A meeting of the executive committee of the Federsl Open Market
Comsittee was held In the offices of the Board of Governors of the Fed-
erzl Reserve System in Washington on Monday, June 30, 1947, st 10:30
8eD.

PRESENT: Mr. Eccles, Chairman
Mr. Sproul, Vice Chairmen
Mr. Szymczak (Alternate for Mr. Draper)
Mr. Clayton (Alternate for Mr. Vardaman)
Mr. Gidney (Alternate for Mr. Davis)

Mr. Morrill, Secretary

Mr. Carpenter, Assistant Secretary

Mr. Vest, General Counsel

Mr. Thomas, Fconomiet

Mr. Rouse, Manager of the System Open
Market Account

Mr. Thurston, Assistant to the Chalrman
of the Board of Governors

Messrs. Musgrave, Chief, and Smith,
Economist, Government Finance Section,
Division of Regearch and Statistics,
Board of Governors

Upon motion duly made and seconded,

and by unanimous wvote, the minutes of the

meeting of the executive committee on

June 5-6, 1947, were approved.

On June 11, 1947, Mr. J. E. Wells, Deputy Governor of the Farm

Credit Administration, called Mr. Rouse on the telephone a:.d stated
thet the Federal Land Bank of St. Paul had $76 million of Government
capital and surplus which it wished to retire by Juns 30, 1947, and
that to carry out this operation the bank desired to raise approximately
20 million by selling Federal Land Bank bonds 4o a Federal Reserve Bank

at & rate of not to exceed one per cent. It appeared that the request
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was made because the Land Bank desired to obtain a lower rate on the
trensaction than could be obtained in the market and that the funds
could be borrowed readily from commercial banks at 1-1/2 per cent and
probably lower. In this connection it was noted that the rate desired
wag the current discount rate for member banks and that advances by
the Reserve Banks to others than member banks would be at a higher rate.
While there was some question whether the transaction would be
an open market operation, it was felt that it was a matter that should
be considered by the members of the executive committee of the Federal
Open Market Committee which was done. All of the members felt that the
System should not be in a position of competing with commercial banks,
and all of the members except Mr. Evans felt that the transaction should
not be undertaken because it would be contrary to the existing policy
of the Federal Open Market Committee. It was Mr. Evans! view that the
matler was not important from & policy standpoint, that what was really
involved was not an open market operation but merely a temporary loan
vhich would come within the discounting function of the Federal Reserve
Bank, and that, since the one per cent discount rate was available only
to member banks, the matter could have been disposed of simply by calling
the attention of the Land Bank to the fact that the tramsaction could
not be consummated at less than the 1-1/2 per cent for nonmember benk
borrowings. On this point, it was clear that the System had been ap-
proached only because of the possibility of & lover rate and that if
the transaction wes to be at the market rate the bank would not be

interested.
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Upon being advised of the position taken by the members of the
executive committee, Mr. Rouse called Mr. Wells and told him that the
System would not care to purchase the bonds because it did not wish to
cowpete with commercial banks in & situation where funds were readily
evailable at reasonable rates and because it did not want to put money
into the market at a time vhen it was the policy to withdraw it.

Upon motion duly made and seconded,
and by unanimous vote, the action of the
members of the executive committee of the
Federal Open Market Committee in the
above matter was approved, ratified, and
confirmed.

Mr. Rouse submitted (1) a memorandum reviewing the market for
United States Government securities for the period June 5 io June 26,
1947, inclusive, (2) a report of open market operations for the period
June 5 to June 26, 1947, and (3) a supplementary report of open market
operations on June 27, 1947.

In connection with his comment on the importent parts of the
memorandum and reports, Mr. Rouse said that there was a considerable
anount of an upward pressure in the market, that yields had been maine
tained by the sale of securities from Government accounis, and that it
had been found that when these sales were discontinued even for a day
prices on Government securities immediately advanced. As a temporary
means of meeting this situation, he said, the Treasury had sold almost
$600 million of securities for the account of the postal savings and

the Federal Deposit Insurance Corporation.
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Chairmen Eccles stated that he had asked Under Secretary of the
Treasury Wiggins vwhy the Treasury continued to sell securities for the
trust accounts and that his response was that it was for the purpose
temporarily of preventing prices of Government securities from going
higher pending a decision on what other action should be takene

Mr. Rouse stated that he understood from conversations with
Treasury representetives that the Treasury was prepared to make sales
for this purpose from trust accounts of as mich as $2 billion of se-
curities, that authorizations for sales given to the Federal Reserve
Bank of New York were in amounts of $100 million at a time, and that
it was not until the end of May that he learned in confidence that
there vas a possibility of the Treasury being willing to sell securi-
ties in such substantial amounts.

