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o Bembers of Speeial Svbcommittes of Sabjest: M of the
Sy Federal Cpan Narket Committee t+ Agoeunt

Frem J. L. Rohertson

The past yesr hes seen ihe introduwstian eof preposed legilslation
t» abolish the Opem Merlet Comvittes and to tramsfer its fuwtiams %o
the Board of Qevernars, and thw Besrd has reseived a publicised resem-
mudatisn that the "axesuiive «fises™ of the Upen Market Cammittes be

wansferred from New York o Nashingten,

I belisve thet the mambersihip en the Open Narket Cemmittes of five
federal Reserve Bank Presidents adds materislly o the strength af the
Commistos and the soundmesn of its Jjuignents md eperations. Thw ques-
tien of piysisal lesation of the Acsomt Mamager is 3 mere dowbilul eme,
et I an setisfisd that, for the present at lssat, the disadvantages of
mu:-«u-mrckummumummm-

Neverideless, there 1a sme validity in ene idea that uwderiies
the prepesals referred to - nemaly, that i

Asosunt Nemager 0 be mre direstly md axelusively responsible to the
Open Mariet Committes than presently 1is She ease. The jeb of this Sub-
camities is t¢ devise » prosedire that will make System Asesunt Srmms-
sstises reflest the Cammittes's policiss as ssswately pessidle, whidk

presarviag tha advantages of hav the Kaneger 1 in
natien's finaneial omter. 1% seated Bow Terk, the

To this ead I suggest the advisshbility of prevesding in ssoerdsass
with Cheirnss Xarsin's memermdws of May 10, S on the "Status of the
Vanager of the Zysten Open Narist Asoount®. Rieofly smmarised, the
Chaivmmn'ts w8 thet the Camities sheunld salest \he Mamager snd
fix his selary, snd that the Memager should devetse himself miiraly to
ﬂumammmmmnmamnumm
nithes. The Nemager amd M taff weuld b m the pey rell of tha Hew
Terk rederal Reswrve Bank, but apart frem swsh “perseanel® arrangenmms s
for sonvenienes, the Manag wmd kis staff astually weeld de emplegwes
of e Gemmittos. The physical sivs of swr Open Merkes eperstions wewld

remsin in New Yok, but the s frem 7 -
reesly £ *com z pelisy te sperations weuld be di

»
modiasy of the Nev York Bamk, as ot preseat.

L
»
o
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At worst, direet responsidility of the Nanager to the Comni tten
(rather them responsibility threugh an inSermedisry, ths Hew Yark Bank)
sould Mh%ﬁo responsivensss of ths Xamager to the Committes's
wishesj st best, respamaivemsss of the Hamager would be sshanced by
the reacvel of s wnmseessery link in the akain Detween policy forme~
tion snd eperaticns. In other wards, it may be that thers is nething to
de lest sxd semething swetantial e be gained by s mere direst relasiom-
ship between the Nanager snd the Cammittes. A2 additional benefis of tw
Kamager's not belng a part of the sperating strusture of the Haw York
Foders) Ressrve Pank would be Shat the Nsnager weuld ns longer bs re-

t0, and repert to the diresters of that Bk, and the -

bility of *lsaks® in that ares would de avelded. This is net te -
t such lesks have escwrred, bu
sy chamoe of sweh ocscarreness if

other sdvamtages,

Of eourse, the Manager should have sqeees o
tien sad material tn the System and the bemefit of my studies wileh re-
late to Open Market work, It is probabls that e
should undertabs ths tesk ef training others througheut tlw System 1in
Open Mariet ieshnigues se that there would alweys be a supply of perseas
avalladle %o i1l vaoansiss in tlw staff at all levals.

The feregoing arrangment weuld represenst a leag step in the right
direetien, bat in =y epinion it dess not provide a complede anawer to
the question of hew we can estedlish a nere ppreprisis relatimmshipy be-
s the Open Market Committes and the sxseution of 148 polisiss. There~-
fore, I sbuit for emeideration s refinement aleng the lines of the sug-
gestion scntained in ny maorandum 0 the Speslsl “emmities on July &,
1955, This refinememt lovelves sm expansion of the daties of the Cem~
mittee's Sesretary, As I steted in that memerendmm, by virtue of his lo-
oatio in Washington md the ready svallability ef dally contast with a
najerity of the mubers of the Cammittss, the Seeretary is parmested to
an sxosptisnal degres with tlw "feel® of Cemmitiee pelisies, jJust o5 the
Namager develeps the fesl of ¥he woney market tiwongh his daily sontacts
ia Wall Stress, In the event of nesd, the Secretery sem quickly md com-
veniently sheek his understending of Committee polisies with s majerisy
of the Comsd $tve membors themselves. Finally, by virtuee of his separe
tian froem the meshmmiss of the monsy narket, the Seeretary is in a posi-
Wen to fiz kis mind almost exolusively en the majer sbjestives of the
Connitiee's curremt menetary policies, to a degres that weuld seen te be
psychelegisally imposaible for the Mameger, whe i aesessarily presgan-
pisd, te & cmsideradls extens, with the prastisal sffestuation of poli~
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Asoerding I suggest mm srrangemat under which the Mensger of
the Asceunt ndx{'hn Committes's Sesretary would be jointly responsible
WAk respeat to propesed market sstions (er insstions). Under this ar-
rangament, twe nes wuld determine whether preposed Aransaciions or ine
scticns were in ascerd with ourreat Cumities pelicy.

