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February 20, 1950

Menbers of the Board

Mr. Vardsman

On several occasions during the past three years the question of
elternating Class C directors to the position of Chairman has arisen quite
informally. Some weeks ago I asked Mr. Morrill and Mr. Carpenter to give
me a memorandum on this subject, and Mr. Carpenter has handed me the eat-
tached dated February 8, in which he outlines some of the advanteges and
disadventages of the slternating procedure.

In view of the apparent preponderance of disadvanteges, the
question can be dropped, so far as I am concerned, and I am handing you
the memorandum for your general information.

¢cec - Mr. Morrill
Mr. Thurston
Mr. Cerpenter
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February 8, 1950
To: Mr. Vardaman

From: Mr. Carpenter

In response to your request, I heve conferred with Messrs. Morrill
and Thurston on the desirability of a system of annual rotation of the
chairmanship of a Federal Reserve Bauk among the three Class C Directors
and, aefter balancing the advantages and dlsadvantages of such an arrange-
ment a8 set forth below, we have come to the conclusion that the present
procedure is the more desirable.

ADVANTAGES

1. Would require the Board to exercise greater care in the
selection of Class C Directors because all three, rather than one, would
be called upon to serve ag Chairman.

2. Would give all Class G Directors closer combact with the
Board and Cheirmen of other Federal Regerve Banks and increase their in-
terest in System problems.

3. Vould bring all Class C Directors into closer contact with
officers and operations of the Federal Reserve Banks.

4. Wouid prevent too great a crystallization of policies and
procedure as it would ensble a nsw Chairman more readily to propose new
ldeas.

5. Would make it clear that a particular individual would not
be expected to serve as Chsirmen throughout the 3-year period of his ap-
pointment as Class C Director,

6. Would make service as Class C Director more attractive be-
ceuge of the prospect of serving &g Chairman of the Federal Reserve Bank.

DISADVANTAGES

1. VWould accentuate gome of the existing problems in connection
with the appointment of Chairmen. It has been the general preference of
the Board to select & Chzirman whose place of business was in or near the
head office city, in order that he might be more readily available for
consultation by the officers as well as to enable him more conveniently
to attend meetings of the executive conmittee in addition to those of the
board. This policy would be more difficult to carry out under a system of
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rotation becsuse it is preferable that the three Class € Directors come
fram various parts of the district.

2. It would deprive the Board of the advantage it now has of
designating the particular individual among the three Class C Directors
vho seems best qualified to serve as Chairmen, and might operate to pass
the Chairmanship in some years to men who would be less suitable for that
purpose than the incumbent.

3. Although the Board has used its best efforts to obtain the
best gqualified men for all three Class C directorships, it has been found
necegsaery frequently to seck someone outside the group to £ill the Chair-
manship vhen a vacancy occurs or-a successor is desired for any other
reason.

4+ The Chairman serves also as Federal Reserve Agent and if
the position were rotated each year thers would be the difficulty of more
frequent transfers of responsibility to new Chairmen for Federal Reserve
note issues end other sgtatutory functions.

5. The Chairmanship would change so frequently that it would
reduce the effectiveness of the incumbent and his opportunity to carry
out policies which take some time to develop, especially in view of the
fact that the Class C Directors are s minority of the board. Disadvan~
tages would be reduced to some extent if rofation were on a 3-year rather
than an enmuzl basis.

6. It is often the case that designetion as Chairman is & de-
cisive factor in persuading outsianding men to accept appointment as Class
C Director. It would increase materially the difficulty of obtaining his
acceptance 1f it were understood that he could serve as Chairman for only
one year in the three years of his term. It is also probable that in some
cases the Chairman would resign rather than stay on merely as a Class G
Director.

7. N¥o matter how desirsble in principle & system of rotation
pight seem to be at first, experience with other self-imposed rules has
showm that the Board would not consider itself bound and that it would
make exceptions beczuse of personalities or other reasons of expediency.
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