
Mr. Allan Sproul,
President,
Federal Reserve Bank of New York,
Hew York 45, New York.

Dear Allan:

From your letter of July 16, 1953, I gather that you are 
under the impression that 'political pressures * were in some sense 
responsible for the recommendations on Housekeeping advanced by 
the Ad Hoc Subcommittee on the Government Securities Market. Let 
me reassure you completely on that point. I  t in the System have no 
need to take account of such pressures, provided only that we are 
right. If our existing organisation can be defended, we can, as you 
say, 'rely on the ordinarily quiet majority in the Congress to support 
us if the matter comes to an issue. '

This brings us back to the basic question, "What about our 
present organisation? Is it right? Can it be defended on an impartial, 
informed and objective basis? ” I have gone over again your comments 
on the Ad Hoc Subcommittee Report, both those you made in February 
as well as those in your letter of July 16. They have much merit and 
I find much in them with which 1 agree. It seems to me that in most 
cases the considerations you advance have been stated either explicitly 
or implicitly in the Report of the Subcommittee.

However, I still feel that the organisation of the Federal 
Open Market Committee deserves consideration especially with respect 
to the position of Manager of the Account, and his relationship to the 
eleven members of the Federal Open Market Committee outside New 
York. These eleven members, in your words, "share full measure of 
responsibility with you for the open market policies of the Federal 
Reserve System. At the same time, as you tak« pains to point out in 
your February comments on the Ad Hoc Subcommittee Report, the 
management of the Account, if it chooses, may be able to make a lot 
of policy or. its own.
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i am most sympathetic to your strong conviction that ’’there 
does not seem to us to be a practicable way, consistent with his duties 
either as Reserve Bank President and his location in New York, or as 
Vice Chairman of the System Open Market Committee and its executive 
committee, to lessen the real and special responsibility of the New York 
President for System operations affecting the Government securities 
market. The question, however, is whether it is possible to achieve 
a practical organisation of the Federal Open Market Committee that is 
also consistent with the duties and responsibilities of the other eleven 
members of the Committee. You yourself hold that the Federal Open 
Market Committee has no real option to delegate the management of 
the Account to any Reserve Bank other than the Federal Reserve Bank 
of New York. You base this on grounds of ‘geographical necessity 
and practical administration. In view of this situation, does not your 
own reasoning, as revealed in your comments and communications, 
lead you to the conclusion that the other eleven members of the 
Committee are now placed in a position where they share full 
responsibility while the President of the Federal Reserve Bank of 
New York can, if he chooses, be a free planer' making quite a little 
policy on his own?

This is an objective statement of the situation taken from 
your own comments without any implications whatever that this has 
happened. We are discussing organization,not personalities. 1 do 
not think it is fair to you, to the Ad Hoc Subcommittee, or to the
other :r»err»bers of the Open Market Committee, to take the position 
that, giving credit for good faith , we face ao problem in the way 
we have organized the Federal Open Market Committee so long as 
the institution and the men involved in the present arrangements for 
executing open market policy are directly and wholly responsive to 
the directions of the Federal Open Market Committee. '

The fact is that the present arrangement by which the 
management of the Open Market Account is delegated to the Federal 
Reserve Bank of New York might, under certain circumstances, 
seriously impair public confidence in the Federal Open Market 
Committee, particularly if the impression were generated that 
members of the Committee were not really in control of operations 
or were uninformed with respect to important aspects of them.

That this hazard exists was brought home forcefully to me 
in the course of the discussion with the dealer organizations. In
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most cases, the discussions were warm and friendly, though cautious 
in tone, and, in moat casesj the dealers had the friendliest attitude 
toward the Federal Open Market Committee, the Subcommittee, the 
Federal Reserve Bank of Hew York, and the day-to-day operations 
of the Committee. There was an undertone, however, that was 
distinctly critical of many of the technical aspects of our operations.
In most cases, those who were critical felt that these techniques 
were not always wisely conceived and that they failed to give sufficient 
considerations to the realities of the marketplace.

Now, these critics did not usually blame the management of 
the Account. They seemed to feel that the management was working 
reluctantly under restrictions imposed by the Federal Open Market 
Committee. One reason the dealers gave for welcoming the discussions 
was that it afforded them a chance to explain directly to members of the 
Federal Open Market Committee why they felt that some of its practices 
were not well conceived. This caught all of as on the Subcommittee by 
surprise. In some cases, we were not even familiar with the criticized 
techniques.

The fact is that our present form of organization inevitably 
leaves individual members of the Federal Open Market Committee in 
positions that might be difficult, if not impossible, to defend. For 
example, if the discussions before the Subcommittee had been before 
a committee of the Congress, as they might well have been, and If a 
Congressman, prompted by a hostile dealer, had called up each member 
of the Federal Open Market Committee to account for and justify certain 
directives for which he shared responsibility, the result would scarcely 
have contributed to confidence in the technical competence of the 
Committee.

The problem before us is an organizational problem. It 
relates to the discharge of shared responsibilities. It is not the sort 
of problem that can be disposed of merely by giving credit to good 
faith. ”

I agree with you that the problem is created by the “twilight 
none” of operations where the discretion that is necessary to effective 
conduct of operations leaves a risk that decisions reached at the policy 
level may be modified in execution. Many organizations face this type 
of problem, it is not unique to the Federal Open Market Committee.
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I am ander the impression that the moat generally recommended 
solution U the one which the Ad Hoe Subcommittee recommended for 
consideration by the full Open Market Committee, namely, (1) that 
tha policy making body choose an executive to which it hae confidence, 
(2) that It hold that executive strictly responsible for the objective 
exerciae of such discretion aa ia essential to effective operations, 
and (3) that it change the executive if it is dissatisfied with his
operations. Delegated discretionary powers, such as we have, in a 
situation where the responsible body cannot la practice change the 
management ia, I think, an anomaly.

After reading your communications, 1 feel vary certain 
that the Open Market Committee does face a problem which deserves 
the moat candid examination.

Mm. McC-’ Martin, Jr.
r* mr
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