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Hon, William McC, Martin, Chairwan

Pederel Open Markst Committee

c/o Board of Governors of the
Federel Reserve 3ystem :

Washington 25, D, €,

Dear Bill: |

Before I left the Bank on my recent trip to Europe
- 1 had hoped to talk with you or write you about one aspect of
the hearings conducted by the Joint Eoonomlic Committee on .
Pedbruary 2, 1960, but time pesased and I didn't get o 1t., I
was disturbed by possible implications of, or interpretations
that night be placed upon, & statement you made at the hearing.

" In response to a gquestion by Senator Douglas regarding
the “billis only” policy, you said, in effect, that an important
reason for the policy 1s to guard the integrity of the Desk at
the Fedaral Reserve Bank of New York. and to minimize any chance
of pecple charging the Desk with favoritisam to one group or
another. (Page 225 of stenogrsphic trenscript.} This expression
of viewg was reported in the newspapers; it recelved wide circu-
lation in financial cireles and engendered a variety of comments.
As you oan well understand, there have been some unfortunste
effects on the morale of e of our staff engaged in open
market operations,

As you know, the Pederal Reserve Bank of New York,
acting for others thar the System Open WMariet account, has engaged
over the yeara in a large volume of transactions in Govermment
securities,pf varying maturities, including long-term bonds. No
question has ever been raised, 30 far as we know, either within
the System or ocutside thes Rystem, regarding the integrity of the
Deak or favoritisms on its part in the handling of these transactions.

. The operations of the persomnsl on the Deak are carefully
reviewed by their ‘supariors; indeed, most of the details of the
transactions are agreed upon by Sheir superiors before the trans-
actions are exscuted. The prosedures for amfiits by oug own General
Auditor and for exsmination Wy the emminers of the Board of Jovernors
are intense. Ooing deyoad these "techniocsl” safeguards, I have bren
impressed time and time again, since I have been with the Bank, with
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the integrity and personal dedication with which the officers and
employees concerned with the operstions of the Desk have undertaken
their work.

Perhaps one Ay Qquestion ths Judgment of the Desk with
respect 1o a particular transaction just s one may question my
Judzment or the Judgment of any octher mamber of the Federal Open
Mariket Committes as %o the type of credit Policy called for at
any particular time, Put Jjudgment and integrity are quite different,
Thers has never been amy doubt in my mind sbout the integrity of
our ataff or about 1ts capacity to oarry out open markst operations
directed by the Committee without showing favoritism to one group
or ancther and without giving arny basis for any reasonable man
to charge favoritiem. :

, Immtoammm hearings can be very trying
attm:amthmuao t . that the hearing on February 2
was especially trying for you. Undar such circumstances it is
difficult to phrase one's responses and to foresee all the impli-
cations of what one might say. I did think, however, that you
ahould ow about our reaction,

Yours sineerely,

‘Alfred Hayes,
Fresident
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