July 6, 1955

MEMORANDUM:

Te Members of Special Commitiee of Res Management of the
the Federal Open Mariet Committee System Open Market Account

From J, L. Robartson

The objective of the Special Cemmittee is to devise an acceptsble
procedurs far achleving closer and mors direct contact betwsen the FOMC
and the management of ths System Open Market Account, wWhen we began our
consideration of this problsm, I felt that the sclution might be the em-
ployment of a Maunager who was physically loecated in Washingten and whe
was not an employee of a Federal Resarve Bank,

Further considersation has inclined me to believe that the bene-
fits of having the Manager in New York and an official of the Hew Jork
Reserve Bank may cutweigh the disadvantages. Hence I wonder whether we
can eliminate - o at least diminish - the shortcomings of the presemnt
arrangement without changing the status or locatian of the Manager.

I submit for consideration the pessibility that this objeclive
might be achieved in large measure by altering and expanding the duties
of the Secretary of the FOMC, By virtus of his location in Washington
and the ready availability of dally contact with a majority of the mem-
bers of the Commitiee, he 18 permeated to an exceptional degres with the
*feel® of Committee policies, just as the Manager develops the feel of
the monsy murket threugh his dally contacts in Wall Street. In the svent
of need, the Secretary cen quickly snd convemiently check his understand-
ing of Commititee policies with a majority of the Committee members them-
selves, Finally, by virtue of his separation from thw mechanics of the
money market, the Secretary is in a position to fix his mind almost ex-
clusively on the majar objeotives of the Commitiee's cuwrrent monetary
pollcies, to a degree that would seem to be psychologically impossible
for the Manager, who 1s necessarily preocoupied, to & considerable ex-
tent, with the preactical sffeotuation of policies,

Accordingly, I suggest an arrangement under which no substantial
transactions shall be entersd into by the Manasger until he shall have
cleared the preposed action with the Committee's Secretary, as a check
on its conformity with the Committee's current policies, In order to
sllow the Manager some necessary leeway, we might decide that, during a
testing period at least, such prier clearsnce would be called for amly

on days when the Manager contemplates transactions of substantial volume -
say $30 million or $40 million.
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The suggested arrangement might strengthen the control of the
Coamittee over the effectuation of its policies while preserving the
benefits of management located in the prime money markst and constituting
a part of the New York Reserve Bank as the Committee's institutional
agent, The functions of the two afficers would complement sach other,
and our operations would bensfit from the double check of the Secretary's
intimate daily contact with Committee thinking and hisz detachment from
direat concern with the practical problems of opsn market transactions,
in sddition to the benefit of the Mansger's immedlate and continuous
knowledge of market condlticns, It seama possible that a plan of thie
nature, modified md perfected by trial and errar, might develsp into an
arrsngeament cambining direct responsibillty smmd cantrol with practicsl
and efficlent operation.

Needless to say, this is in no sense a suggestion that the Secre-
tary take over funstions heretofors performed by the executive commities;
those functions will be performed by the full Committes, in accordmnce
with our recent decision., The Commities will not be delegating any of
ite discretionary powsrs to iis Secretary; his actions in cooperatim
with the Manager will be based zimply upon hix understending of Committee
policy as it spplies to the day's (or hour's) preposed open market trans.
actions, Nor would the Secretary have any autharity te direct the Mansger
to take any specified action, although he should feel fres to initiate
discussion (either with the Msnager or with members of the Committee) of
preposals for tramsactions that seem to him to be in keeping with the obe
Jeotives of the Open Market Committes. His sole authority in this connec-
tion would be o veto any preposed course of action that seemed to him to
be contrary to Committes policy. In all probablility this authority seldom
would be exercised. In case the Secretary was dowbtful as to the will of
the FOMC, he would be expecied to contact all available members of the

FOMC snd ascertain the majority view with respect to the matter in ques-
tian,

Under the suggested arrangement, the Secretary - liie the Msnager -
would report to the Committeo regularly on his activities with respeet te
spen market operations, including consultations with members of the Com-
nittee regarding preposed transactions,

The foregoing prepesal would require the Secretary to devote all
of his time to Open Market Cammittes matters. This seexs clearly Justi-
fied by the importance of owr duties in the field of monetary regulatiomn
arkd the advisabllity of the closest and most efficient possidle coordina-
tion of policy declsions with diy-toeday operations, Consequently, the
Sscretary should be released fram all other duties, although he would
continue to be melected by the Open Market Committee from smang the

Board's emplqyees and he would remain on the payroll of the Board of
Governors.
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