A meeting of the executive committee of the Federal Open
Market Committee was held in the offices of the Board of Governors
of the Federal Reserve System in Washington on Tuesday, April 1,
1947, at 10310 a.m.

PRESENT: Mr. Eccles, Chairman
Mr. Sproul, Vice Chairman
Mr. Draper
Mr. Vardaman
Mr. Davip

Mr. Morrill, Secretary

Mr. Carpenter, Assistant Secretary

Mr. Vest, General Counsel

Mr. Thomas, Economist

Mr. Rouse, Manager of the System Open
Market Account

Mr, Smead, Director of the Division of
Bank Operations of the Board of
Governors

Messrs. Musgrave, Chief, and Smith,
Economist, Government Finance Sse-
tion, Divislion of Research and
Statistics, Board of Governors

Chairman Eccles stated that Senator Tobey, Chalrman of the
Senate Banking and Currency Committee, called on the telephone yester-
day and said that he understood that Semator Taft was planning vigor-
ously to oppose the passage of the bill extending for a further perled
the existing authority of the Federal Reserve Banks to purchase secu-
rities directly from the Treasury, and inquired whether the Board felt
that, as Chairman of the Banking and Currency Committee, Senator Tobey
should press to have the bill brought up and passed. Chalrman Eccles
also said that, while the existing authority explred yesterday, he
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told Senator Tobey that he did not think it made a great deal of dif-
ference vhether the bill was passed now or at any reasonsble time in
the future and that it might be better if he did not press for pas-
sege at this time. The Chairman went on to say that he tried to as-
certain Senator Taft's attitude on the bill, but had not been able
to reach him,
Upon motion duly msde end sec-

onded, and by unanimous vote, the

minutes of the meetings of the execu-

tive committee on February 27 and

March 1, 1947, were approved.

On March 13, 1947, in order to increase the authority of the
Federal Reserve Bank of New York to sell and redeem securities for the
System open market account, the members of the executive committee ap-
proved an increase from $500 million to §750 million in the limitatiom
contained in the first paragraph of the directlon issued by the execu-
tive committee at the meeting om March 1, 1947, and cn March 20, for
the same reason, the limitation was further increased from $750 mil-
lion to $1,250 million.

Upon motion duly msde and sec-
onded, and by unanimous vote, the
actions of the members of the execu-
tive committee on March 13 and 20,

1947, vere approved, ratified, and
confirmed.

Mr. Rouse then submitted a report prepared at the Federal Re-

serve Bank of New York of open merket operatlons for the peried from



February 28 to March 31, 1947, inclusive, and he read a reviev of cop
ditions in the Government security market during March.
At the conclusion of e discussion,
upon motion duly made and seconded, and
by unanimous vote, the transactions in
the System account for the perioed from
February 28 to March 31, 1947, inclusive,
vere approved, ratified, and confirmed.

Before this meeting members of the executive committee had re-
ceived coples of a memorandum prepared by Mr. Musgrave under date of
Merch 26, 1947, giving revised estimates of the Treasury's cash posi-
tion for the remainder of the fiscal year and discussing the effect
on bank reserves of Treasury operations during that pericd. In & dig-
cussion of the figures presented by the memorandum, Chelrman Eccles ex-
pressed the opinion that, inasmuch as thers were no certificates matur-
ing on May 1 and in view of the increased reserves that had been placed
in the market and which would be returned to the market by the retire-
ment on April 1 of approximately $1,500 million of Treasury certificates,
it would be desirable to retire at least $100 million of bills each week
during the month of April, and perhaps through the months of May and
June, making a total retirement of $1,300 million. In a discussion of
this suggestion, Chairman Eccles added that, in view of easy conditions
in the money market which might otherwise exist during April, it might
be desirsble to retire as much as $200 million of bills each week dur-

ing the next four weeks and possibly $100 million & week in May and
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June, making a total of $1,600 million for the period, which, if $1
billion of the June maturity of certificates were retired, would leave
a Treasury balance at the end of June of approximately $2,200 million.
There was general agreement with this suggestion.