Chairman Eccles stated that arrangements had been made for him
and Mr, Sproul to meet with Secretary of the Treasury Snyder, Under
Secretary Wiggins, and Fiscal Assistant Secretary Bartelt at 2:30 this
afternoon and that it would be his suggestion that at that time refer-
ence be made to the letter sent to the Treasury under date of Jume 6,
1947, and that the statement be made that the Federal Open Market Com-
nittee had always followed a policy of keeping the Treasury advised
of the policies and operations carried out by the Committee, that the
Comittee had not been kept informed of the policy of the Treasury with
respect to the sale of securities from Government accounts, and that

it was felt that in the interest of full cooperation that should be done.
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A1l of the members present were in agreement with this suggestion end
with the opinlon that the Treasury should readily see and concur in
the desirability of that procedure.
Upon motion duly made and seconded,

and by unanimous vote, the transactions

in the System account as reported to the

members of the executive committee for

the period from June 5 to Jume 29, 1947,

inclusive, were approved, ratified, and

confirmed.

During the course of the meeting there were distributed to those
present copies of & memorandum prepared by Mr. Musgrave under date of
June 30, 1947, with respect to the cash position of the Treesury during
the fiscal year 1948. Chairman Eccles also read a memorandum addressed
to him under date of June 27, 1947, by Messrs. Thomas and Musgrave
setting forth reasons for a program which would include (1} action to
eliminate the posted rate and repurchese option on Treasury bills and
permit an upward adjustment in the bill rate to its normal level in re-
lation to the certificate rate, (2) the issuance of a restricted G-type
bond, (3) some increase in the certificate rate and consolidation of the
11 outstanding certificate issues as they mature into /4 to 6 maturities,
end (4) the refunding of maturing notes and bonds which were not paid in
cash into certificates vhich would carry a higher rate than outstanding
certificates.

In a discussion of the two memoranda, there was complete agree=~

rent that there would be no point in eliminating the buying rate and
repurchase option on Treasury bills if the understanding remained that
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these issues would continue to be sold at the 3/8 per cent rate. In
this connection, Chalrman Eccles stuted that in a recent conversation

he advised Under Secretary of the Tremsury Wig-ins that the elimination
of the posted rate on Treasury bills was long overdue, thet the rate was
& vartime measure that had long since ceased to serve the purpose for
vhich it was establighed, that the elimination of the rate was a matter
for decision by the Federal Open Market Committee and did not require
the assumption of any responsibility by the Treasury, and that, regard-
less of what was done with respect to the short-term rate, action to
discontinue the posted rate on bllls should be taken immediately. He
also said that the question whether there should be & change in the rate
on certificates or vwhether the long-term rate should be permitted to
decline was a responsibility of the Treasury on vwhich the Federal Open
Merket Committee could only advise but that the Treasury representatives
realized that they would have to make a decision on these matters before
the refunding of notes and bonds maturing in September and October was
underteken and that there was some feeling on their part that they should
reach a decision on the buying rate on bills, the certificate rate, and
the refunding program at the same tlme.

There was & discussion of the questions involved in a program
designed to increase the short-term rate in order to relleve the pressure
on long-term issues and how and to what extent the short-term rate should
be raised to accomplish this objective. During this discussion, Mr. Sproul

read a draft of a memorandum prepared by him before this meeting in which
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he expressed his views on the elimination of the buying rate on Treasury
bills and the rate on certificates and refunding problems of the Treasury.
A copy of this memorandum has been placed in the files of the Federal

Open Market Commlttee.

