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RECORD OF POLICY ACTIONS
FEDERAL OPEN MARKET COMMITTER

MeEerTiNGg oN FeBruary 29, 1944

Members present: Mr. Eccles, Chairman; Mr. Sproul, Vice Chairman;Mr.
Szymczak, Mr. McKee, Mr. Ransom, Mr. Draper, Mr. Evans, Mr. Paddock,
Mr. Fleming, Mr. McLarin, Mr. Peyton (alternate for Mr. Day).

1. Purchase of Treasury Bills for System Account.

As stated in the open market policy record covering the meeting of the
Federal Open Market Committee on October 18, 1943, the Treasury, in licu
of an arrangement providing for the direct replacement of maturing Treasury
bills held in the System account, requested the Federal Reserve Bank of New
York as fiscal agent of the United States to use its best efforts to see that
sufficient tenders for Treasury bills were forthcoming from the market each
week to insure the sale of whatever amount of bills was offered by the Treas-
ury. Under this procedure the volume of purchases of bills from the dealers
by the Federal Reserve Bank of New York in its option account became very
large. To make it possible for all of the Federal Reserve Banks to partici-
pate in these purchases, an arrangement was worked out with the approval
of the members of the Federal Open Market Committee under which the
dealers would offer bills to the Federal Reserve Bank of New York at the
posted rate of 34 per cent without a repurchase option and the Reserve Bank
would purchase these bills for the System account. In order to provide the
New York Bank with adequate authority to acquire these bills for the Sys-
tem account, the members of the Federal Open Market Committee, on De-
cember 1, 1943, approved an amendment to the direction issued to the execu-
tive committee at the meeting of the full Committee on October 18, 1943,
to exclude from the limitation on the authority of the executive commirtee
to increase or decrease the amount of securities held in the System account
bills purchased outright in the market on a discouat basis at the rate of 34
per cent per anaum. Following this action by the full Committee a similar
amendment was made by the executive commictee in its direction to the
Federal Reserve Bank of New York.

At this meeting of the Federal Open Market Committee,
upon motion duly made and seconded and by unanimous vote,
the actions of the members of the Federal Open Market Com-
mittee as set forth above were approved, ratified, and confirmed
for the reasons stated.

2. Terms upon which Federal Reserve Bank of New York Will Trapnsact Business
with Brokers and Dealers in Government Securities for the System Open Mar-
ket Account.

Upon motion duly made and seconded, unanimous approval
was given to a statement of the terms upon which the Federal
Reserve Bank of New York will transact business with brokers
and dealers in United States Government securities for the
System Open Market Account, it being understood (z) that the
procedure set forth in the statement would be put into effect at
such time as in the judgment of the executive committee such
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action appeated to be desirable after having informed the Treas-

ury of the proposed arrangement, and (f) that the cxecutive

committce was authorized to issue such instructions 1o the

Federal Reserve Bank of New York as agent for the System

account in connection with the proposed procedure as appeared

to the executive committee to be desirable, including the man-

ner in which advice of the arrangement was to be sent to

dealers who might qualify thereunder. In accordance with

this action, the following instructions were issued to the

Federa) Reserve Bank of New York by the executive committee

on May 6, 1?44, and the other Federal Reserve Banks were

requested to furnish a copy of the statement of procedure to

any broker or dealer in their respective districts which evi-

denced an interest in qualifying thereunder and in the opinion

of the Reserve Bank would have a reasonable chance of quali-

fying:

x. The Federal Reserve Bank of New York shall furnish copies of
the statement of terms to each broker or dealer in Government securities
with whom the Bank has been transacting business on behalf of the
System open market account, and to such other brokers and dealers as
evidence to the Bank an interest in qualifying and in the opinion of the
Bank would have a reasonable chance of qualifying. On and after
May 15, 1944, the New York Bank will transact business on behalf of
the System open market account only with the brokers and dealers who
meet the qualifications, have executed the agreement, and comply with
the terms set forth in the statement.

2. When the statement has been presented to the brokers and dealers
with whom transactions are now conducted for the System open market
account, the Bank shall give copies to representatives of cthe press in-
formally as a formalization of existing procedure.

3. The Bank shall keep the executive committee of the Federal Open
Market Committee informed of each broker and dealer with whom it
ordinarily transacts business and of each addition to, or removal from,
the list of qualified brokers and dealers.

4. The Bank shall encourage the observance of high standards of
commercial honor and just and equitable principles of trade by the
brokers and dealers in Government securities, through the medium of
the Bank’s contacts with the brokers and dealers and the Government
Security Dealer Group or any other similar organization that may exist
or develop.

5. When any broker or dealer has been removed from che list of quali-
fied brokers and dealers for failure to meet the qualifications set forch in
the statement of terms or for willful violarion of or failure to perform
any of the terms and conditions set forth 1n the agreement, and the Bank
is satisfied that he has taken appropriate steps to correct any default
and to prevent the occurrence of similar defaults in the future, the Bank
may restore him to the list of qualified brokers and dealers and resume
the transaction of business with him, after obtaining the consent of the
executive committee of the Federal Open Market Commirttee.

