A meeting of the executive committee of the Federal Open Mar-
ket Committee was held in the offices of the Board of Governors of the
Federal Reserve System in Washington on Monday, December 11, 1944, at
9:30 a.m.

PRESENT: Mr. Fecles, Chairman
Mr. Sproul, Vice Chairman
Mr. McKee
Mr, Draper
Mr. Leach

Mr. Morrill, Secretary

Mr. Carpenter, Assistant Secretary

Mr. Wyatt, General Counsel

Mr. Rouse, Manager of the System
Open Market Account

Messrs. Piser and Kennedy, Chief and
Assistant Chief, respectively, of
the Government Securities Section,
Division of Research and Statistics
of the Board of Governors

Upon motion duly made and seconded, and
by unanimous vote, the minutes of the meeting
of the executive committee of the Federal Open
Market Committee, held on September 21, 1944,
were approved.

It had been anticipated that the authority granted to the
Federal Reserve Bank of New York at the last meeting of the executive
committee to execute transactions for the System account would be ade-
quate to meet conditions developing in the government securities market
until additional member bank reserves became available during the Sixth
Tar Loan Drive as a result of additions to the banks' war loan deposit

accounts. However, toward the latter part of November, there were

large sales of certificates and increased purchases for the System
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account. On November 29, 1944, it became evident that the New York
Bank would have to have additional authority to meet the situation
and the members of the executive committee, on that date, approved
en inerease from £750,000,000 to %1,000,000,000 in the limitation
on the authority granted to the New York Bank to execute transactions
for the System account, as contained in the direction issued at the
nmeeting of the executive committee on September 21, 194L. The pres-
sure on the certificate market continued after the opening of the
Sixth War Loan Drive, with continued purchases of certificates for
the System account, and, on December 9, 1944, the members of the
committee approved a further increase from #1,000,000,000 to
$1,250,000,000 in the limitation on the authority granted to the
Yew York Bank.
Upon motion duly made and seconded,

and by unanimous vote, the actlons taken

by the members of the executive committee

on November 29 and December 9, 1944, in

granting additional authority to the Fed-

eral Reserve Bank of New York to execute

transactions for the System account were

approved, ratified and confirmed.

Upon motion duly made and seconded,

and by unanimous vote, the transactions in

the System account during the peried Sep-

tember 21 to December 9, 1944, inclusive,

as reported to the members of the executive

committee, were approved, ratified and con-

firmed.

Chairman Eccles referred to the information submitted by Mr.

Reuse, under dates of October 11 and November 1, 1944, in response %o
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questions raised at the last meeting of the executive committee and
in Chairman Eccles' letter of September 11, 1944, to Mr. Sproul, with
respect to certain information concerning brokers and dealers in Gov-
ernment securities. Chalrman Eccles stated that, if agreeable to the
members of the committee, he would suggest that a discussion of these
questions be deferred for consideration at a meeting of the executive
comittee to be held some time after the first of next year. No ob-
Jection was offered to this suggestion.

Before this meeting each of the members of the executive com-
mittee of the Federal Open Market Committee received a copy of a let-
ter dated December 4, 1944, from Mr. Rouse as Manager of the System
Open Market Account, to Mr. Sproul as President of the Federal Reserve
Bank of New York, transmitting a memorandum dated December 1, 1944,
and relating to System policy as it concerned the maintenance of yields
on certificates of indebtedness. The memorandum pointed out that
since May 1942 the New York Bank had been instructed by the executive
committee to "maintain about the present general level of prices and
yields of United States Government securities®, and that, accordingly,
2 pattern of rates had been maintained, with only small variations,
except in the short-term section of the market where the yields on
certificates of indebtedness had been allowed to rise substantially
above the yield curve, which was in accordance with the expressed but

wirecorded views of the Federal Open Market Committee. The memorandum
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also discussed the difficulty of maintaining ylelds on certificates

in line with the pattern of rates, presented a possible way of meet-

iny the problem, and stated that the matter had now reached a point

vhere a reconsideration of System policy, precedent to a review of

the committee's understanding with the Treasury, was necessary. Mr.
Rouse's letter to Mr. Sproul stated that while the memorandum attached
thereto was in course of preparation the Treasury had occasion to re-
view the rates of the regular monthly financing of the Federal Inter-
nediate Credit Banks and also some private financing of the Federal

Home Loan Banks; that in each case the rates proposed by the fiscal

agents of these banks, after consultation with the market, were higher
than for similar financing last June; and that the reason given for

the increased rates was the higher level of yields on Treasury certif-
icates. The letter also stated that Mr. Bell, Under Secretary of the
Treasury, had said that he was considerably disturbed and that he

thought the Federal Open Market Committee was not doing its Job, based

on the Treasury's understanding of the Committee's commitment to main-
‘ain the pattern of rates extending from 3/8 per cent Treasury bills to
the 2-1/2 per cent Treasury bonds. The letter made the further statement
thet, if the pattern of rates on certificates was not to be maintained, it
eppecred that the Treasury should be brought into agreement with the pol-
iey of the Committee and the instructions to the Federal Reserve Bank of
Vew York, as agent for the System open market account and through it to



12/11/1 -5~
Yanager of the System account, should be made clear on this point.

