
October 25, 1955 

Members of Special Subcommittee of Subject: Management of the 
the Faderal Open Market Committee System Open Market Account 

From J. L. Robertson 

lha paat jraar haa aaan tha iatradaatiaa of prapoaad laglalatiaa 
to abeltoh tha Opaa Markat Oaaaittaa aaa to fraatf ar ito fawUcni to 
tha Baard af Q«r«m«rtf aad tha Baard has nat iv id * piabllolaad raaaa 
aaadatlan that MM "asaatttiva afflaaa" af tha Opaa Markat Gaamlttaa ha 
tranafarrad fraa Maw lark to Vaahliiftaa* 

I baUara that tha aaabarahlp an tha Opaa Markat Qaaalttoa of f ! • • 
fadaral Baaarra Bank Praaldaata adds aatarlall/ to tha atraagth «t tha 
CaaaUtoa and taa aauariaaaa af lto jiirigaaato and aaaraUaas. Ilia oaaa-
ttaa af phyaiaal laaatloa af tha Aaaamt Maaajar to a aara daabtfal aaa, 
bat X m aatiafiad that, far tha praaaat at laaat, tha dlsadvantocaa af 
ra—Tint tha Maaacar fraa law lark to Maaalagtoa waald aat«at«h tha 
aibla baaaflto* 

Bararthalaas, taara U aaaa validity in aaa Ida* that aasarllaa 
taa prapaaals trim* to - aaaaly, that i t wauld ha daairabla far tha 
aaaaaat Maaagar to ba aara diraatlj sa4 axalaairaly raapoaslbla to tha 
Opaa Markat Gaaalttoa tha* araaaatljr U tha aaaa. tha jab af tola Sab-
oaaaittaa la to dariaa a praaadara that at l l aaka %vtaa Aaaaaat trans, 
aatlaaa raflaat tha Oaaaittaa'• poliaiaa aa aaaarataly m paaaibla, whl* 
praaarrtaf tha advaatafaa af haviat tha Maaagar 1 aaa tad la lav lark, tha 
nation's flnaaaial aaa tar. 

9a thla aaa I aaggaat tht adrlaability af praaaadla* in anaardaaaa 
with Chalraaa Martin'a aaaaraadaa of May 10, \$& aa tha "Stataa •£ tha 
Maaagar af tha Sjrataa Opaa Markat Aaaaaat*. Bttafiy aiaaiarisad, tha 
OkatofcaVa prapaaal aw that tha CaaaiUaa aaaala aalaat tha Maaagar and 
f ix hia salary, and that taa Maaagar should aaaafta biaaalf anOraly to 
tha aark of tea Gaaalttoa aaa •hatld ha raspoaalbla aaialy to taaOaa-
alttaa. lha Maaagar aad hia ataff aoold ha an taa pay roll af taa Maw 
lark *aaaral Maaarra Baak, hat apart fraa aaaa "paraaaml* atraataaaata 
fjr aaaaniaaaa, taa ttaaagar aaa hia ataff aatttaUjr nwld ha aaplayaaa 
~J0l ?"£!*?•*. ^V***"1 *X*" * •» °»« *•*•* «Kr«U*to» *wld raaala U Haw Tart, hat tea atop fraa pollay ta oparatioaa waald ba <U-

aadiaay af taa Haw Yark B«ak, aa at praaaat. 
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At worst, direct reapoaalbility of the iiaaagar to the aaaalttee 
(rather than reapoaalbility through an in tamed iary, tho tfew York Sank) 
eonld hardly dlaialah the reepoaaivenaas of the J«an«r to the CovMttee's 
wishes| at best, the ntiwBsiftMii of tht Haaagar woold be enhanced by 
t)it reaoval of aa wanwtary link la taa chain b«t«MB policy foma-
Uoa tad operations. Hi ether words, i t may be that there i t nothing to 
be lost and so—thing eobetential to ha gained by * M N direct relation* 
talp batasaa feat Iiaaagar tad the Ceaedttee. la additional beaafit of tat 
Mamtgor*o aot being a part of tao operating structure of tao Sew fork 
Federal Seserve tank aoald ba that tha Haaagar would ao longer ba ra~ 
taoasibla to, aad report to taa directors af taat Baak* aad tht possi­
bi l i ty of "leaks* la taat area would bo avoided, laia i» aot to iaaly 
that each leak* have esanrred, bat aarely that i t i t advisable to avoid 
any ohaaee of taah aoearraaaaa if that aaa ba achieved without loes af 
ether edvaatagea. 