At the conclusion of the discussion,
it was agreed unanimously that & memorandum
should be prepared and presented by Messrsa.
Eccles and Sproul at the meeting with the
representatives of the Treasury this after-
noon expressing the views of the executive
comnittee with respect to (1) the elimina-
tion of the posted rate on Treasury bills,
(2) the short-term rate and refunding
problem of the Treasury, and (3) the issu=
ance of a G-type bond.

Secretary's note: It was not possible to complete this state-
ment in the time availeble before the meeting at the Treasury.
Therefore, Messrs. Eccles and Sproul told the Treasury repre-
sentatives vwhat the views of the executive committee were on
these three points and stated that a memorandum summarizing
these views would be sent to the Treasury promptly. The
memorandum was delivered by Chairman Eccles to the Secretary
of the Treasury following a meeting of the Natlonal Advisory
Council at the Treasury on July 1, 1947, and read as followss

"In the progran submitted to the Treasury on the 18th of
April, three steps were suggested with respect to revision in
the present policy relating to Treasury bills. The first two
steps, imposing an interest charge on Federal Reserve notes
and providing for the dir=zct exchange of maturing bills, have
since been cerried out. No action has been taken with re-
spect to the third step in the program—-discontinuing the
fixed buying rate and repurchese option on new Treaswry bills
and permitting the bill rate to find its nmarket level
relative to the certificate rate.

"This third step is primarily the responsibility of the
Federal Open Market Committee and the Committee is prepared
to take such action immediately. The buying rate and option
agreement were established to facilitate bank particlpation
in war financing and are no longer necessary or desirable,

On the contrary, their elimination will serve a useful
purpose in restoring the bill as a market instrument and
giving added flexibility to the Treasury's debt-management
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program. This action does not necessarily leed to an in-
creace In the certificate but it does prepare the way for
such an increase at the proper time.

"That time seems to us to be near at hand, since pres-
ent estimates of Treasury receipts, expenditures, and
changes in nonmarketeble debt indicate that funds will not
be available to retire maturing issues during the next six
months. Accordirgly, these securities will have to be re-
funded through offers of new issues. With continuation of
the existing level of security prices and the established
pattern of rates, it will be difficult to devise & refunding
program that will not result in further downward pressure on
the rate structure and additional credit expansion.

"If maturing issues are refunded into 7/8 per cent
certificates, bank s ifting into longer issues will be
accentuated. If refunding is into intermediate-term issues
with coupon rates fitting the rate pattern of 7/8 to 2 1/2
per cent established for war financing, the new issues will
irmediately sell at an excessive premium, because market
yields have fallen bslow the previocusly established pattern
of coupon rates. If, on the other hand, the terms of the new
issues are set to fit the present market yields, a new pat-
tern of rates below that in line with the agreed long-term
rate of 2 1/2 per cent will be given official sanction. This
would be directly contrary to the esteblished policy which we
have jointly pursued during the past year.

"In order to avoid this dilemma, it seems to us necessary
to reach a decision on the rate question before determining
the September financing. It is proposed for consideration
that part of the isgues maturing in September and October be
refunded into a somewhet higher yield certificate. In so
doing, a beginning should be made toward consolidation of the
1L certificate issues now outstanding into 4 to 6 maturities.
This spacing process would permit raising the certificate rate
gradually wiiile minimizing the effect of the rising rate upon
prices of outstanding certificates. We shall be glad to dis-
cuss with you the details of this proposal.

"As part of an integrated program we also believe that
prompt action should be taken to offer a restricted G type
bond along the line suggested in reccent communications of the
Open Merket Committee. Such an issue would relieve the down-
vard pressure on the long~term yield to the extent that it
crises from demands by nonbank investors. It would also
supply additional funds with which to meet maturities of bank-
held issues in September and October.®

There was a discussion of the action
to be taken in the event no objection was
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expressed at the meeting with representea-
tives of the Treasury this afternoon to

the eliminction of the posted rate and re-
purchase option on Treasury bills, and,
upon moticn duly made and seconded, it was
voted unanimously that, in that event, a
recommendation would be made by the execu-
tive committee to the full Committee that
in order to discontinue the posted rate

and repurchase option on future issues of
Treasury bills the members of the full Com-
mittee approve the following direction to
the Federal Reserve Banks which would
supersede the direction issued by the Fed-~
ersl Open Market Committee on April 2/,
1947, it being understood that an appro-
priate steatement would be made to the press
in a form satisfactory to Messrs. Eccles
and Sprouls

