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MEETING ON AUGUST 3, 1942

Members present: Mr. Eecles, Chairman; Mr. Szymczak, Mr. McKee,
Mr. Ransom, Mr. Draper, Mr. Evans, Mr. Williams, Mr. Gilbert, Mr.
Young, Mr. Leedy.

1. Authority to Increase the Amount of Securities in System Accouat.

On July 6, 1942, at the request of the members of the executive com-
mittee, all the members of the Federal Open Market Committee approved
an increase from $500,000,000 to $850,000,000 in the limitation on the
authority of the executive committee to increase or decrease the amount of
securities held in the System open matket account.

At this meeting of the full Committee, upon motion duly
made and seconded, and by unanimous vote, this action of the
members of the Committee was approved, ratified, and con-
firmed.

Early in July it appeared that the amount of securities that would have
to be purchased for the System account in order to continue the policy agreed
upon at the previous mecting of the Federal Open Market Committee would
exceed the limit which had been placed on the authority granted to the
executive committee to increase the amount of securities held in the account.
Accordingly, the members of the executive committee asked the remaining
members of the full Committee to agree to an increase in the limitation
on the authority of the executive committee and this request was approved
unanimously. Between the meeting on June 22, 1942, and this meeting,
the security holdings of the Federal Reserve Banks were increased by
$611,000,000 to $3,159,963,000.

2. Purchase by Federal Reserve Banks of Treasury Bills under a
Repurchase Option.

Upon motion duly made and scconded, the following supple-
mentary direction to the Federal Reserve Banks was approved
by unanimous vote:
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**Supplementing the direction of April 30, 1942, issuced by the Federal
Open Market Committee to the Federal Reserve Banks to purchase all
Treasury bills that may be offered to such Banks on a discount basis
at the rate of 34 per cent per annum, any such purchases shall, if desired
by the seller, be upon the condition that the Federal Reserve Bank,
upon the request of the seller before the maturity of the bills, will sell
:19 him Treasury bills of like amount and maturity at the same rate of

iscount.’

This action had the effect of amending the direction as then in effect to
give to the seller of bills to a Federal Reserve Bank, when desired, the
right of repurchase. Treasury bills in the hands of banks thus became
Fractically equivalent to excess reserves. In the event it became necessary
or a bank or other holder of bills temporarily to adjust his cash position,
he could sell the bills to a Federal Reserve Bank under the repurchase option
and reacquire them after the need for funds had passed, thus avoiding the
necessity of selling the bills in the market to mect a temporary situation.
It was kelieved that this arrangement would encourage fuller investment
of idle short-term funds and thereby bring about a wider distribucion of bills.

3. Authority to Effect Transactions in System Account.

Upon motion duly made and seconded, the following direc-
tion to the executive committee was also approved by unani-
mous vote:

*“That the executive committee be directed, until otherwise directed
by the Federal Open Market Committee, to arrange for such trans-
actions for the System open market account, either in the open market
or directly with the Treasury (including purchases, sales, exchanges,
replacement of maturing securities, and letting maturities run off with-
out replacement), 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 for
the purpose of maintaining an adequate supply of funds in the market,
or for the purpose of granting temporary accommodation to the Treasury;
provided that the aggregate amount of securities held in the account
at the close of this date (other than Treasury bills purchased pursuant
to the directions of the Federal Open Market Committee issued under
dates of April 30 and August 3, 1942) shall nor be increased or de-
creased by more than $1,000,000,000."

This direction, which was 1n the same form as the direction to the execu-
tive committee approved at the meeting of the Federal Open Market Com-
mittee on June 22, 1942, except that the limitation on the direction was
increased from $500,000,000 to $1,000,000,000, was adopted for substantially
the same reasons as had attended the approval of the earlier direction.
The increase 1n the limiration on the authority, which was approved in the
light of further discussions with Treasury representatives of Government
financing and Federal Reserve System policies, was based on the expectation
that with the rapid growth of the Treasury's needs for funds to finance the
war program substantial additional amounts of securities would have to be
?urchased to effectuate the policies adopted by the Committee, and, there-
ore, the members were in agreement that the executive committee, in
carrying out the direction, should be in a position to meet any situation that
could be forescen over the next few weeks.
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