I this prepaasl is agreed e in prineiple, the v
will develep s different gpes of sitaatiens are snooud . ok~
senge of 3he prepossl ia that the Nenager is to leok te the Zesrebary
for » thosk e his understending of current Cemmiites policy amd whether
prepessd Wramsastions weuld semfers ie shat pallaey.

In all probeadility, the Seerstary ordinerily would agres that thw
Mamager's pregram of market transactions (er insstions) fer the day is
tn escerdamse with the Cemmittes’s cuavrent shjsatives. In relatively
fov instenses, the Seeretary might deubt whether the pregram weuld cem~
forn to Cammdttes peliay. Ia that evan$, the Seeretsry sad Hamager
world exehmge views and gemsrally weuld resch sgretwsat vpen & pregram
for the day ~ efiher the Nemager's suggested progras e & modifisation.

In the rare sases whan agresment oeuld net de reached, the Mamager
nevertheless could ast on his owm iaisiative despite the contrary view
of the Zesretary. in sueh sases Doth mam weuld sumaarise their reasom-
ing in nemerania t¢ the Coomittes members snd weuld be prepared te dis-
cens e incident at the next Commitiee meeting.

In case of Danic disagresmamt regarding S‘he advisability of trams-
astions of swetential sise and nwrist imper tenoe -~ a combingenny thet
alght 8ot secur onoe & year - either the Nemager or the Secretary weuld
have disereiion to bring the matter imaediately to the attmiion of the
mesbery of the Cesmities, for sush astiea ss the members might eeasider
wpreprizte. In that rare event, an e¢ffort weald de neds te got in
toush with 211 members of the Cemmitiee, snd net merely the Chairmas or
e menders located in Washington. If the preblem sesmed to be of suf-

ficient impartense, a specisl mesting of the Cammittes might be ealled
te deal with 1%,

I have outlined these precedaral details simply %0 shew how the
srrmgement would work, but they are of relative lnsignificanse. The
chisf value would 1lis in the facreased respensibility of the Seeretary
a8 day~te«day interpreter of Cemmittes policy and the benefit derived
by the Kmnager frem such regular snd cemsistent cheoks upon the seund.
Ress of his eperatiens. In other words, the yregran sdepted by the
Ramager as » resnlt of his dissussions with the Cagretary almost in.
ovitably would be s program that repressmted the will smd ebjectives of

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis


http://profcofeUJ.tr

-l -

the Comittes mers offsctively them 1f the Nanager develepesd the pregram
vdthout sueh deily elesrsass with an offieisl of equal rempemsibility in
alese towoh with every phase of Committes thinking.

The suggested srTangement might »rengthen the sontrel of the (om-
alttes over the effeatustion of its polisies whilie preserviang the beamfits
of mamsgemsnt lesated ia the prims womey market, ihe funetions of the two
offisers would osmplement ssch other, and ew eperations would bumelit
frem the dewbls sheek 87 the Sesretery’s intinate daily comtast with Com-
sittes Mainking axd his detseiment frem diress concera with the prassical
prédlems of Opm Nerket tramsasstims, in addition to the heneiilt of the
Namager's immediste and continmuous knewledge of market eenditiens. It
seems pessible that & plan of this naturs, modified snd perfested dy trial
and errer, might develsp inte en srramgement sosbining direet respmsi-
pility sad centrel wish praoties]l md offlcient eperation, giving ineressed
sssuranss that the will of the Committes ia effectunted a» presisely s
pesaidle,

The feregeing propesal wosld requirs the Sseretery e devete sll of
his time to Cpem Mariet Cammittes matters. This sesms cloarly Jwtifisd
by the impertsnse of ow dutiss ia the fiald of mometary regulation saad
the advisability of the slomest md most sffisient possible eeardination
of polisy desisions with dey~to-day eperations, Censegqoently, the Segre-
tary should de relsased from all ether duties, although he weuld omitimme
to be selosted Yy the Open Meriet Cammittes from smoung the Bewrd's em-
ployess amd he would remsia on the pay roll ef the Bosrd af Oeveracrs,

It may be said that & "two-Meaded” wrramgusent of this sert ceges-
sarily 4o clumsy or even wnwerkable. I an waable to conour in swoh eb-
Joationa, To be sure, o mam 12 New York can make up his mind nere
rapidly Shen he md a collsagme in Weshingten oould ressh a jeint sonolu~
sion, Hevever, tle same wrgweent ceuld be nade vith Pespect %0 tie Bupreme
Court, or the suwpervisien of nember Etate banks, or the deliberstions of
the Open Market Committes iteslf - eash eould be sxpedited if thers ware
respestively ane Justies, culy one swparviser (3tate Federal), or only
one Qoverncr er President at the lead of the seatral tystem, LKx-
perisnes simply hae shown that the 1ess in "sffisisncy” had results frem
:wni.:artudnuziumﬂlno do (ax a mechamical matber)

mre thn cowmterdalamsed by the besnf ssbing upen the cempesite
Jodgeent of & wultiple-aamber ergmisation, where Ve imeviteble errers

of say ene men's Whinking em be serrevted sand ohidcked the Sadependent
tdnking of others. i
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