair representation of the
e w geographical divisions of the country in order to insure that
' various sections of the country will be represented. , . ."

The Patman Subcommittee's Report would have gone beyond

Mr, Martin's suggestion and eliminated =1l reference to geographic

246/ 1938 Hearings on Ownership of Reserve Banks, p. 299,

247/ 1952 Patman Questionnalre, p. 300,
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208/
qualifications, The Report stated:

It

« « + The geographic portions of this provision have
reduced the flexibility of the appointing authority in seeks
ing the best possible membership for the Board, while its
non~geographical portions reflect in part the older concept

of the Federal Reserve System as simply an organization for

the 'accommodation of commerce and induatry' rather than one
whose primary responsibility is the formulation of monetary
policy in the public interest, It is, of course, important
that the Board include in its membership persons undexstanding
of and sympathetic to the various interests in the county [sic],
and the President and the Senate may be expected to insist
upon this, but it is also important that men be appointed with
a broad understanding of the economic bases of monetary policy,
The Subcommittee believes that, in the long run, the quality

of membershlp of the Board would be improved i1f the present
qualifications were removed and the appointments left to the
full discretion of the President and the Senate,"

Twelve years later, during 1964 hearings, Chairman Martin
again recommended repeal of the provision prohibiting selection of
mwore than one member from the same distyict, He stated that the re-
peal of restrictions "based on district lines would assist , ., . in
this primary goal of appointing the best men avallable for service on
the Board.“gﬁg, Later in the hearings, in response to a question
whether elimlnation of the geographic restriction might hold the
possibility '"of getting a concentration of members from one particular
area of the country", Mr, Martin conceded that this was a possibility
but that he would assume that any President, in making appointments,
"would be very certain in his own mind £{f he had two from the same
district, that the men were so outstanding that it would overcome

250/
that geopraphic disadvantage,’

248/ 1952 Patman Subcommittee Report, p. 56,

249/ Hearings on Federal Reserve After Fifty Years, p. 15.

250/ 1d., at &1,
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Regerve Bank Presidents Bopp and Irons recommended the
251/
complete elimination of any geographic qualifications, These

AL
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views were in accord with a recommendation made by the Commission
P on Money and Credit in 1961 that sll geographical gqualifications forx
. Board wembers should be eliminated;zég’

It may be noted that a bill now pending in Congress intro=-
duced by Representative Patmangéé/ to reorganize the Federal Reserve
Board would drop all provisions of present law referring to geographic

restrictions or qualifications,

REPRESENTATION OF SPECIAL INIERESTS

In addition to geographle representation, the original
Federal Reserve Act provided that the President, in selecting ap-
pointive members of the Board, should have "due regard to a fair
representation' of the different commercial and industrial divisions
of the country. As has been noted, fhe provision was expanded in
1922 to require that due regard also be given to representation of
the '"financial' and "agricultural'' interests of the country,

Presumably, the intent of this provision was to assure
diversification of backgrounds on the part of Board members and =
representation of the interests of different segments of the econcmy,
However, 1t has frequently been proposed that the provision either

be eliminated entirely or modified in some manner,

2517 1d,, at 622, B4S,

252/ CMC Report, p,., 88.

253/ H.R, 11, 91st Cong., lst Sess.,
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In the first place, the provision is not a mandatory require-
ment and has no practical effect today. Whatever the intent of the
provision may have been, it has not caused the President, for example,

to appoint one member from the commercial field, another from industry,

or another from finance, As has been noted, it was the practice for

some years after 1922 for one member of the Board to have had a back-
ground in agriculture, However, as of the present time, it is doubtful
that more than one member of the Board could be regarded as falling
within the literal scope of the "due regard" provision,

In the second place, Lf the provision had any effect at all
it has been simply to prompt proposals for the inclusion of references
to other "special interests'., Thus, as indicated during debates on the
1922 smendments, one might argue that the provision be expanded to in-
clude representation of manufacturing and organized labofgéé/ or of
mining and lumber interests, or even women's clubs.géé/ In 1959, bills
introduced in Congress would have added references to representation of
"labor, small business, and consumer interests",zgg! and, in 1964, a-
bill introduced by Representative Patman would have added references
to "labor and consumer interests"fgézl

