A meeting of the executive committee of the Federal Open Market
Cormittee was held in the offices of the Boerd of Governors of the Federal
Reserve Cystem on Wednesday, June 27, 1951, at 2:35 p.m.

PRESENT: Mr, Martin, Chairman
Mr. Sproul, Vice Chairman
Mr, Eccles
Mr., Szynmezak
Mr, Williems

Mr. Carpenter, Secretary

Mr. fherman, Assistant Cecretary

Mr. Vest, General Counsel

Mr. Thomas, Economist

Mr. Reuse, Maneger, Syetem Open Ma, ket
Aceount

Mr. Thurston, Assistent to the Board of
Governors

Mr. Young, Directer, I'ivision of Research
and Statistics, Boerd of Governors

Mr., Youngdahl, Chief, Goverrment Finance
fection, Division of Research and
Statistics, Board of Governors

Mr, leach, Econonist, Division of Research
and Statistice, Board of Governors

Mr. Arthur Willis, Special Assistant,
fecurities Department, Federal Reserve
Bank of New York

Upon moticn duly mede und seconded,
and by unanimous vote, the minutes of the
meetings of the executive committee held
on May 7 and May 17, 1951, were approved.
Mr. Rouse presented and commented upon & report prepared at the
Federal Reeerve Bank of New York covering transactions in the Cystem open
market account during the period May 17, 1951 to June 25, 1551, inclusive,

Ee also presented a supplementary report covering commitments executed on

June 2€, 1951. Copies of toth reports have been placed in the files of

the Federal Open Market Cormittee,
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Upon motion duly made and seconded,
and by unanimous vote, the transactions
in the fystem open market eccount as
reported to the memters of the committee
for the period May 17 to June 26, 1951,
inclusive, were spproved, ratified, and
confirmed.

Chalrman Martin then referred to thz Treasury notes maturing on
August 1, 1951, in the amount of £5,351 million, staeting that on the
essumption that they should te refunded with an 1l-month certificate, the
question was whether the rate should be 1-7/8 or 2 per cent,

Vr. Sproul stated that, in his opinion, no further tightening of
credit terme is needed at this time, but thet we should continue to try to
keep a check-rein on credit arFainst the vossible re-assertion of inflation-
ary pressures later in the year, In these circumstances he said he had
come to the conclusion that the notes maturing on August 1 should be re-
funded with a 1-7/8 rer cent ll-month certificate. Thie, he felt, would be
in line with the market as it was now developing, would meet nonbank in-
vestor rneeds, and i1t would do less to disrupt the market for outstanding
securities than would = higher rate. At the same time he emphasized that
such a recommendetion teo the Treasury would not put the System in & "strait
Jacket" with respect to recommendations of increased rates that it might
wish to make later in the year. In additlion, he said, the market wes ex-
pecting a 1-7/8 per cent offering, we have just tregun to recreate the climate
of successful Treasury offering, and a higher rate might be misinterpreted

as indiceting further restrictive rolicies when none are Immediately in-
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tended, With respect to current new mcney needs of the Treasury, Mr.
Cproul felt that the best procedure would te for the Treasury to step up
the weekly offerings of bills by $200 million so that if used through a
13-week cycle the Treasury might obtain sufficlent additionsl funds to
meet its current needs and to pay off bonds that would be maturing
September 15,

Mr. Thomas stated that he thought that the 1-7/8 per cent 11-
month note was probebly the best coffering at this time in view of the slight
relaxation of inflationary pressures, z2lthough he felt it was desirable to
guard ageinst any impression of = commitment that-l-7/8 per cent necessarily
wvag the rate at which refunding offerings would be made later in the year,

Messrs, Williams, Szymczak, and Eccles also indiceted that, for
reasons which they expressed, they felt i1t would be desirable to recommend
to the Treasury the issuance of an 1l-month 1-7/8 per cent note for refund-
ing the Auvugust 1 maturities,

Following a further discussion, Chalir-
men Mesrtin wes authorized by unanimous
vote to transmit to the Treasury in such
manner as he deemed best the subetance of
the forepolng recommendation.