Chairman Eccles stated that he had discussed this matter over
the telephone recently with Under Secretary of the Treasury Bell. He
said he told Mr. Bell that the rate on Treasury bills was nothing more
than a discount rate; that it had no relation to market rates on other
securities in the market; that, therefore, there was no justification
for undertaking to maintain market rates on certificates in line with
the existing rate on bills; and that he would be opposed to instruc~
tions being issued to the Federal Reserve Bank of New York to that
effect as it would only mean that certificates would sell at a greater
premium thereby providing a greater opportunity for certificate holders
to ™pla, the pattern of rates.™ He also said that he stated to Mr.
Bell that, if the Treasury were dissatisfied with the present situa-
tion and desired to mske & request that purchases be made to maintain
higher premiums than those at which purchases had been made in the
recent period, he would present the matter to the Federal Open Market
Committee, but that he would vote against complying with the request
as he did not think this was the proper interpretation of the commit-
ment of the System to maintain a pattern of rates.

Cheirman Eccles also sald that he had prepared a memorandum
for presentation at the meeting of the full Committee which contem-
plated, among other things, an increase in the rate on Treasury bills

to 1/2 per cent and a decrease in the rate on certificates to 3/i
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per cent, and that if such a program were adopted the problem presented
in ¥r. Rouse's memorandum would be largely removed., Therefore, he
suggested that the matter be deferred for consideration at the meet-
ing of the full Committee. All of the members present were in agree-
ment with this suggestion.

Thereupon, the meeting recessed to reconvene following the

nmeeting of the Federal Open Market Committee.

.
Secretary. ‘

Approved:

ML LA

Chairman.




The meeting of the executive committee of the Federal Open
Market Committee was reconvened in the offices of the Board of Gov-
enors of the Federal Reserve System in Washington on Monday, De-
cember 11, 1944, at 3:30 p.m.
PRESENT: Mr, Fccles, Chairman
Mr. Sproul, Vice Chairman
¥Mr. McKee
Mr. Draper
Mr, Leach
¥r. Yorrill, Secretary
Mr. Carpenter, Assistant Secretary
Mr. Wyatt, General Counsel
Mr. Rouse, Manager of the System
Open Market Account
Messrs. Piser and Kennedy, Chief and
Assistant Chief, respectively, of
the Government Securities Section,

Division of Research and Statistics
of the Board of Governors

The decision having been reached at the meeting of the Federal
Open Market Committee, which had just been concluded, that no change
should be made in existing open market policies, the members of the
executive committee were in agreement that the direction to the Fed-
eral Reserve Bank of New York to execute transactions for the System
account should be renewed in the same form as the direction issued at
the last meeting of the committee, and that the Bank should be advised
that in carrying out the direction there was to be no change in the
voliey which had been followed in the recent past with respect to the
purchase of Treasury certificates for System account.

Thereupon, upon motion duly made and

seconded, and by unanimous vote, the execu-
tive committee directed the Federal Reserve
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Bank of New York, until otherwise directed
by the executive committee,

(1) To make such purchases, sales, or exchanges
(including replacement of maturing securities and allow-
ing maturities to run off without replacement) for the
System account, either in the open market or directly
from, to, or with the Treasury, as may be necessary
in the practical administration of the account, or for
the purpose of maintaining about the present general
level of prices and yields of Government securities,
or of maintaining an adequate supply of funds in the
market; provided (a) that the total amount of securi-
ties in the account at the close of this date shall
not be increased or decreased by more than $750,000,000
[exclusive of bills purchased outright in the market
on a discount basis at the rate of 3/8 per cent per
annum and bills redeemed at maturily, and special
short~term certificates of indebtedness purchased
for the temporary accommodation of the Treasury, pur-
suant to paragraph (2) of this direction/, and (b§
that this paragraph shall not limit the amount of
Treasury bills purchased pursuant to the direction
of the Federal Open Market Committee issued under
date of March 1, 1944, or the redemption of such
bilis;

(2) To purchase direct from the Treasury for
the System open market account such amounts of spe-
cial short-term certificates of indebtedness as mgy
be necessary from time to time for the temporary ac—
commodation of the Treasury; provided that the total
amount of such certificates held in the account at any
one time shall not exceed $750,000,000;
and

(3) Upon approval by a majority of the members
of the executive committee, which may be obtained by
telephone, telegraph, or mail, to make such other pur-
chases, sales or exchanges for the account as may be
found to be desirable within the limits of the authority
granted to the executive committee by the Federal Open
Market Committee.

In taking this action it was under-
stood (1) that the limitations contalned
in the direction included commitments for
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purchases or sales of securities for the
System account; and (2) that in earrying
out the direction there wes to be no change
in the policy which had been followed in
the recent past with respect to the pure
chase of Treasury certificates for System
account.

Thereupon the meeting adjourned.

Approvedz /Oé
ALY

" Chairman.




