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June 10, 1946
Members present; Mr. Eccles, Chairman; Mr. Sproul, Vice Chairman;
Mi. Szymczak ; Mr. Draper ; Mr. Evans; Mr. Vardaman; Mr. Leach; Mr.
McLann; Mr. Young; Mr. Clak.
1. Authority to Effect Transactions in System Account.

Upon motion duly made and seconded, the following direction to
the executive committee was approved by unanimous vote:
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The executive committee be directed, until otherwise directed by the
Federal Open Market Committee, to arrange for such tiansactions for
the System open market account, either in the open market or diectly
with the Treasury (including purchases, sales, exchanges, replacement
of maturing securities, and letting maturities 1un off without replace-
ment), as may be necessary in the practical administration of the ac-
count or for the purpose of maintaining an otderly market in Treasury
securities and a general level of prices and yields of Government secu-
rities which will support the Treasury issuing rates of 7§ per cent for
one-year certificates and 214 per cent for 27-year bonds restricted as to
ownership; provided that the aggiegate amount of securities held in
the account at the close of this date [other than (1) bills purchased
outright in the market on a discount basis at the 1ate of 34 per cent
per annum and bills redeemed ar matuiity and (2) special short-term
certificates of indebtedness puichased from time to time for the tempoiary
accommodation of the Tieasuiy] shall not be increased or decreased by
more than 2 billion dollars.

That the executive committee be fuither directed, until otheiwise
directed by the Federal Open Market Committee, to arrange for the
purchase for the System open market account direct from the T'reasury
of such amounts of special short-term certificates of indebtedness as may
be necessary from time to time for the temporary accommodation of the
Treasury; provided that the amount of such certificates held in the ac-
count at any one time shall not exceed 1.5 billion dollars.

During the interim since the meeting of the Committee on March 1, 1946,
action had been taken by the Federal Reserve Banks and the Board of Gov-
ernors to discontinue the preferential discount 1ate of ¥4 per cent on advances
to member banks secured by Government obligations. In announcing the
discontinuance of the rate, the Board of Governors stated that it did not
favor a higher level of interest rates on Government sccurities than the Gov-
einment was then paying. ‘Fhe Treasuiy had 1edeemed for cash more than
10 billion dollars of matuiing Government secutities since the first of the
vear and it appeared at the time of this meeting that Treasuty balances would
permit further substantial retirements in the months immediately ahead.
This would continue to 1educe the volume of bank credit outstanding and to
prevent a return of the downward trend in yields on Government securities
that had been present eailier in the year.

At this meeting there was further discussion of the <teps that might be
taken by the Committee to carry out the System credit policies directed, as
part of the program of the Government for combating inflation, toward the
prevention of a further expansion of bank reserves and at the same time of
any increase in the cost of the Government debt. It was felt that the Treas-
ury program for debt retirement made unnecessa1y at this time any action to
discontinue the outstanding direction issued by the Fedeial Open Market
Committee to the Federal Reserve Banks to purchase Tieasury bills offered
to them at a discount 1ate of 3§ per cent per annum. It was also the view
of the Commitree that in the evisting circumstances the policy 1ctetied o
above could best be implemented by (hanging the ditection issued to the
executive committee with 1espect to trnsactions in the System .account so
that such transactions would be for the puipose of maintaining an orderly
market in Treasury securities and a general level of prices and yields of Gov-
ernment seculities which would support the Tieasury issuing 1ates of 7§ per
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cent for one-year certificates and 224 per cent for 27-year bonds restricted as
to ownership.

The limitation in the first paragraph of the new direction was reduced
from 3 billion to 2 billion dollars for the reason that, while operations in the
System account before another meeting of the Committee, particularly the
redemption of securities being retired, would be substantial, it was believed
that the lower limitation on the authority to change the amount of securities
in the account would be adequate to meet the situation.
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