
Conduc t of Open M a r k e t O p e r a t i o n s of 
F e d e r a l R e s e r v e S y s t e m 

1, Our b a s i c p o s i t i o n i s t h a t the F e d e r a l R e s e r v e Bank in the p r i n c i p a l 

n a t i o n a l and i n t e r n a t i o n a l m o n e y m a r k e t of the c o u n t r y , and the 

p r i n c i p a l m a r k e t for G o v e r n m e n t s e c u r i t i e s , should con t inue to be 

s e l e c t e d by the F e d e r a l Open M a r k e t C o m m i t t e e t o e x e c u t e t r a n s a c t i o n s 

for the S y s t e m O p e n M a r k e t A c c o u n t , in a c c o r d a n c e wi th p o l i c i e s ana 

d i r e c t i v e s adop t ed by the C o m m i t t e e , and in beha l f of a l l of the F e d e r a l 

R e s e r v e B a n k s . 

2 . O u r r e a s o n s for a t t a c h i n g the g r e a t e s t i m p o r t a n c e to t h i s p o s i t i o n a r e : 

F i r s t , it i s in a c c o r d wi th the f e d e r a l c h a r a c t e r of the 
S y s t e m and i t s g e n e r a l o p e r a t i n g p r o c e d u r e s . N a t i o n a l 
c r e d i t p o l i c i e s a r e p r i m a r i l y d e t e r m i n e d by the B o a r a of 
G o v e r n o r s of the F e d e r a l R e s e r v e S y s t e m and by the 
F e d e r a l Open M a r k e t C o m m i t t e e , and the e x e c u t i o n of 
t h e s e p o l i c i e s i s p r i m a r i l y the job of the t w e l v e F e d e r a l 
R e s e r v e B a n k s e a c h o p e r a t i n g in i t s own a r e a . By 
r e a s o n of the f i nanc i a l s t r u c t u r e of the coun t ry , the F e d e r a l 
R e s e r v e B a n k of New Y o r k i s the n a t u r a l and l o g i c a l F e d e r a l 
R e s e r v e Bank to e x e c u t e open m a r k e t o p e r a t i o n s for the 
F e d e r a l Open M a r k e t C o m m i t t e e . 

S e c o n d , it p r o v i d e s i n s t i t u t i o n a l r e s p o n s i b i l i t y a s d i s t i n g u i s h e d 
f rom ind iv idua l r e s p o n s i b i l i t y for the p r o p e r e x e c u t i o n of the 
d i r e c t i v e s of the F e d e r a l O p e n M a r k e t C o m m i t t e e . T h i s 
m e a n s t h a t the M a n a g e r of the S y s t e m O p e n M a r k e t A c c o u n t , 
in h i s s u p e r v i s i o n of open m a r k e t o p e r a t i o n s , h a s the a d v a n t a g e 
of the a c t i v e and c o n t i n u o u s c o l l a b o r a t i o n of t h e P r e s i d e n t of 
the F e d e r a l R e s e r v e Bank of New Y o r k who i s a m e m b e r of 
the F e d e r a l O p e n M a r k e t C o m m i t t e e , of t he F i r s t Vice 
P r e s i d e n t of the F e d e r a l R e s e r v e Bank of New Y o r k who 
i s an a l t e r n a t e m e m b e r of the F e d e r a l O p e n M a r k e t C o m m i t t e e , 
and of h i s s u b o r d i n a t e staff, a l l on an i n s t i t u t i o n a l b a s i s . 

T h i r d , i t p r o v i d e s the n a t u r a l and l o g i c a l way of keep ing 
u n d e r uni f ied d i r e c t i o n the v a r i o u s o p e r a t i o n s of the F e d e r a l 
R e s e r v e S y s t e m in the New Y o r k m a r k e t , a l l of w h i c h 
c o n t r i b u t e t o the p r o p e r funct ioning of the S y s t e m and to the 
s u c c e s s of i t s c r e d i t p o l i c i e s . A l l c e n t r a l bank ing o p e r a t i o n s 
in the New Y o r k m a r k e t a r e i n t e r w o v e n - d i s c o u n t o p e r a t i o n s , 
T r e a s u r y o p e r a t i o n s c o n d u c t e d by the New Y o r k bank a s 
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f i s c a l a g e n t , open m a r k e t o p e r a t i o n s c o n d u c t e d for a c c o u n t 
of f o r e ign c e n t r a l b a n k s and g o v e r n m e n t s , a s w e l l a s open 
m a r k e t opera t ions for S y s t e m O p e n M a r k e t A c c o u n t . The 
m o n e y m a r k e t i s not m a d e up of s e p a r a t e c o m p a r t m e n t s 
and a l l of t h e s e v a r i o u s kinds of t r a n s a c t i o n s n e e d uni f ied 
d i r e c t i o n . It would be d e s t r u c t i v e of m o n e y m a r k e t t e c h n i q u e s 
anu of the e f f e c t i v e n e s s of the New Y o r k b a n k , bu i l t up o v e r 
the life of the F e d e r a l R e s e r v e S y s t e m , to i n t r o d u c e a n o t h e r 
a r m of the S y s t e m in to the New Y o r k m a r k e t , in the p e r s o n 
of a s e p a r a t e M a n a g e r of the S y s t e m O p e n M a r k e t Account* 