"Until otherwise directed by the Federal Open Market Come
mittee, the 12 Federal Reserve Banks are directed to purchase
all Treasury bills iesued prior to July 10, 1947, that may bs
offered to such Banks on a discount basis at the rate of 3/8
per cent per anmum, any such rurchases to be upon the condi-
tion that the Federal Reserve Bank, upon the request of the
seller on or before the last business day preceding the clos-
ing day on which the Treasury will accept tenders of the bills
for new Treassury bills, will sell to him Treasury bills of
like amount and maturity at the same rate of discount. All
bills purchased under this directlion are to be held by the
purchasing Federal Reserve Bank in its own account and prompt
reports of all transactions in Treasury bills are to be made
to the Manager of the System Open Market RAccount.?

In taking the above action, it was
understood that the Federal Reserve Bank
of New York would follow substantially
the procedure set forth below in the
period of adjustment of the bill rate to
the certificate rate:

In the transition period, Federal Reserve policy will be
adjusted to "follow" the rarket, so as not to accentuate up-
ward pressure on the bill rate that may develop in the market.
Initially, the average market rate on bills would be expected
to -ove upward to at least 5/8 per cent, upon the withdrawal
of the 3/8 per cent buying rate and repurchase option by the
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Federel Reserve Banks. The first bids entered by the Federal
Reserve Bank, to replace maturing holdings, will be made,
therefore, on a sliding scale of prices ranging (for 9l-day
bills) from $99.905 (nearest price to 3/8 per cent rate of
discount) to $99.842 (neerest price to 5/8 per cent rate of
discount). The average rate on the bids entered will be con-
sider.bly bslow the average rate at which the market would be
expacted to bid for bilis. The Federal Reserve Bank will
ralse the bid rates nearer to the market, in succeeding weeks,
and after the market rete on Treasury bills becomes better
estublished, the average of the range of bids entered by the
Reserve Bank will normally be fixed close to the average rate
at which bills are expected to be awarded to the market.

In order to assure, for the present, that each week's
offering of bills will bz teken, the Federal Reserve Bank of
New York will satisfy itself that dealers ars tendering for
bills in an amount sufficient to cover the balance of the
Treasury offering after replacement of holdings of the Fed-
eral Reserve Banks. These dealer bids will be at a rate (say
3/4 of 1 per cent) which will be above that at which the
market is expected to replace its maturing bills but below the
rate (7/8 of 1 per cent) on one-year Treasury certificates of
Indebtedness. This will enable the market to obtain a maxi-
mum amount of bills, at what might be considered reasonable
rates, and at the same time assure the Treasury that no part
of the issue will have to be sold at a rate sbove that of the
dealers' cash tender for resale, if necessary, to the Federal
Reserve Bank. Rates at which the Reserve Bank will purchase
bills will be so determined as not to disturb the present cou-
oon rate of 7/8 per cent on new offerings of one-year certifi-
cctes.

At this point Messrs. Musgrave and Smith withdrew from the meet~-
ing and Messrs. Knapp, Assistant Director of the Divislon of Research
and Statistics of the Board of Governors, snd Mr. Xnoke, Vice Presldent
of the Federal Reserve Bank of New York, came into the room.

Before this meeting there had been sent to each of the members
of the executive committee present a copy of a memorandum dated June 26,
1947, from Mr. Knapp to Chairman Eccles on the subject of security

operations in this market by the International Bank for Reconstruction
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and Development. The memorandum recommended, for the reasons cute
1ined, that the National Advisory Council be requested (a) to instruet
the United States Executive Director of the Benk that he should approve
purchases or sales of marketable Government securities by the Inter-
national Bank only on condition that such operations had been approved
by the Federal Open Market Committee prior to their execution, and {(b)
to approve on behalf of the United States the International Bank enw
geging in the purchase and sale of its own direct or guaranteed obli-
gations in this market on condition that the Bank keep the Federal Open
Market Committee fully and currently informed concerning the Bank's
stzbilization program and its operations thereunder.