The discussion then turned to the
form of the recommendation to be in-
cluded in the letter that might be semt
to the Treasury with respect to further
debt retirement, and it was agreed unan-
imously that a draft of letter would bve
prepared along the lines of the discus-
slon, which would be sent to the Trea-
ury upon approval by Messrs. Eccles and
Sproul,

Secretary's note: The letter sent
to the Treasury in accordance with this
action read as follows:

PAt today's meeting, the Executive Committee of the Fed-
eral Open Market Committee considered the money and security
market outloock and the prospectlive developments of Treasury
finance during the current quarter. The Committee concluded
thet it would be desireble to utilize funds accumulated in
Treasury balances with commercial banks for the purpose of
redeeming maturing bill issues during this period, in order
to counteract excessive ease in the money market.

"The Committee recommends the retirement of 200 million
dollars of maturing Treasury bill issues weekly For the next
four weeks. It is also suggested that, if prospects for Treas-
uary expenditures and receipts justify, 100 million of maturing
bills be paid off weekly during the subseguent weeks of May
and June, in addition to a substantlal cash payment on the
June 1 certificate issue. In order to mske this program ef-
fective as a means of absorbing reserves, funds needed to
retire bills should be obtained through calls on war loan
depOBltﬂo

®*If this recommendation is accepted, it ie further sug-
gested that the Treasury announce to the public that 200
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"million of the following weeks' Treasury bill issue is to be

redeemed as part of its program of debt reduction, without an-

pouncing in advance a detailed program of amounts and duration

of blll retirements. In view of the condition of the market,

we believe it wlse to create this element of uncertainty.

"Current estimates indicate that a program of this kind

would leave the Treasury with an adequate balance at the end

of the fiscal year. Assuming retirement of 1.6 billion dol-

lars of bills in the next three months and of 1 billion of

certificates in June, it appears that the Treasury balance at

the end of the period will still be well above 2 billion, with

war loan deposits of about 1 billion.?®

Chairmen Eccles stated that he had come to the conclusion that,

if eny progress was to be made with the Treasury in getting an agreement
to discontinue the posted rate on Treasury bills and to permit the bill
rate to rise to a level which would be determined by the market in line
with the 7/8 per cent rate on certificates, it would be necessary to
present to the Treasury a program pursuant to which the increased cost
of Treasury financing that might result from the changed bill program
would be offset by paying into the Treasury a substantial portion of
the net earnings of the Reserve Banks. He thought that the Treasury
would not be willing to agree now to eliminate the posted rate on the
basis of the introduction and passage of legislation to restore the
franchise tax which probably would require & number of months, and that
therefore the Board of Governors should immediately prescribs an inter-
est rate on Federal Reserve notes under the provisions of the fourth
peragraph of Section 16 of the Federal Reserve Act, the first payment

to be made to the Treasury in April on Federal Reserve notes outstanding
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during the first quarter of the year. If this were done, he said,
then the Treasury could agree to a higher rate on Treasury bills
with the assurance that the increased interest cost would bs re-
turned to the Treasury in the form of interest payments on Federal
Reserve notes. He added that, with such a procedure in mind, the
Board and 1ts staff hed been studylng the matter and that Mr. Smead
had prepared a memorandum under date of March 28, 1947, in which he
discussed the alternative methods that might be used to impose an
interest charge on Federal Reserve notes for the purpose of peying
to the Treasury approximately 90 per cent of the annual net earn-
ings of the Federal Reserve Banks. The most important question pre-
sented by the memorandum was whether the rate fixed by the Board of
Governors should be a single uniform rate for all Federal Reservs
Banks or a separate rate for each Beank.

