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 Thursday, March 1, 1945, at
5:00 p.m.

PRESENT: Mr, Eccles, Chairmen
Mr. Sproul, Vice Chairman
Mr. Szymczak
Mr. Evans
Mr. Alfred H. Williams

Mr, Morrill, Secretary

Mr. Carpenter, Assistant Secretary

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, Mr. Sproul was re-

elected Vice Chairman of the executive com-

mittee to serve until the election of his

successor at the first meeting of the Fed-

eral Open Market Committee after February

28, 1946.

In connection with the direction to be issued to the Federal

Reserve Bank of New York with respect to the execution of transactions
for the System open market account, it was suggested that the direction
issued at the last meeting of the committee be renewed except that the
limitations contained in paragraphs (1) and (2) of the direction be
fixed at 8500 million instead of 750 million with the understanding
that should additional authority be needed it could be granted by the

members of the committee, as provided in paragraph (3) of the direction.
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Thereupon, upon motion duly made and
seconded, and by unanimous vote, the execu-
tive committee directed the Federal Reserve
Bank of New York, until otherwlise 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 main-
taining an adequate supply of funds in the market; pro-
vided (a) that the total amount of securities in the ac—
count at the close of this date skall not be increased or
decreased by more than $500,000,00¢ /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
maturity, and special short-term certificates of indebted-
ness purchased for the temporary accommodation of the
Treasury pursuant to paragraph (2) of this direction/,
and (b) that this paragraph shall not limit the amount
of Treasury bills purchased pursuant to the directions
of the Federal Open Market Committee lssued under dates
of March 1, 1944, and March 1, 1945, or the redemption of
such bills;

(2) To purchase direct from the Treasury for the Sys-
tem open market account such amounts of special short-~term
certificates of indebtedness as may be necessary from time
to time for the temporary accommodation of the Treasury;
provided that the total amount of such certificates held
in the account at any one time shall not exceed $500,000,000;
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 purchases, 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 that the limitations contained in
the direction included commitments for
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purchases or sales of securities for the
System account.

In accordance with a suggestion by
Chairman Eccles, copies of the memorandum
addressed to the Board of Governors by Mr.
Piser under date of February 8, 1945, with
respect to brokers and dealers in Govern-
ment securities were handed to the members
of the executive committee, and it was un-
derstood that the matters referred to in
the memorandum would be taken up at the
next meeting of the committee.

Messrs. Eccles and Sproul then made substantially the follow-
ing statement with respect to their conference with Secretary of the
Treasury Morgenthau this afternoont

The meeting was attended by Secretary Morgenthau,
Under Secretary Bell, Mr., Haas, Director of the Division
of Research and Statistics of the Treasury, and Messrs.
Eccles and Sproul. The meeting was a very friendly and
informal one. We told the Secretary that we had given this
matter more consideration than at any other time; that the
memorandum which had been approved by the Federal Open Mar-
ket Committee was the result of several conferences of mem-
bers of the executive committee with representatives of
the Treasury and of a very full and complete discussion
by all of the members of the Federal Open Market Committee
and the other Presidents of the Federal Reserve Benks, all
of whom had an opportunity to present their views, and that
the memorandumr represented the unanimous recommendation of
the Federal Open Market Committee as well as the Presidents
who were not members of the Committee. The memorandum was
read by Chairman Eccles, who at several points diverted
to emphasize certain aspects involved in the recommenda~
tions, and these were discussed.

Mr. Bell wanted to know whether the System representa-
tives had considered a bank offering of §3 billion of 1-1/4
per cent securities in place of certificates and the sug-
gested 1-1/2 per cent issue. We said that that had not been
discussed at this time but had been considered on previous
occasions and that some objection had been raised to such
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an issue. Secretary Morgenthau expressed the opinion

that there should not be an issue during the drive that
would be available to banks only but that they should be
allowed to subscribe for the shori~term issues that would
be in the basket. Mr. Sproul raised the point that to
give the banks a 1-1/L per cent security might increase
the speculation and free-riding on the 1~1/2's even though
there was a separate offering of 1-1/4's to the banks,

and that the cost of the 1-1/2's and the 7/8 per cent
certificates would be no more than the 1-1/4's.

Secretary Morgenthau followed the reading of the mem-
orsndum very attentively, and it appeared that he had a
much more comprehensive picture of what we had in mind
than ever before. It was apparent that he had participated
in a considerable amount of discussion and that the bankers
and his own staff, including ¥r. Gamble's organization,
had acquainted him with many of the objections that had
been raised to previous drives.

