A meeting of the executive commitiee of the Federal Open Market
Committee was held in the offices of the Roard of Governors of the Federal
Reserve fystem in Washington on Mondey, August 27, 1951, at 10:10 a.m,

PRESENT: Mr, Martin, Chairman
Mr, wWwilliams
Mr. Evans (alternate member)
Mr, Leedy (slternate for Mr. Sproul)

Mr. Carpenter, Secretary

Mr, Vest, General Counsel

Mr. Thomes, Economist

Mr. Thurston, assistant to the Board of
Governors

Mr. Garfield, Adviser on Economic Recgearch,
Division of Research and Statistics,
Board of Governors

Mr, Youngdehl, Chief, Government Finance
fection, Diviesion of Research and
Statistics, Board of Governors

Mr. leach, Fcononist, Divigion of Research
and ftatistics, Board of Governors

Upon motion duly made and seconded, and
by unanimous vote, the minutes of the meeting
of the executive cormittee held on August 8,
1951, were approved,

Before this meeting there had teen sent to each of the members of
the executive commitiee a copy of a report of open market operations pre-
pared at the Federal Reserve Bank of New York covering commitments executed
from sugust 8 to sugust 22, 1951, inclusive. Following a reference to that
report, Mr. Thomas cormented on the money market situatlion and on market
prospects over the next two or three months stating that it appeered that

the market would continue to be under pressure from en increasing need for

reserve funds throughout that period.
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During Mr, Thomas' stetement, Mr, Szymczak, a megber of the execu-
tive committee, end Mr. Rouse, M.nager of the System Open Market Account,
Joined the meeting.

Just prior to the meeting there was distributed to each member of
the committee a copy of a supplementary report prepared at the Federal Re-
serve Bank of New York covering open market operations on August 23 and 2k,
1951, Mr, Rouse stated that he had nothing to esdd to the two reperts
rersrred te above or to the commente made by Mr. Thomas other than to say
thaet since the meeting of the executive committee on August 8 some optimiem
had been developing in industries such as textiles that have recently been
depressed and that greater tensions had developed in the international
situstion which might complicate the problem of open market operations.

Upon motion duly made and seconded, and
by unanimous vote, the transactions in the
fystem open market account as reported to the
members of the committee for the period August
8 to August 26, 1951, inclusive, were approved,
ratified, and confirmed,.

Chairmsn Martin referred to the asgreement resched at the last meet-
ing of the executive committee that a recommendation would be made to the
Treasury toward the end of this month only with respect to refunding the
3 per cent bonds maturing on September 15 and the l-l/k-per cent notes
maturing on October 1, and that e recommendation would be made at a later
date with respect to refunding the notes maturing on Octcber 15 snd November

1 of this year. There was a brief discussion of whether such a procedure

ves £t111 desirable or whether some other comtinatlon of lesues for refund-
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ing maturitiee during the remainder of this year would be preferable, It

was the consensus that the decision reached et the meeting on August 8 showld
be adhered to.

Chairman Martin steted that it was important that any recommende-
tion that the executive committee might make to the Treasury be not dis-
cussed with any unauthorized person so that there would be no possibility
of a "leak" of the comnmittee's recommendations before the announcement of
the terms of the refunding by the Treesury.

Chairman Martin then stated that it would appear that the market
ves pivoting on the 1-7/8 per cent rate and that it would be a misteke
to consider changing that rate, In that situation, he seid, the problem
before the committee was the maturity of the refunding security to be
recommended, Having In mind the desirability of adhering to querterly
naturity detes and providing an adegquate Incentive for corporations to
refund their holdings of the maturing issues, he thought that a 9-1/2
months' certificate was indicated, He msde the further statement that one
of the objections to such a meturity was that it might be Interpreted =e
an increasse in the short-term rate. It was his view, however, that as
long as the committee continued to feel that quarterly maturity detes were
desirable the 9-1/2 months' meturity was the best that could be worked out.

In connection with a discussion of the deegirsblility of meinteining
quarterly maturity dates, Mr. Thomss stated thet generally the fall of the

year was & period of tighter money conditions and that if e pattern of

monthly moturities were followed there would be little opportunity for
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Tlexibility in open market operations. For that reesoun, he said, if the
Treasury also could avoid piling up maturities in the latter half of the
year thet would be a desiratle course to follow.

At the conclusion of the discussion it was agreed that the recom-
mendation would be made to the Treesury at this time that the September 15
and October 1 maturities te refunded into a $2,7 billion issue of 9-1/2
month 1-7/8 per cent certificates maturing on July 1, 1952.

Turning to the problem of new Treasury financing, Chairman Martin
stated that it was still not clear how much new money the Treasury would
need during the rest cof the yeer and that there was a guestion whether the
committee should consider suggesting to the Treasury that it agein increase
the weekly offering of Treasury bills. If that course sghould asppear to dbe
deeirable, he said, the recommendation might be made that there te further
increases In the weekly issues of September 13, ceptember 20, and September
27 inasmuch as the outstanding bills maturing on each of those dates amounted
to only $1 billion. The other membere of the committee agreed with this
suggestion.