F o u r t h , wh i l e it e s t a b l i s h e s a m e t h o d of o p e r a t i o n s w h i c h i s 
who l ly r e s p o n s i v e to the p o l i c i e s and d i r e c t i v e s of the F e d e r a l 
O p e n M a r k e t C o m m i t t e e , a s t a t u t o r y pub l i c body , it d o e s no t 
d i r e c t l y e x p o s e the o p e r a t i n g a r m of the C o m m i t t e e to t h o s e 
f o r m s of p o l i t i c a l p r e s s u r e , a s d i s t i n g u i s h e d f rom pub l ic 
r e s p o n s i b i l i t y , w h i c h c a n be d e s t r u c t i v e of the i n d e p e n d e n c e 
and o p e r a t i n g i n t e g r i t y of o u r c e n t r a l bank ing s y s t e m * 

Having s t a t e d t h i s b a s i c p o s i t i o n , we a l s o r e c o g n i z e t h a t the F e d e r a l 

Open M a r k e t C o m m i t t e e h a s a b a s i c r e s p o n s i b i l i t y w i th r e s p e c t to the 

s e l e c t i o n and a p p o i n t m e n t of the M a n a g e r of the S y s t e m Open M a r k e t 

A c c o u n t , and t h a t i t i s a p p r o p r i a t e for the C o m n a i t t e e to r e v i e w i t s d i s ­

c h a r g e of t h a t r e s p o n s i b i l i t y . While the r e c o r d of p e r f o r m a n c e , and 

Hie a b s e n c e of spec i f i c c r i t i c i s m of a c t i o n s of the A c c o u n t a s i t h a s b e e n 

m a n a g e d , s u g g e s t t h a t the p r e s e n t m e t h o d of s e l e c t i o n and a p p o i n t m e n t 

of the M a n a g e r h a s w o r k e d w e l l in p r a c t i c e , i t m a y be p o s s i b l e to 

d e v i s e a p r o c e d u r e w h i c h wi l l r e f l e c t m o r e c l e a r l y the a u t h o r i t y and 

r e s p o n s i b i l i t y of the F e d e r a l Open M a r k e t C o m m i t t e e w i th r e s p e c t 

to t h a t a p p o i n t m e n t , and t h u s a b a t e i n t e r n a l d i s s a t i s f a c t i o n wi th 

p r e s e n t a r r a n g e m e n t s and w a r d off p o s s i b l e e x t e r n a l c r i t i c i s m , 

p o l i t i c a l o r o t h e r w i s e * 

To p r o m o t e the m u t u a l o b j e c t i v e s of the F e d e r a l Open M a r k e t 

C o m m i t t e e and the F e d e r a l R e s e r v e Bank of New Y o r k , it i s 

s u g g e s t e d t ha t : 
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(a) The Fede ra l Rese rve Bank of New York continue to be 
selected by the Fede ra l Open Market Commit tee as the 
Fede ra l Rese rve Bank to execute t r ansac t ions for 
System Open Market Account* 

(b) Before appointing a Vice P r e s i d e n t of the Secur i t i es 
function of the F e d e r a l R e s e r v e Bank of New York, which 
is the function which conducts open m a r k e t opera t ions , 
the d i r e c t o r s of the Bank should consult with the F e d e r a l 
Open Market Commit tee , and the re should be ag reement 
between the Commit tee and the d i r e c t o r s as to the 
appointment . 

(c) The F e d e r a l Open Market Commit tee should then appoint 
the same individual as Manager of the System Open Market 
Account . 

The l ines of appointment to the dual job would then be c l ea r , but the 

insti tutional responsibi l i ty of the F e d e r a l Rese rve Bank of New York 

would be p r e s e r v e d and the des t ruc t ive effects of having two a r m s 

or two r ep re sen ta t i ves of the F e d e r a l Rese rve System operat ing in 

the New York m a r k e t would be avoided. 

Nov 17, 1955 
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