Finally, the provision gives the erroneous impression that

Board members ''represent" the interests specified in the statute instead

254/ 62 CONG, REC. 1268, 7520,
255/ 1d,., at 7510,
256/ H.R, 5732 and H,R, 6323,

257/ Hearings on Federal Reserve After Fifty Years, p. 4.
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of the general public interest, 1In 1952, Reserve Board Chairman Martin,
while not at the time recommending the elimination of the provision,
syggested that it be expanded to make it clear that Board members are

representative of/the general interest of the country, In this connec-
258
tion, he said:

"The most important consideration in connection with
the sppointment of members of the Board 1s that they be
well qualified to pass upon the difficult and complex credit
and monetary problems coming before the Board and to repre-
gent the broad interest of the entire country, There 1s
merit in having the statute refer generally, &s it now does,
to & failr representation of various intereats so that the
President may be called upon to have in mind each of these
interests when making his appointments, The reference in
the statute to representation of the financial, agricultural,
industrial and commercisl interests has not, generally speak-
ing, caused Board members to look upon themselves as repre=
sentatives of particular groups or interests or prevented
them from acting in the national interest, However, provision
night be made in the law not only that the President in making
appoilntments to the Board have a due regard to a fair repre-
sentation of the various interests now mentioned in the statute
but alse that the members appointed be representative of the
general interest of the nation as a whole,”

Again, as with respect to geographic representation, the Final Report
of the Patman Subcommittee reached the conclusion that the '"due regard"
provision should be eliminated, leaving appointments of Board members
"to the full discretion of the President and the Senate“.zégi

In 1959, in opposing bills that would have included reference
to representation of labor, swmall business, and consumer interests,

260/
Chairman Martin of the Board made the followlng statement:

258/ 1952 Patman Questionnaire, p. 300,

259/ 1952 Patman Subcommittee Report, p. 56.

260/ Letter from Board to chaixman of House Banking and Currency
Committee, June 5, 1959,
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» + » The Board believes it essential that Board members
be representative of the interest of the nation as a whole,
irrespective of thelr previous affiliations. If any amendment
is made to the law in this respect, it vould be preferable to
eliminate all references to representation of particular in-
terests in the selection of Board members,"

A sim%éif position was taken by the Coumission on Money and

Credit in 1961:

"The problem of responsiveness in the Board 1s closely
connected with the problem of representation, From the
beginning the Federal Reserve Act has contained varying
provisions stipulating oeccupational and geographical quali-
fications of one sort or another for Board members, DNone
of these has noticeably improved the calibre of the Board,
and thelr tendency is to imply a responsiveness to parochial
interests, Whether or not this is the fact in particular
cases, the status of members and the chances of coordination
with the rest of the executive branch should be improved Iif
Board members understand that the President's selection is
based on their personsl qualifications rather than on any
representational ties they may bring with them, In addi=-
tion, the listing of some interests to be recognlzed produces
claims for recognition from others, There cannot be places
enough to go around for all claimants, , , "

Following the same view, Chalrman liartin in 1964 told the
262/
Rouse Banking and Currency Committee:

", » o I would favor dropping from the Federal Reserve
Act any reference to representation of particular segments
of our soclety, Our efforts should be bent toward obtaining
qualified men who will act in the interest of the Nation as
a whole,"
1f the provision requiring the President to have due regard
to special interests in selecting members of the Board should be elim-

inated, the question arises whether some other provision regarding

qual{fications of members should be substituted,

261/ CMC Report, p. 89.

262/ Hearings on Federal Reserve After Fifty'Years, p. 15. Similar
views were expressed by Reserve Bank Presidents Bopp (id., at 422) and
Irons (id., at 845), and by Secretary of the Treasury Dillon (id,, at 1253),
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As has been noted, the originel Federal Reserve Act regulred
that at least two of the members of the Board should be "experienced
in banking or finance', This requirement was eliminated in 1922,
dpparently on the theory that, if it was improper to require one mem~
ber to be experienced in farming, it was equally improper to reguire
any members to be experienced in banking, In 1932, a bill reported
by the Senate Banking and Currency Committee would have restored the
original requirement; and the Banking Act of 1935, as reported by the
Senate Banking and Currency Committee, would have required at least
two members of the Board to be persons of ''tested banking experience'.