Mr. Morrill inquired what was intended by the requirement that
operations in Government securities be approved by the Federal Open
Msrket Committee prlor to their execution and it was explained that it
vas contemplated that the Committee would be informed through the Fed-
eral Reserve Bank of New York as agent for the Committee, that approval
for the transactions would be given by the Reserve Bank as the Com-
nittee's agent if their execution would be consistent with the open
merket policy of the Committee, and that the Reserve Bank would also
be informed as to the plan for and currently advised concerning the
stabilization operations of the Bank in its own securities,

Following a discussion, all of the
members of the committee were in substan-
tial agreement with the two recommendations
and upon motion duly made and seconded, it

was agreed unanimously that drafts should
be prapered of the necessary documents to
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carry the recommendations into effect and
that the documents would be sent to the
National Advisory Council when they were in
& form satisfactory to Messrs. Eccles and
Sproul,

In taking this action it was understood
that the Federal Resesrve Bank of New York
would keep the members of the executive com-
nittee and the Secretary of the Federal Open
Market Committee informed, through the
weekly reports and oftener and in such
manner as circumstances required, of the
programs and operations of the International
Bank in this market so that whenever it was
desirable for the executive committee or the
full Committee to act prior to the execution
of transactions by the International Bank
such action could be taken.

Secretary's note: The letter sent in accordance with the above
action to the Secretary of the Treasury on July 3, 1947, with re-
spect to transactions in the obligations of the International
Bank was as followss

"In a letter addressed to you by Mr. Garner on June 24,
1947, the International Bank recuested that the Government of
the United States grant its approval of the buying and selling
from time to time by the Bank of any bonds or other obligations
vhich it shall issue pursuant to the approval confirmed to the
Bank in your letter of June 23, 1947.

"This matter was considered at a meeting held on June 30 by
the Executive Committee of the Federal Open Market Committee.

On behalf of the Committee I desire to request that the National
Advisory Council, in approving the International Bank's purchase
and resale in the United States market from time to time of its
own direct or guaranteed obligations, require that the Bank in-
form the Federal Reserve Bank of New York, as agent for the Fed-
eral Open Mark-t Committee, concerning its stabilization program
end keep it currently advised as to its operations thereunder.
We do not believe that this stipulation would impose any undue
burden upon the International Bank, and it would assure the pro-
vision to the Federal Open Market Committee of information
essential for the proper discharge of its responsibilities. I
hew asked Mr. Knapp tc introduce in the National Advisory
Council Staff Comnittee a paper in support of this recommenda-
tion.
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"The Executive Committee also gave consideration to the
auestion of how the Bank's operations in this market in U. S.
Government securities could best be coordinated with domestie
monetary and credit policy. I shall communicate with you
separately on this subject."

Following this meeting, during informal conversations with
representatives of the Intermational Bank, the suggestion was
made that it would accomplish the objectives of the Federal
Open Market Comunittee and would be more acceptable to the Interw
national Bank i1f the communication with respect to transactions
by the International Bank in United States Government securities
vere in the form of a letter from the President of the Bank to
the Chairman of the Federal Open Market Committee stating that
the Bank would keep the Federal Reserve Bank of New York, as
egent for the Federal Open Market Committee, currently informed
of market operutions by the Bank in United States Government
securities. The lelter approved by Messrs. Eccles and Sproul
and sent by the President of the International Bank to Chairman
Eccles under date of July 23, 1947, was as follows:

"In accordance with our recent conversation, this is to
corfirm that the Intermational Bank will from time to time con=-
sult with the duly designated representatives of the Federal
Reserve Bank of New York, as azent for the Federal Open Market
Comrittee, in order to assure that purchases and sales of
United States Government securities for investment by the Inter-
nztional Bank in the United Stctes shall not interfere with the
monetary and credit policies of the United States. To that end,
the International Bank will also keep the Federal Reserve Bank
of New York currently informed of such market operations by the
International Bank in the markets of the United States.®

On July 25, 1947, Chairman Eccles sent the following acknowledg-
nent to the President of the Internstional Bank for Reconstruction and

Developments:

"On behalf of the Federal Open Market Committee, I should
like to acknowledge receipt of your letter of July 23, 1947
confirming the willingness of the International Bank to enter
into the arrangements which we suggested with the view to
assuring that the Bank's operations in our Government security
market should not interfere with the monetary and credit poli-
cies of the United States. We greatly appreciate your ready
cooperation in this matter, and I an sure that any problems
which may arise in carrying out these arrangements will be
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"gpproached with mutual understanding and solved to our mutual
satisfaction.