The problem of new Treassgury financing was discussed in the light of
the indicated Treasury cash position over the next six months and the extent
to which the situation would be affected by the forthcoming savings bond
campaign and the pending tax bill. Reference was also made to the desira-
bility of recommending that consideretion be given to a tex anticipation

note along the lines suggested by Mr. Eproul at the lest meeting of the
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executive committee, No conclusions were reached on this point, however,
and Chalrman Martin suggested that each of the members of the committee give
Turther consideration to the problem of new financing sc thet the cormittee
could be in a position to make definite recormendetions at its next neeting.

In a further discussion it was agreed unanimously thet the recom-
mendation to the Treasury with reepect to Treasury fipencing as agreed upon
at this meeting would be tranemitted informally by Chairman Martin to the
fecretery of the Treasury and thet no written communicetion would be sent.

Mr. Williems stated thet the question had been reised in his dis-
trict with respect to the Federel Reserve Bank paying the cost of a dinmer
to a small group of savings bond workers and that, in the light of the dis-
cusgions of this matier at previous meetings of the FPresidents' Conferencs
and of the Presidents and the Board of Governors, his Bank had agreed to
pay the cost of the dinmer. In that comnectlon, it was stated that Mr,
Young, President of the Federal Reserve Bank of Chicago, had said in a
recent telephone conversation that a request had been received by his Bank
to pay the cost of a dinner for a group of savings bond workers in the
Chicego area and that he had concluded that the Bank should pay the ex-
jense. Reference was also made to the action of the Board of Governors in
agreeing to pay the cost of luncheons and e dinner for those attending the
recent meetings of national groups of savings bond workers in Washington in
connection with plans for the forthcoming eavings bond campaign,

Chairman Martin steted thaet he had expressed the view to the Trees-

ury that it should request the Congress to appropriate the funds necessary
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to enable the Treasury to cerry out an effective program for the sale of
savings tonds, but thet since funds would not be aveileble in connection
with the forthcoming savings bond drive the fyetem should cooperate in mek-
ing the drive as successful as possible.

During a discussion of possible changes in the terms of savings
bonds, reference wes made to the study being mede by the ntaf® of the
sevings bond program and it was suggected that it weould be helpful if that
study could be avdlleble at the time of the meeting of the Federal Open
Market Committee in October.

Chairman Martin stated that in accordence with the suggestion
made at the meeting of the executive committee on June 27, 1951, he had
asked Mr, Norton to give consideration to the problem of techniques that
might be proposed to the Treasury for use In selling savings bonds,

In a discussion of open market operations Auring the period be-
fore the next meeting of the committee, it was agreed unanimously that no
change should be made in the understanding at the meeting on August 8
that, on the besis of the present policy of neutrality, the bill rate
should not be permitted to increase to a point where it would affect ad-
versely the 1-7/8 per cent rete on the two outstanding issues of Tressury
certificatee. It wae also agreed that no change should be made in the
understending reached at the meeting of the committee on June 27 that the
Federsl Reserve Bank of New York would not permit the price of the long-

est-term restricted Treasury bonds to decline below 96-3/L.,
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It was the view of the members of the committee that no change
should be made In the existing direction to the Federal Reserve Bank of
New York to execute transactions in the System account.

Thereupon, upon motion duly mede and
seconded, the executive committee voted
unaninously to direct the Federal Reserve
Bank of Liew York until otherwise directed
by the executive committee:

(1) To make such purchases, sales, or exchanges (including
replacement of maturing securitles and allowing maturities to rum
off withcut replacement) for the System account, either in the
open mart¥et or directly from, to, or with the Treasury as may be
necessary in the light of current and prospective economic con-
ditions and the genersl credit situation of the country, with a
view to exercleing restraint upon infletionary developments, to
naintaining orderly conditione i: the Government security market,
to relating the supply of funds In the market to the needs of
comerce end business, and to the practical administration of
the account; provided that the total amount of securities in
the account at the cloee of this date shall not be increased
or decreased by more than $1 billion exclusive of special
short~term certificates of indebtedness purchased for the
temporary accommodation of the Treasury pursuant to paregraph
(2) of this direction;

(2) To purchase direct from the Treasury for the System
open narket account such amounts of specilal short~term certifi-
cates of indebtedness as may be necessary from time to time
for the temporary accormodation of the Treassury; provided that
the total amount of such certificates held in the account at
any one time shall not exceed ¢750 million.

In taking this action it was under-
gtood that the limitations contained in
the direction include commlitments for

purchases and sales of eecurities for the
System account.

It was agreed that the next meeting of the committee should be sub-
jeet to call by the Chairman having in mind the timing of the Treasury's

next refunding and thet the Presidents of the Federal Reserve Banks would
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be In £t, Louis for the meeting of the Presidents' Conference on September
27-29 and in Chicage for the annusl convention of the American Bankers
Association on Feptember 30-October 2.

Thereupon the meeting adjourned.

ecretary. N




