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Menorandum:?
To Members of Special Subcommitiee of Subjeet: Managwment of the
the Federal Open Market Uommittee System Opén ﬁarﬁt Aggount

From J. L, Robartson

The past year has seen the introduction of proposed legislatien
to abolish the Open Market Committee and to transfer its functions to
the Board of Covernors, und the Board has received a publicized recom-
mendation that the "exesutive offices" of the Upen Market Jommittee be
tranaferred from New York to Washington,

I believe that the membership on the Upen Markei Committee of five
Federa)l Reserve Bank Presidents adds materially to the atrength of the
Committee and the soundness of its judgments and operations. The ques~
tion of physiocal looation of the Account Manager is a mare doubtiul anse,
but I am satisfied that, for the present at least, the disadvuntages of
removing the Mensger from New York to Washington would outweigh the pos-
sible benefits,

Hevertheless, there iz some validity in one idea that underlies
the proposals referred to - nemely, that 1t would be desirable for the
Acocount Manager to be more directly and exclusively responsible to the
Open Market Commitiee than prosently is the case, The job of this Sub-
camittee 1s to devise a provedure that will make Jystem Account trans.
actions reflect the Cammlitee's policlies as accuwrately a8 possible, whilk
pressrving the sadvantages of having the Hanasger looated in New Yerk, the
nation's financial ceter.

To this end I suggest the advisabllity of proceeding in escordance
with Chalrman Martin's memorandum of May 10, 1955 on the "Status of the
Hanager of the System Open Markst Account". Briefly swmerised, the
Chairmen's proposal wae that the Commitiee should seleot the Manager and
£ix his sslary, and thai the Manager should devote himsell entiraly to
the work of the Committes and should be responeible solely to ths Come
mittes, The Manager snd his staff would be on the pay roll of the New
York ;ederal Heserve Bank, but apart fram such "personnel" srrangements
for convenience, the Manager and his staff actuslly would be employees
of the Committes. The physical situs of our Open Market operations would
remain in New York, but the step from policy to operations would be die
rectly from the Committes to the Manager, rather than through the inter-
mediacy of the New York Bsnk, as at present,
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At worst, direct responsiblility of the Manager to the Comnd tiee
(rather then responsibility through en intermedisry, the New York Bank)
could hardly diminish the responsiveness of the Mansger to the Committes's
wishes; at boﬂ, the responsivensss of the Hanager wonld be enhansed by
the removel of an unnesessary link in the chain detween policy forme-
tion and operations, In other words, it may be that there is nothing to
be lost and something subetantiel to be geined by & more direct relailon-
ship between the Manager end the Committes. An sdditienal benefit of the
Masnager's not belng a part of the operating structure of the Hew Yerk
Federsl Heserve Bank would be that the Manager would no longer be re-
sponsible to, sand report to the diractors of that Bank, and the possi-
bility of "leaks” in that ares would be svolded. 1This is not to ﬁTy

at such loaks have oocurred, but merely that it is advisabls to avoid
any chanoe of such occurrences if that can be achieved without loss of
other advantages,

0f sourse, the Mansger should have access to all pertinent informa=-
ton and material in the System and the benefit of my studies which re-
late to Cpen Market work., It is probable that the Manager and his staff
should undertaks the tesk of training others throughout the Systea in
Open Market techniques so that there would alwsys be & supply of persons
available to fill veomnoies in the staff at all levels.

The foregoing arrangement would represeat a long atep in the right
direetion, but in my epinion it does not provide a complete snswer to
the question of how we can establish s more sppropriate relationship be.
tween the Open Market Committee and the execution of ite policies. There-
fore, I submit for considevation a refinement aleng the lines of the sug-
gestion contained in my memorendum to the Speeial Committee on July 6,
1955, This refinement involvez an expansion of the datlee of the Came
mitteo's Ssoretary. As I ststed 1n that memorandum, by virtus of his lo-
aatlon in Washington md the ready avallability of dally contaot with a
mnajJority of the members of the Conmittes, the Secretary is permeated to
an exseptional degres with the "feel™ of Committes policies, just as the
Manager develops the feel of the money market throngh his daily contaote
in Wall Street. 1In the event of nesd, the Secretary ean quickly and con-
veniently check his understanding of Jommitiee policies with a msjority
of the Commitiss members themeelves. Finally, by virtus of his separa-
tion frem the mechanlos of the money market, the Seeretary is in a posi-
tion to fix his mind almost exolusively on the major objeotives of the
Committee's ourrent monetary policies, to & degres that would seem to be
peyshologieally impossible far the Manager, whe is necessarily preccou

p:od, to a considerable extent, with the practical effsestuation of poli-
¢1.68,
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Acaordingly, I suggest an srrangement under which the Hanager of
the Account and the Committes's Seecrstary would be jointly responsible
with respect to proposed market sstions (or inactions}. Under this ar-
rangement, two men would determine wvhether proposed transsctlons or ine
actions were in socerd with current Coamittee poliay.