The memorandum was read, together with excerpts from & letter
written on April 22, 1920, by Governor Harding of the Federal Reserve
Board to the Chairman of a Federal Reserve Bank in response to sugges-
tions that member banks should receive a greater portlon of the earn-
ings of the Federal Reserve Banks. The letter concluded with the
stetement that if serious attempts were to be made to change the meth-
od of distribution of the earnings of Federal Reserve Banks by divert-

ing a larger portion of the earnings from the Treasury to the coffers
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of member banks, the Board would feel obliged to protect the inter-

ests of the Treasury by assuring to it in advance of any general dis-
tribution of earnings the revenue which would accrue from the imposi-
tion of a tax on Federal Reserve notes.

Chairman Eccles stated that the question whether an interest
charge on Federal Reserve notes should be imposed was & matter for
determination by the Board of Governors, that the Board had not yet
taken eny action with respect to it, and that he was presenting it
for discussion by the executlve committee because of its close re-
lationship to the decisions to be made with respect to the posted
rate on Treasury bills and other questions of open market and Treage
ury financing policy. He felt that when the matter was considered
by the Board it would be helpful to have the benefit of the views
and, if thought desirable, the recommendation of the executive com-
mittee, He made the further statement that he had discussed the
matter in the hearings before the House Banking and Currency Com-
mittee on the extension of the authority to make direct purchases,
and that no objection was raised by the Committee to the applica-
tion of an interest charge on Federal Reserve notes. He also said
that he proposed to meet informally with the subcommittee of the
Senate Banking and Currency Committee which had been azsigned the
responsibility of considering matters relating to the Federal Reserve
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System and that, 1f no objection were offered, the Board should fesl

free to take action. He vent on to say that a question had been raised
vhether it was ever intended that the authority to prescribe an inter-
est charge on Federal Reserve notes would be used to channel Federal
Reserve Bank earnlings into the Treasury, that the question was a de-
batable one, but that the Board's counsel had taken the position that
the terms of the law were clear, that the legislative history indicated
that it might be used for that purpose, that certainly Governor Harding
in 1920 felt satisfied that the authority could be used in that way,
and that if no objection were raised by the Chairmen of the Banking
and Currency Committees there would be no point in withholding action
in favor of steps to restore the franchise tax. He agaln expressed
the opinion that the establishment of an interest charge would have
all of the advantages of a franchise tax without ralsing the question
that might be presented by a proposal to restore the franchise tax.
Chairmsn Eccles then discussed briefly the difficulties that
would be presented by an attempt to fix an interest charge which would
be uniform for all Federal Reserve Banks. Such a rate undoubiedly would
require substantial and frequent reallocations of securities in the Sys-
tem account, complete revision of the formula now in effect for the al-
location of securities, and a reconsideration by the Federal Open Mar-
ket Committee and the 12 Federal Reserve Banks of the whole question of
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allocation procedure. If that were done, it was Chairman Eccles?
view that action should be delayed until the matter could be dis-
cussed at the meeting with the Presidents of the Federal Reserve
Bepks in June which would delay until that time any action with
respect to the posted rate on Treasury bills. He sav no adequate
reason, hovever, for & uniform rate and it was his thought that,
for the purpose of channeling approximately 90 per cent of the sarn~
ings of the Federal Reserve Banks lnto the Treasury, en individual
rate for each Federal Reserve Bank would be more logicel and a more
setisfactory means of accomplishing that objective.

Mr. Smead stated that at first he favored the uniform rate,
but thet after considering the difficulties involved in & single
rate he had come to the conclusion that & separate rate for each
Federal Reserve Bank would be not only more practicable but more
setisfactory, on the sssumption that a statement would be 1ssued to
the press which would make it entirely clear that the interest charge
vas imposed for the sole purpose of effecting the payment of 90 per
cent of the net earninge of each Federal Reserve Bank to the Treasury.

Mr. Vest stated that the authority of the Board to impose the
interest charge was clear, that the language of the Act was uncondi-
tional, that while it had been indicated that the euthority was givem
a8 a means of restricting the expansion of Federal Reserve notes in
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circulation it did not appear that that was the only purpose, and
that the legislatlve history indicated that there wes at least scme
consideration given to using the suthority to transfer some of the
earnings of the Federal Reserve Banks to the Treasury.