It is evident that both at the time of the original Act and
at least until 1935, there was a prevailing belief that, since the
primary function of the Federal Reserve Board was to supervise banks,
it should include at least some members who would be knowledgeable in
the banking field, TFor example, Senatcr Edge in 1921, while believing
that the President should be allowed to select the bestw-qualified men
for membership on the Board regardless of baclkground, nevertheless
could see no objection to the inclusion of at least two members with
knowledge and experience in banking.géé/ Representative Hollister in
1935Iurged that the Board should be made up of men who have had some
experience ;za?anking instead of "a lot of theorists on the subject of

economics," Even as recently as 1952, Reserve Board Chairman

Martin expressed the view that "at least some of the members of the

263/ 62 CONG, REC, 519,

264/ 79 CONG, REC., 7160.
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Board be well versed in finance and banking, both by training and
experience.'géé/

However, it appears that the concept of the role of the
Board has changed in recent years, particularly since 1935; it seems
now generally agreed that the principal, although clearly not the
only, function of the Board is to determine monetary and credit
policies, We have seen that in 1935 Chairman Eccles and Dr, Golderweiser
sugpested that the sole qualification for Board members should be
ability to participate in the formulation of national monetary and
credit policles and that, although not adopted by Congress, such a
provision was included in the Banking Act of 1935 as it passed the
House, A requirement of this sort, however, might be subject to the
same objections that were ralsed during comsideration of the 1935 Act:
it mipght be regarded as requiring the President to appoint economic
or political theorists and as suggesting that experience in banking
or, for that matter, in any other areas would not be a sufficient
qualification for membership on the Beard,

As many have suggested, it might be preferable not to

attempt to prescribe in the law any particular qualifications for

RBoard members, but to allow the President the greatest possible

latitude in choosing men of ebility and judgment who would be able
to cope with the widely varied problems confronting the Board, not
only those with respect to monetary and credit policy and bank super-
vision but with unrelated problems that could not have been contem~
plated by the framers of the original Act, such as those involved in

regulation of "truth in lending',

265/ 1952 Patman Questionnaire, p. 300,
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SUMMARY

Proposals for changes I{n the composition of the Board of
Governors generally have dealt with six matters: (1) the size of
the Board, (2) the length of the terms of Board members, (3) the
terms of the chairman and vice chalrman of the Board as such,

(4) ex officlo wembers of the Board, (5) representation of geographic
areas by Board members, and (6) qualifications of Board members in
terms of representation of speclal interests or experience in certain
areas,

(1) Since the beginning of the System, in 1913, the law
has provided for a Board of seven members, except for the perioed
between 1922 and 1936, when the Board was composed of eight members,
A Board of more than seven members theoretically would distxibute
the workload of the Board; but proposals for a larger Board have
found little support in recent years, On the contrary, it seems
generally agreed that a larger Board would be unwieldy, would result
in a diffusion of responaibility, and would lessen the prestige of
membership, A smaller Board, on the other hand, would tend to en-
hance the prestige of membership and perhaps to expedite the pro=
ceedings of the Board. But a Board that is too small would lose
the advantages of "collective judgment" and, because of the greater
difficulty of obtaining a quorum, might impede the Board's operations,
Where the line should be drawn is a matter of judgment., The Patman
Subcommittee In 1952, the CMC in 1961, and former Reserve Board

Chairman Martin in 1964 favored a five~man Board, However, it is
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quéstionable whether a five~man Board would be significantly preferable
to & seven~man Board,

(2) As to the léngth of the terms of Board members, the
question again 1s one of judgment, The term should be long enough
to allow a member to "learn the job" but not so long as to cause him
to become apathetic, It should also be long enough to make the job
attractive and to insure freedom from outside pressures ~ whether
"political" pressures resulting from concern about reappointment by
the President, or '"private' pressures engendered by concern about
private employment after leaving the Board, If the term is too short,
and particularly if the size of the Board is reduced, the "independence"
of the Board might be impaired, Proposals for changes in the length
of the term have ranged from four years to 12 years, but 10 years
seems to be the most popular cholce, Again, however, it is question-
able whether a 10-year term would be better than a li-year term,