Of eearta, taa Haaagar thaald hart aaaaaa to a l l pertinent informa­
tion aad aatarial la tha Syatsa aad taa baaaf i t af aa/ stadias which rt* 
lata to Opaa Karkat work. I t i t probable that tha Haaagar aad hit staff 
thaald aadortaka tht tatk af training athara thraaghoat tht Syetea la 
Oaaa Karkat teahalaaea so that thara would always ho a onpply »t percent 
available ta f i l l vaeaaaiea in tht ataff at a l l ltTala. 

Iht faragoiog arrangaaent weald rapraaaat a long otap la tha right 
direction, bat i a ay opinion i t data not provide a eoaplete aatwar ta 
tha qaettien af how we aaa eetabliah a aara appropriate relationship be-
taaaa tho Cpeo Market Coaaittaa aad tha execution of i t s poliaiae. Xhare* 
fsre, I sdM&t for consideration a refinement along taa Unas af tho tag-
goatloa contained i s *y aaaorandaa ta tht Spaaial Coaaittaa oa July 6, 
1955. ThU raflaoaoat Involves ta expansion of tht datlat of the Can-
a i t tea's Saaretary. At I atatod ia that aaaaraadaa, by virtue of hit l o ­
cation ia Washington aad tha ready availability of dally contact with a 
majority of tha asabtfft of tht Coaaittaa, tha Saaretary ia permeated ta 
aa axoaptlonel dograa with tha "fool* of Coaaittaa policies, just as tha 
Maaagor dcvelopa tha fool •£ tha aoaey atrkat through his dally oontacte 
la wall Street. Ia tha event of need, tha Saaretary aaa quickly tad con­
veniently check hit una eretending of Qeaalttee policies with a majority 
af tha Ccaadttee aeaaere thaaaelTet. Finally, by vlrtaa of hit saaara-
tioa froa tha aaohaalat t tha aaaoy market, tha Saaretary i s in a posi­
tion to fix hit nlad almoet exclueively aa tha major objectives of tha 
coaatMac's current aaaatary policies, to a degree that would toaa ta ba 
psyeholofieally impossible far tha Haaagar* aha i t aoaoatarily prssosa-
piod, ta a considerable extant, with tha practical effectuation af pel i -
cicc. 
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Aooordingly, I saggost sa sryaagoaoat uador vttiah tho M«sg«r of 
tho aoooaat sad tho Coaaittoo*o Soorotory would bo JotaUy roapanalblo 
with roopoot to propoood aorkot M U O U (or iaaotieas) • a*4oT mis or* 
• •IHMMII1, too aoa aooOd dotoraiiw waothor propoood troasoetloas or la~ 
M U M I ooro la aocord with oarroat Coaaittoo polioy. 

If this proposal U sgrood to te prtaoiplo, too aodw w a o d i 
o i l l dowolop OB dif foront typos of situations oro onoouatorod. fas os-
H M I of tho proposal la that tho Ksaogor i« to look to tte Soorotory 
for a shook OR mo oodorotaadia* of oarroat Goaa&ttoo policy sad waothor 
propoood trsassstloas would ooafara to that policy. 

In oil profcofeUJ.tr, tho Soorotory ordinarily waald ogroo that tho 
Hooofor'a program of aorkot transactions (or laaotloao) for tho day Is 
la oooordoaoo with tho COOMI two's oarroat objcotiToo. In relatively 
fov iastcasos, too Soorotory night doubt waothor tho progroa would ooa~ 
fora to Cooaittoo polioy. la thot event, tho Soorotory cad Moaagor 
would exchange olows sad generally wanld roooh agrooaoat epos o progroa 
for tho day - oltfcor tho Manager* • ooggooood progroa or a modification. 

Xa tho raro oaoos whoa ogrooaoat oould not bo roaohod, tho Moaagor 
norortholooo ooald aot oa hlo m initiative despite tho ooatrory vlow 
of tho Soorotory, la oooh oaoos both aoa would eaaaorlse tholr reoaoa-
iaf la a pairpads to tho Coaaittoo aoahors sad would ho prepared to dlo-
oaas tho incident s t tho next Coaaittoo aeeting. 