Mr. Sproul stated that he had favored the restoration of the
franchise tax as the most satisfactory way to solve the problem of
excess earnings of the Federal Reserve Banks, and that he still felt
that would be the best solution for the reasons (1) that in his o-
plnion the primary purpose of the authority to impose an interest
cherge on Federal Reserve notes uncovered by gold was the belief
that this suthority could be used to restriet the clrculation of
such notes and thus to restrain inflationary tendencies and there
vwas & real question as to whether Congress intended the authority
to be used in the manner proposed, and more important (2) that the
System should avold raising any question or creasting concern as to
the soundness of the currency and should avoid distinctions between
notes covered by gold and those not so covered. If the interest
charge on uncovered Federal Reserve notes is to be established by
the Board of Governors, he sald discussions with the Banking and
Currency Committees of both Houses of Congress and a clear and frank
press statement as to why the authority was being used for the pur-
pose of effecting payment of excess earnings to the Treasury, were
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both necessary and desirable. He added that, if these things were

to be done, and if the alternative of a restoration of the franchise
tax would mean extended delay and prevent effective negotiation with
the Treasury with respect to the elimination of the posted rate on
Treasury bills and eventually some change in short-term interest
rates, he would have to go along with the proposal for the estab-
lishment of the interest charge. He felt that action with respect
to the restoration of some measure of control over bank credit et
this time was more importent than the means to be used in siphoning
some of the earnings of the Federal Reserve Banks into the Treas-
ury, and that the discussions of the matter wlth the Banking and
Currency Committees and the issuance of a satisfactory press state-
ment should dispel at least to some extent the dangers which might
othervise exlst.

With respect to a uniform interest rate for all Federal Re-
serve Banks, Mr. Sproul said he had thought that it would be desira-
ble to have such a rate as it would clearly emphasize that it was a
means of bringing some of the earnings of the Federal Reserve Banks
into the Treasury and was not related in any way to excessive cur-
rency circulation. He was of the opilnion, however, that the diffi-
culties which would attend 2 uniform rate were very persuasive and
if they were so great as to force substantial and frequent allocations
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of securities 1n the System account he would not regard the single
rate as essential. He added that he would concur in the establish-
ment of the Interest charge on the basis of obtaining a satisfac-
tory agreement with the Treasury with respect to the posted rates

and some possible further freedom of action with respect to other
short-term rates.

Mr. Davis stated that he would dislike to see the Board
teke a position in oppositlon to the franchise tax, that if the
question of an interest charge on Federal Reserve notes were pre-
sented to the Congress on the basls of a franchise tax being the
direct way but also being subject to the delays that would attend
the enactment of legislatlion, there was reason for establishing
the interest charge on a current basis rather than waiting until
the end of the year. He had ro oplnion on the question vhether
there should be a uniform interest charge or a separate charge
for each Federal Reserve Bank. He felt that if accompenied by a
well prepered statement there would not be much difference from a
public standpoint between a uniform and individuel rate.

Following discussion of the questions that might be raised
by the suggestion that the franchise tax be restored, Chairman Eeccles
steted that it was expected that the Board of Governors would con-

sider shortly the question of establishing the interest charge om
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Federal Reserve notes and that it would be helpful if the execu-

tive commlttee could meke a recommendation with respect to the

pmatter,

Mr. Vardaman moved that it be the
consensus of the executive committee
that the Board give favorable consider-
atlon to the establishment of an interest
charge on Federal Reserve notes pursuant
to the provisions of section 16 of the
Federal Reserve Act, it being understood
that there would be an appropriate clear-
ance of the action through the Chairman
of the Senate Banking and Currency Com-
mittee and that an adequate press gtate-
ment of the Board's action would be iesued.