(3) Since February 1936, the terms of the chairman and
vice chairman of the Board, as such, have been fixed at four years
but without any requirement that they colncide with the term of the
Preaident, Proposals to meke such terms approximately coterminous
withlthat of the President have gained support in recent years,
principally on the ground thet the Pregident should be able to appoint
a chairman in whom he has confidence but also on the ground that such
an arrangement would afford the Federal Reserve greater opportunity
to influence the monetary policies of the Adwministrstion, Theoret-
ically, the arguments are plausible; but, préctically, ocne may question
whether any chanmge in present law in this respect {s of the highest

prierity,
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(4) For nearly 23 years, until 1936, the Board included two
ex officlo members, the Secretary of the Treasury and the Comptroller

of the Currency, Since 1936, occaslonal proposals to add ex officio
members or to restore the membership of the Secretary of the Treasury
have been based on the argument that such membership would facilitate
"eoordination' between the Federal Reserve and other agencies, particu~
larly the Treasury, Against such proposals it has been argued that

other officials of the Government have encugh to do to discharge their

primary responsibilities and, {n the case of the Secretary of the
Treasury, that his membership on the Board would endanger the Board's

"independence" and subject the Secretary to serious conflicts of in-
terest, Such arguments have spparently been so persuasive that
practically no one today = not even Mr, Patman =~ seriously advocates
the addition to the Board of any ex officio members,

(5) On one point there appears to be unanimous agreement:

the restriction upon the selection of wore than one Board member from

the same Federal Reserve distriet should be eliminated from the law,
The companlon provision exhorting the President toc have due regard

to representation of the geogrephical divisions of the country like-

wise mlight be omltted without any significant protest,

(6) Finally, the requirement that the President, in appoint-
ing BRoard members, shall have due regard to a fajr representation of
the financial, agricultural, industrial, and commercisl interests of
the country has no real meaning today; on the contrary, it might be
asgerted that appointments are made completely without regard to repre=-

sentatjon of such interests, If the provision has any significance,
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it 1s omly to suggest that members of the Board are protagonists of
special interests rather than representatives of the general public
interest, At the same time, replacement of the provision by some
requirement as to the "qualifications' of Board members, such as
ability to participate in the formulation of monetary and credit
policies, might be equally misleading, ambiguous, and meaningless,
1t may reasonably be argued that there are no compelling
reasons for making any changes in present law with respect to the
composition of the Board, A Board of five members with 10-year
terms might not reflect much, if any, improvement over a Board of
seven members with l4-year terms., A requirement that the terms of
the chairman and vice chalrman be approximately the same as the

term of the President might have logical merit, but it is doubtful

whether such a requirement is of the greatest importance, There Is
no support today for the addition of ex officio members, Repeal
of the reqﬁirementa with respect to representation of geographic
areas and of special interests might be desirable, but again there
1s no evidence that these requirements have significantly hempered
the operations of the System,
On the other hand, 1f positions must be taken with respect
to the various questions discussed in this paper, logical and practical
considerations appear to support:
1. Retention of a Board of seven members or a reduction

in the number of members to five;

2, Retention of terms of 14 years if the present size

of the Board remains unchanged, or provision for terms of
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10 years 1f the number of members should be reduced to
five;

3. A requirement that the terms of the chairmen and
vice chalrman be approximately coterminous with the term
of the President;

4. Opposition to ex officio members;

5. Repeal of the provisions prohibiting the selection
of more than one member from the same distriect and exhorting
the President to have due regard to differentlgeographic
divisions of the country; and

6. Repeal of the provision exhorting the President to
consider representation of Speciai interests,

In the end, specific proposals for changes in the Board's
composition would be important only if they mwight affect the ability
of the Board to exercise its independent judgment or subject the
Board to political or other pressures, It is assumed, for example,
that the System would oppose any suggestions that the number of
Board members be reduced to three, that their terms be shortened to

four years, or that the Secretary of the Treasury be made an ex

officlo mewmber.