2a ease of basic diaagrooaont regarding tho edvieability of traas-
ootleno of eobsteatlel also sad aorkot laportoaoo - o contingency thot 
eight aot eeoar oaoo o yoar - olthor tho Manager or tho Soorotory would 
hove dioorotlon to arlag tho oat tor laaediately to tho attention of tho 
aoaoora of tho Coaaittoo, for oath action at tho aoahors alght consider 
appropriate, la that raro event, oa offort weald bo node to got la 
teat* with a l l asahsrs of tho Coaaittoo, sad not merely tho Chalraaa or 
tho noabors located la Washington. If tho problem sooaoo to ho of oaf-
floioat lapertaaee, a spoelol aceting of tho Coaaittoo alght ho oallod 
to doal with 1%, 

X have outlined thooo procedural dotaila simply to show how tho 
arraagoaaat weald work, bat they aro of relative inaignifieaaoe. las 
ohiof valua weald l i o in tho iaeroaaod reeponsibiiny of oho Soorotory 
so day-to-day interpreter of Coaaittoo polioy sad tho boaaflt derived 
by the Manager froa oath regular and eoaoiatoat ohooks open tho seaas-
aooo of his oporationa. In ether words, tho progroa adoptod by tho 
llsaagor ss s result of his dlssaosloas with tho Soorotory alaost la-
ooltohly weald ho a progroa that roprooontod tho will oad objectives of 
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tha Conwittee a m of tee timely than i f tha Maaager dereloped the prograa 
without sues dally elearawe with an official of equal reapMaibilitr i» 
alone W«k with e w y phaM «f OoM&ttM thlaklag. 

The Otlfgested tfTMgMMt Might Strengthen the OOOtrol of the Goa-
alttee Mcr tlw effeetoatian of i t s policies while preaarriag the benefits 
of naMgMont iMated 1A the oriM MOM/ aarkat. the functions of the two 
o f f i o o r s would aoaploaent «Mh Ot iW, M i OW Operations M o l d b e n e f i t 
ATM the doable ahMk ef the Secretary*! l i U u t e daHy eMtMt with CM* 
a i t tee talakUg and hie deteetnwnt fraa direot e m m with the practical 
prebleM ef OBM Harfcat t r M t o U o u , la addition to the benefit of the 
Manager*a laaodiate and ««ttBMW knowledge of Market eenditlaoe. i t 
M I peeelble that ft plan of tale u t w t , Modified end per fee ted by trial 
•ad error, night develop into M arr sag anon t eoaMaing direct ramil-
bl l l ty Md control with pnet t ia l « « efficient operation, glviag Inoreesed 
ttnrnM that the will «f tho CenmittM In effectuated M precisely M 
peeeible. 

tto feregeing prepMai «o«ld require tho Secretary to aerate o i l of 
hie ti»o to Opoa Market ennitW* nattere. This MOM clearly Justified 
by tho lapertoMe of ear datlM la tho fiold of BOM tor? rogtOatioB end 
the ae*iaablllty of tho olooMt end Met efflalaat possible oo ordination 
of policy aaciaione with dey-to-dey eper etlons. CeneooMatiy, tho Seere-
tery should bo roloMod froti a l l othor dtitlM, although ho would M B U M 
to toe oolootod by tho Opon Market CoMnlttea tram anong tho Board's an> 
ployoM aw ho Mold r ana in en tho pay roU af tho Board of aareraere. 

I t nay bo said that a •tw©-h»adod" awing Mont of tela sort neaee* 
aarlly la oloeey or even anwerkahle. I aa enable to concur la smch ob­
jections. To bo eare, OM aaa in Sow fork ean aako oj> hi* nlad aoro 
rapidly than ho and a oolloagM In Washington aeold raaoh a joint eonela-
sloa. Rawar, tko M M arfMoat oenld bo node with rot poet to tho Soprano 
Court, or tho eqperrlslen of aaabor State banka, or tho deliberations of 
tho Opon Market Ceaaiite* itaolf - oaoh ooald bo expedited if thoro woro 
reep actively OM Jwetlee, only MO eoperrleor (State or Federal), or only 
MO Governor or Prooldont at too hoad of tha ewtrel baakinf ayatoa. Ki-
porionoa ateply has aaow that tha !*•• ia -offlaionoy" that roaults frM 
two or niao or taalvo M doinf «Hat MO Mold do (aa a aaahonloal natter) 
ia Mro than ooMtorbalaMod by tha aMafiraf Mtiag ^ M tha eoanoaito 
JadMMt of a aeltlplo aaabor organisation, mora the inorltabU wvmn 
•t any Ma «IM*O thinking OM bo eorrMted and ehMkod by tha Independent 
thinking of othere. 
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