In a discussion of the basis on which future purchases and sales
of Treasury btills should be jade for the System open market account, Mr.
crroul expressed the view that the fystem should buy tills when the rate
seemed to Te getting up to & point where it would interfere with Treasury

refunding as indicated by a distinct preference for bills as compared with

longer maturities, Thie was no set flgure, he said, dbut for the present



€/27/51 b

might te within a range esomewhere around 1,.58-1.64. He added that the ob-
Jective would be to evoid putting fundes into the market and at the same time
to avoid Interfering with market determinution of what the short-term rete
should be to the exient thet Lhis could Ye done without interfering with
refunding operations,

It was understooed that operations In Treasury bills would be
carried on under the general direction to be issued to the Federal Reserve
Bank of New Tork at thie meeting and in the light of the foregoing comments
mede by Mr. Sproul.

It wes also understood that operations in other short-term securi-
ties would be conducted in the light of developments and the objective of as
much flexibility in the market as possible in the short-term rate without
interfering with Treasury refunding.

In response to a guestion by Mr. Thomas, Mr. Rouse stated that a
$200 million incresse in the weekly bill offering probably would be taken by
the market without any arrargement with the dealers to provide the necessary

bids.

There was a discuseion of System operations in restricted bonds and
of the level to which the longest-term restricted Treasury bonds might be per-
mitted to decline., It was the consencsug that no change should be made in the
understanding reached at the meeting of the executive committee on Mey 7, 1951,
nermely, that in the sbsence of further instructions from the comaittee 1t

would be understood that the TFederal Reserve Bank of New York would not permit
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the longest-term Treasury issues to d2cline below 96-3/h but that no ac~
tion would Yve taken to cause yrices of these securities to move to that
level.

In connectlion with = comment by Mr. Thomass as to the desirability
of e further conversion of ering of nonmarketable bonds for outstanding
restricted iessues, 1t wae the consensus that this problem should bhe given
further study.

In respouse to a Juestion from Mr. Eccles, Chairman Martin stated
that the Treasury was about to launch a new savings tond drive, During the
ensuing discussion, It was suggected and apreed to that in anticipation of
possible changes in the savings bond program next year, 1t would be desireble
for the staff to review the study of the savings bond program prepered by the
fystem research comnmittee on Government finance under date of January 10,
1951, with a view to having the report brought up to date end submitted to
the committee at an early meeting,

Mr. Sproul svggested thet the matter might move forward to action
more readily if it wers given special consideration or made the special
province of a member of the Board of Governors. He sucrested that inasmuch
as Mr. Norton, a member of the Poard of Governors, had had experience in
gelling techniques and had expreesed an interest in this mstter, he might be
asked to study the rrotlenm and suggest recommendations that night be nzde to
the Treasury as to how the drive might ve conducted. Chairman Mertin said

he would discuss the matter with Mr, Norton.
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In response to & question from Chairasn Mertin, Mr. Rouse stated
that he would not suggest any change in the present limitations contained
in the existing direction to the Federzl Reserve Bank of New York.

Thereupon, upon nmotion duly made and
seconded, the executive committee voted
unanimously to direct the Federal Reserve
Bank of New York, until otherwise directed
by the executive committee:

(1) To make such purchases, sales, or exchanges (including
replacenent of maturing securitiee ard allowing meaturities to run
of f without replacement) for the Cystenm account, either in the
open narket or directly from, to, or with the Treasury, as may be
necessary in the light of current and prospective economic condi-
tions end the general credit situvation of the country, with e
view to exercisling restraint upon infletionary developments, to
nmaintaining orderly conditions in the Covernmeni security market,
to relating the supply of funds in the market to the needs of
comerce and business, and to the practical sdministration of the
account; provided that the total amount of securities in the ac-
count at the clese of this date shall not e increased or decreased
by more than $1 Pilliom erclusive of special short-term certifi-
cates of indebtedness purchased for the temporary accommodation of
the Treasury pursuasnt to paragraph (2) of this direction;

(2) To purchase direct from the Treasury for the System
open market account such amounts of special short-term
certificates of indebtedness &s may be necessary from time to
time for the temporary accommodation of the Treasury; provided
that the totel amount of such certificetesr held in the account
at any one time shall not exceed $750 millionm,

In taking this ection it was under-
stood that the limitations conteined in
the direction include commitments for
purchases and seles of securities for the
Systen account.

It was understood that the next meeting of the executive commit-

tee would te subject to call by the Chalrman.
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Thereupon the meeting adjourned.

fefretery.