In a further discussion, Mr. Rouse suggested that consider-
ation might be given to applying the interest charge in such a man-
ner as to effect some equalization of the surplus accounts of the
respective Federal Reserve Banks in relation to thelir capital and
it was the consensus that this question might well be studied. In
this connection, Chairman Eccles stated that, if Congress should
adopt the legislation now before it which would suthorize the Fed-
erasl Reserve Banks to guarantee losns to industry end the time came
vhen the Federasl Reserve Banks had a substential contingent liabili-
ty on such loans, he would want to consider the advisability of re-
ducing the interest charge on Federal Reserve notes in order to en-
able the Federal Reserve Banks to build up the necessary reserves

against possible losses on such loans.
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At the conclusion of the discussion,
Mr. Vardamen's motion, having been duly
seconded, was put by the chair and carried
unanimougly, Mr. Sproul's vote being cast
in the light of the statement which he had
mede earlier in the meeting of his views
regarding the establishment of an interest
rate on Federal Reserve notes.

A1l of the members of the committee
present were agreeable to glving to the
Federal Reserve Bank of New York all of
the remaining authority granted to the
executive committee by the Federal Opem
Market Committee to execute transactions
in the System account, and, upon motion
duly made and seconded and by unanimous
vote, the executive committee directed
the Federal Reserve Bank of New York until
otherwise directed by the executive com-
mittes,

(1) To make such purchases, sales, or exchanges {in-
cluding replacement of maturing securities and allowing
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 main-
teining an orderly market in Treasury securities and a
general level of prices and ylelds of Government securli-
ties which will support the Treasury 1ssuing rates of 7/8
per cent for one-year certificates and 2-1/2 per cent for
27-year bonds restricted as to ownership; provided (a)
that the total amount of securities in the account at the
close of March 1, 1947, shall not be increased or decreased
by more than $1,500,000,000 /exclusive of bills purchased
outright in the market on a discount basis at the rate of
3/8 per cent per annum end bills redeemed at maturity, and
special short-term certificates of indebtedness purchased
for the temporary accommodation of_the Treasury pursuant
to paragraph (2) of this directionf and (b) that this para-
graph shell not limit the amount of Treasury bills pur-
chased pursusnt to the direction of the Federal Open Market
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Committee 1ssued under dete of March 1, 1945, or the re-
demption of such bills;

(2) To purchase direct from the Treasury for the
System open market account such smounts 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 certifi-
cates held in the account at any one time shall not ex-
ceed $750,000,000; and

(3) Upon approval by a majority of the members of
the executive committee, which may be obtained by tele-
phone, telegraph, or mail, to meke such other purchases,
sales, or exchanges for the account &8s may be found to
be desirsble within the limits of the authority granted
to the executive committee by the Federal Open Market
Conmittee.

In taking this action, it was under-
stood (a) that the limitations contained
in the direction included commitments for
purchases or sales of securities for the
System account, and (b) that the authority
referred to in paragraph (2) of the direc~
tion would not be exercised until after
approval of pending legislation extending
the authority of the Federal Reserve Banks
to purchase Government securities directly
from the Treasury.

There was a discussion of the likellhood of & need for sales
&nd redemptions of securities in the System account in excess of the
authority granted to the executive committes by the Federal Open Mar-
ket Committee and it was agreed that, since it appeared that further
contemplated retirement of Government debt before another meeting of
the full Committee might make it necessary for the executive committee
to have further authority to reduce the amount of sscurities in the

System account, the executive committee should request the full Com-
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nittee to increase the limltation contained in the first paragraph
of the direction issued to the executive committee on March 1, 1947,
from $1,500 million to $2 biliion.
Upon motion duly made and seconded,

and by unanimous vote, the members of the

executive committee agreed that such in-

creased authority should be given by the

full Committee to the executive committee

and that a request for such authority

should be made of the other members of the

full Committee.

In connecticn with a discussion of the dats for the next
meeting of the executive committee, Chairman Eccles stated that he
would be leaving to be in California on April 21, 1947, and might
not be back in Washington until May 12, but that Mr. Szymczak would
be back toward the end of this month and could serve as an alternats
member of the executive committes,

It was agreed unanimously to fix
May 2 a8 a tentative date for the next
meeting of the committee.

Thereupon the meeting adjourned.

;ecretu.ry.‘

Approved 4
Chairman.