"l am sending copies of this correspondence to Secretary
Snyder in his capacity as Chairman of the National Advisory
Council.”

The letter transmitting coples of this corrzspondence to Secre-
t.ry Spyder in his capescity as Chairman of the National Advisory Council

under date of July 25, 1947, read &s follows:

"In my letter of July 3, I informed you that the Execu-
tive Committee of the Federal Open Market Committee had been
considering how the International Bank's operations in this
market in United Stetes Govermment securities could best be
coordinated with domestic monetary and credit policy. Sub-
sequently, officers of the Bank indiczted in discussions
with us that they were most willing to arrange for consulta-
tions to assure the necessary coordination. I am enclosing
herewith a letter that I have received from Mr. McCloy con-
firming that such consultation will take place, together
with my reply. The final sentence of the letter assures
also that full informstion about the Bank's operations in
United Stetes Government securities will be supplied cur-
rently to the Federal Reserve Bank of New York, which will
continue to keep both the Open Market Committee and the
Treasury Department fully informed through its daily reports.®

Reference was made to the direction to be issued to the Federal
Reserve Bank of New York to execute transactions for the System account
in the interim before another meeting of the executive committee and Mr.
Rouse suggested that, if action were taken to eliminate the buying rate
on Treasury bills, it would be desirable for the Bank to have authorlty
to increase or decrease the total amount of scscurities in the account by
81 billion.

Upon motion duly made and seconded,
and by unanimous vote, the executive com-
mittee directed the Federal Reserve Bank

of New York until otherwise directed by
the executive committee,
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(1) To make such purchases, sales, or exchanges (includ-
ing replacement of maturing securities and allowing maturi-
ties to run off without replacement) for the System account,
either in the open market or directly from, to, or with the
Trea-ury, &s may be necesszry in the practical administration
of the account or for the purpose of maintaining an orderly
market in Treasury securities and a general level of prices
end yields of Government securities which will support the
Treasury issuing rates of '7/8 per cent for one-year certifi-
cates and 2-1/2 per cent for 27-year bonds restricted as to
owmership; provided (a) that the total amount of securities in
the account at the close of this date shall not be increased
or decreased by more than $1,000,000,000 /exclusive of meturw
ing bills transferred to tle System eccount from the opticn
accounts of the Federal Reserve Banks pursusnt to the direction
issued by the Federal Open Market Committee on May 5, 1947,
bills purchased outright in the market on a discount basis at
the rate of 3/8 per cent per annum, bills redeemed or exchanged
at maturity, bills taken in exchange for maturing bills, and
special short-term certificates of indebtedness purchased for
the temporary accomnodation of the Treasury pursuant to para-
graph (2) of this direction/, and (b) that this paragraph shall
not 1limit the amount of Treesury bills purchased pursuant to
the directions of the Federal Open Market Committee issued
under dates of March 1, 1945, and April 24, 1947, or the re-
deaptlion of such bills;

(2) To purchase direct from the Treasury for the System
open market account such amounts of special short-term certifi-
cates of indebtedness as maybe necessary fron time to time
for the temporary accormodation of the Treasury; provided that
the total emount of such certificates held in the account at
any one tire 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, tele-
graph, or meil, tc make such other purchases, sales, or
exchanges for the account as may be found to be desirable with-
in the limits of the authority granted to the executive commit-
tee by the Federal Open Market Committee.,

In teking this action it was under-
stood that the limitation contained in
the direction included comnitments for
purchases and sales of securities for the
System account.

Chairman Eccles stated that the date for the next meeting of the

executive comnittee vould depend somevhat on developnents but that it
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would be desirable to hold a meeting not later than the week of August 4.
It vas the consensus of the merbers present that the meeting should be
subject to call by the Chairman sometime between August 4 and 8, 1947.

Thereupon the meeting adjourned.

; Sécretary.

Approved:

Chairman.