If this propesel is agreed to in principle, the modus randi
will dovelep as different types of situatims are encountered. o8~
sence of the proposal is that the Namager is te look to the Secretary
for s cheeck on his understending of current Committee policy and whether
propossd transsstions would eomform teo that poliey.

In all probability, the fesretary ordinarily weuld agree that the
Mansger's program of market transasctions (or insotions) for the day is
in socordsnce with the Comaittes's current objeotives. In relatively
fow instances, the Jegretary might doubt whether the program would cone
form to Cammittes policy. In that event, the Seeretary and Manager
would exohsnge views and gemsrally would reesh agresment upon a program
for tha day - elther the Manager's suggestad program o a modiiication,

In the rare cases whan agresment could not de resched, the Manager
nevertheless could eot on his own initistive despite the contrary view
of the Seeratary. In such cases both men would summarise their reason-
ing in memoranda to the Commities mewbers snd would bs prepared to dis-
suss the ineident at the next Committee meeting.

In case of basic disagreement regarding the advisability of trans-
aotiony of substaniial sise and market importanse - a contingenoy that
might not ocscur onoe a year - either the Meanager or the Segretary would
havs diseretion to briag the matter immediately to the attention of the
membery of the Commltiee, for such astion as the members might consider
aopropriate. 1In that rere svent, an effort would be made to get in
touch with all members of the Committies, and not merely the Chairmsn or
the members looated in Washington, I£ ihe problem sesmed to be of suf-

fioleni importanse, a specisl meseting of the Committes mizht be
0 deal with i, ! ' = ontied

I have outlined these procedural details simply to show how the
srrangement would work, but they are of relative insignifisanse. The
chisf value would lie in the inoreasaed responsibility of the Seeretary
a8 day~to-day interpreter of Committes polioy snd the benefit derived
by the Manager from such regular snd cansistent ohecks won the sound-
ness of his operstions, In other words s the program sdopted by the
Manager 2s & result of his discussions with the feagretary almest in-
evitably would be a program that represented the will and objectives of
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the Committes more effectively than if the Manager developed the program
without such daily elearancs with an of ficial of equal responasibility in
olose touch with every phase of Committee thinking.

The suggested arrangement might sirengthen the conirol of the Com-
mittee over the effeatuation of its polisies while preserving the bemsflts
of management located in the prime money market., 7The funstions of the two
of ficers would complement sach other, and ow operations would benefit
from the dourle check of the Secretary's intimate dally ocomtest with Com-
mitbee thinking and his detachment from direct concern with the practicel
problems of Opsn Market transactims, in addition to the benefit of the
Manager's immediste and contimous inmowledge of market conditions, It
seems possible that & plan of this nature, modified and perfested by trial
and error, might develep into sn srrangement combining direot responsi-
bility sand contrel with practisal smd efficlent operation, giving increased
assuranse that the will of the Committee is effectuated 88 precisely as
possibley

‘he foregoing propoeal would raquire the Secretary to devote all of
his time to Open Market Coumitiee matiers, This seems clearly jJustified
by the impertsnce of our duties in the fleld of monetary regulation snd
the advisabllity of the closest snd most officient possible cocrdination
of poliscy decisions with day~-to-day operations, Consequently, the Seore-
tary should be relessed from all other duties, clthough he would continue
0 be selected by the Open Merket Committee from smong the Board's em-
ployess and he would remain on the pay roll of the Board of Uoverncors,

It may be ssid that & "two-lwaded" srrengement of this sort neces-
sarily is clumsy or even unwerkable. I am unable to conewr in such ab-
Jeotions. To be sure, cne man in New York can make up his mind mare
rapidly than he ad & collesgue in Washington eould resch a joint conclu-
sion, However, the smme srgument could be made with respect to the Suprems
Court, or the supervision of member State danks, or the deliberations of
the Open Market Commitiee itself - mach could be expedited if there were
respectively one Justice, only one supervisor (State or Federal), or only
one Governor or President at the besd of the central banking system. Ex-
perience simply has shown that the loes in "efficienay" that results from
two ar nine or twelve man doing whet one gould do (as a mechmical matter)
is more than gcounterbalanced by the benefit of acting upon the composite
Judgment of & multiple-member orgsnizstion, where the inevitable errors

of sny wne nan's thinking ocan be sorrsoted and checked by the independent
thinking of othera, d pe