We had a good opportuniiy to present the reasons why
a direct bank financing was desirable, pointing out that
if a direct offering were not included we could be sure
that the corporations would take more securities for re~
sale to banks. It appeared to be the opinion of the Treas-
ury representatives that the 1-1/2's should not be made
available to corporations. Secretary Morgenthau asked
why that was our opinion. We presented our reasons and
Mr. Bell szid that those were the reasons for the Treas-
ury's position also. Chairman Eccles sald that he was
particularly in favor of not making the 1-1/2's available
to corporations if a direct offering were given to the
banks, but that to ask the corporations not to byy for
resale was not very consistent if the banks were not
given a separate offering.

Secretary Morgenthau was concerned about the little
banks if only the 7/8's and 1-1/2's were made available
to them during the drive. He said that the banks were
doing a lot of work for the Treasury and that it had no
way of compensating them for it. It was brought out that
10 per cent of the savings deposiis of a small bank did
not mean much. Mr. Bell suggested that instead of elim-
inating the banks from investing some portion of their
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savings deposlts in long-term bonds, the 1limit for the
next drive be placed at $100,000. Secretary Morgenthau
asked why the banks should not be allowed to take up to
$100,000 of F and G bonds, which would be much easier to
police and the securities would be more desirable from
the banks' standpeint. We all agreed that that would
meet the problem with the little banks, that it would

be desirable, and that the other banks would be satisfac-
torily taken care of by our suggestion of accepting small
subscriptions in full, except that the limit on such sub-
scriptions should be reduced to $25,000 for each issue
instead of $50,000.

Mr. Bell had certain other suggestions and the Secre-
tary suggested that we ge into Mr. Bell's office and dis-
cuss them. He also said that he would like to consider
our suggestions and discuss them with members of his owm
staff, and that he would get in touch with us again to-
norrow morning. Mr. Rouse went into Mr. Bell's office
with us and the discussion there was almost entirely re-
lated to three things.

The first was the question of when to announce the
maturity on the 2-1/2's, 2-1/4's, and 1-1/2's. That ques-
tion has not yet been settled but 1t was generally agreed
that the maturities on the 2-1/2's and 2-1/4's should be
announced when the basket was announced. There was also
some discussion as to what the maturities should be, and
we argued that a material extension of maturities would
give the public the idea that the Treasury was pushing
the maturity out to reduce the rate. Mr. Bell suggested
that the call period be increased from five to seven years,
and we agreed that there would be no objection to that.

Te discussed aquite extensively the desirability of shorten-
ing the period during which restricted issues would be
eligible for banks. We had also discussed that with Sec-
retary Morgenthau and he seemed to be receptive to the
idea. VWe all had a little difficulty in determining the
question of pricing the 1-1/2's. There was a possibility
of their going up on the announcement and if the maturity
were announced now they might go to such a premium that
there would be an unnecessary amount of free-riding. That
caused everyone to hesitate to fix the maturity now. There-
fore, that question has also been left open.
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Mr. Bell was interested in having us consider whether
the bank offering should be before or after the drive.
Secretary Morgenthau thought it would be better to have
it before the drive for the resson that if it were made
after the drive it might create the impression that the
Treasury had to resort to the banks in order to get the
necessary amownt of financing, and that if the banks were
allowed to subseribe before the drive they would be less
anxious to acquire securities indirectly.

The Treasury representatives, including Mr. Gamble,
were of the opinion that they did not want heavy oversub-
scriptions in the next drive. Mr. Haas appeared to expect
thet about $17 billion would be raised and felt that it
would be unfortunate if the drive produced mach more than
that,

They raised a guestion as to the guota for corpora-
tions. We had fixed that at $5 billion, whereas they
had in mind $ billion. We stated the reasons back of
our suggestion but Mr. Haas said they would like to raiss
it to 26 billien anyway, as there would be some buying
Tor resale and if the quota were made $6 billion there
would not be a substantial oversubscription. We sald
that, if the Treasury sales organization was willing to
fix a quota of $6 billion with a direct bank offering,
the Federal Reserve representatives would have no objec~
tion to it except that if the corporations did not have
funds with which to make their gqucta a situwation might
result in which the corporations would be urged not %o
sell securities in order to buy drive securities but
where the quota could not be reached without such sales.

This was the best conference we have ever had with
the Treasury people on Treasury financing and has proved
two things: (1) that our coming together for a discus-
sion and putting our conclusions in writing is important,
and (2) that much better results are obtained when ihe
group conferring with the Secretary is a small one.

We received the definlite impression that Messrs.
Bell and Hazas favor a direct bank financing but that
the sales organization does not like ite.
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Thereupon the meeting adjouwrned.

Secretary.

Approved:

Chairman.