The approved statement of terms was as follows:

TctI!_lS on Which Federal Reserve Bank of New York Will Transact Business
with Brokers and Dealers in United States Government Securities for
the System Open Market Account
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The Federal Open Market Committee has directed the Federal Reserve
Bank of New York (hereinafter referred to as the Bank) to transact
business in United States Government securities for the System open
market account with reputable brokers and dealers in such secaurities
who meet the qualifications and agree in writing to comply with the
terms and conditions set forth below.

1. In determining whether a person (individual, partnership or
corporation, including a bank)is a qualified broker or dealerwith whom
the Bank will transact business, and the extent to which business will
be transacted with such person, the following factors will be taken
into consideration:

(a) Integrity, knowledge, and capacity and experience of manage-

ment;

(b) Observance of high standards of commercial honor and just
and equitable principles of trade;

(c) Willingness (in the case of a dealer) to make markets under all
ordinary conditions;

(d) The volume and scope of business and the contacts such busi-
pess provides;

(e) Financial condition and capital at risk of business; and

(f) The reliance that can be placed on such person to cooperate
with the Bank and the Federal Open Market Committee in
maintaining an orderly market for Government securities; to
refrain from making any recommendations or statements or
engaging in any actuvity which would encourage or stimulate
undue activity in the market for Government securities; and to
refrain from disclosing any confidential information which he
obtains from the Bank or through his transactions with the
Bank.

2. The Bank will obtain from such person an agreement in writing

to comply with the following terms and conditions:

(a) He will furnish the Bank with a statement for the confidential
information of the Bank and the Open Market Committee
showing as of the close of business each business day:

(x) The tot)al amount of money borrowed (directly and in-
directly);

(2) The pa);- value of all Government securities borrowed;

(3) His position, both long and short, in Government securi-
ties, classified by classes of securities and maturity groups
(or by issues, if so requested by the Bank);

(4) The volume of transactions during the day in Government
securities, classified by classes of securities and maturity

oups (or by issues, if so requested by the Bank), and

() glrlch other statistical data as in the opinion of the Bank
will aid in the execution of transactions for the System
open market account.

(b) At or before the completion of each transaction with the Bank,
he will furnish the Bank with a written notification disclosing
whether he is acting as a broker for the Bank, as a dealer for his
own account, as a broker for some other person, or as a broker
for both the bank and some other person. In the absence of 2
special agreement to the contrary with the Bank with respect
to a particular transaction, he will not act as broker for any
other person in connection with any transaction with the Bank,
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and he will receive no compensation or profit of any kind in
connection with the transaction other than the specified com-
mission paid him by the Bank.

(c) In the absence of special arrangements with the Bank, delivery
of securities will be made ac the office of the Bankbefore2:15
p-m. on the next full business day following the day of the con-
tract and all payments by the broker or dealer will be in imme-
diately available funds.

(d) He will futnish the Bank not less frequently than once during
cach calendar year with a report of his financial condition as of
a date not more than 45 days prior to the delivery of the report
to the Bank in form acceptable to the Bank and prepared or
certified by a public accountant acceptable to the Bank; and,
upon the request of the Bank, he will furnish it with a state-
ment of condition as shown by his books as of a date specified
by the Bank.

(e¢) Unless the Bank shall have informed him of its desire to pur-
chase or sell a particular issue of Government securities, he will
not solicit from any other person offerings of or bids for any
issue of Government securities for the purpose of placing himself
in a position to offer to sell to or to buy from the Bank securities
of such issue.

The Federal Open Marker Commitiee has further directed that the
Bank decline to transact any further business with a broker or dealer
1n any case in which the Bank has concluded that the broker or dealer
no longer meets the qualifications set forch above or has willfully
violated or failed to perform any of the terms and conditions set forch
in the agreement.

To the Federal Reserve Bank of New York.

The undersigned hereby agrees to meet the qualtfications and to com-
ply with the terms and conditions set forth above.

Dated: ................ e e e e e e
(Signature)

The above action of the Federal Open Market Committee followed a thor-
ough study of the relationships with the dealers and brokers through which
transactions for the System open market account were executed. The Com-
mittee felt thar, although the informal arrangement that had existed pre-
viously was satisfactory for a period when the volume and amount of trans-
actions for the System open market account were relatively small, the
increase in the activity of the account, and the likelihood that operations in
very large amounts would continue during the remainder of the war and
into the postwar period, made it desirable to place the existing relationships
on a formal basis. The terms of agreement represent in substance the in-
formal agreements that had been in effect between the Federal Reserve Bank
of New York, as agent, and the dealers and brokers with whom the Reserve
Bank previously had transacted business for the System open market account.
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