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which the Treasury will accept tenders of the bills for new Treasury bills,
will sell to him Treasury bills of like amount and maturity at the same
rate of discount. All bills purchased under this direction are to be held
by the purchasing Federal Reserve Bank in its own account and prompt
reports of all transactions in Treasury bills are to be made to the Manager
of the System Open Market Account.”

Following the meeting of the Federal Ogen Market Committee on June 5,
1947, there were further discussions with the Treasury of the propesed dis-
continuance of the posted 3§ per cent rate on T'reasury bills and agreement
was reached that the rate should be terminated as to all bills issued on or
after July 10, 1947. The above direction was issued to accomplish that result.
The reasons for the action are set forth in the following statement released to
the press for publication in the morning papers of July 3, 1947:

“The Federal Open Market Committee of the Federal Reserve System
has directed the Federal Reserve Banks to terminate the policy of buying
all Treasury bills offered to them at a fixed rate of 3§ per cent per annum
and to terminate the repurchase option privilege on Treasury bills. The
new policy will apply to bills issued on or after July 10, 1947. Existing
policy will continue to apply to bills issued prior to thar date.

“The above action was taken by the Committee after consultation with
the Secretary of the Treasury.

“The so-called posted rate on Treasury bills was a wartime measure
adopted in 1942 to facilitate war financing and to stabilize the market
for Government securities. It was designed primarily to encourage banks
to make fuller use of their excess reserves and thus bring about a wider
distribytion of T'reasury bills. Under current peacetime conditions these
arrangements no longer serve their original purpose and tend to distort
conditions in the money market and the securities market. Certificates of
indebtedness, which bear a higher rate than Treasury bills, have largely
replaced bills in the market, not only as a medium for the investment of
short-term funds but also as a means by which banks adjust their reserve
positions.

“Increased amounts of Treasury bills have been sold to the Federal
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Reserve Banks by the market, and bills have gradually ceased to be a
market instrument. Currently, only about 1.5 billion dollars of the nearly
16 billion total of Treasury bills outstanding are held outside the Federal

. T Bill Reserve Banks. The Treasury bill rate has thus been eliminated as a
1. Elimination of Posted Rate on Treasury Bills.

Upon motion duly made and seconded, and by unanimous vote:

The action of the members of the Federal Open Market Cpmrpittee
on July 2, 1947, discontinuing the posted rate on Treasury bills issued
on or after July 10, 1947, in accordance with the following amended
direction to the Federal Reserve Banks, was approved, ratified, and
confirmed.

“Until otherwise directed by the Federal Open Market Committ'ee,
the 12 Federal Reserve Banks are directed to purchase all Treasury bills
issued prior to July 10, 1947, that may be offered to such Banks on a dis-
count basis at the rate of 3% per cent per annum, any such purchases to be
upon the condition that the Federal Reserve Banlf, upon the_request of
the seller on or before the last business day preceding the closing day on

tactor in the money market. The need for large-scale borrowing of new
money by the Treasury ceased with the completion of the Victory Loan
Drive and since that time the public debt has been reduced substantially.
Consequently there is no reason for continuing this wartime mechanism,
On the contrary, its elimination will serve a useful purpose in restoring
the bill as a market instrument and giving added flexibility to the Treas-
ury’s debt management program.

“Under the new policy the Treasury bill rate will be expected to find
its level in the market in proper relation to the yields on certificates of
indebtedness. The Federal Reserve System will continue to purchase
and hold Treasury bills as well as other Government securities in amounts
deemed necessary in the maintenance of an orderly Government security
market and the discharge of the System’s responsibility with regard to the
general credit situation of the country.
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“As a result of the action taken by the Board of Governors of the
Federal Reserve System in April to transfer to the Treasury the excess
earnings of the Federal Reserve Banks, the Reserve Banks are now paying
into the Treasury approximately 9o per cent of their net earnings after
dividends. Since most of the Treasury bills now outstanding are held
by the Federal Reserve Banks, whatever increase in interest cost to the
Treasury results from the termination of the posted buying rate and re-
purchase option will be largely offset by increased Reserve Bank pay-
ments to the Treasury.”

2. Revised Authority to Effect Transactions in the System Account.
Upon motion duly made and seconded, and by unanimous vote :

A change made by the members of the Federal Open Market Comnit-
tee on August 8, 1947, in the direction issued to the executive committee
on June 5, 1947, so as to provide for supporting the current issuing rate
on Treasury certificates instead of the 7§ rate previously prevailing, was
approved, ratified, and confirmed. The direction as revised read as
follows:

“The executive committee be directed, until otherwise directed by the
Federal Open Market Committee, to arrange for such transactions 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 without replacement),
as may be necessary in the practical administration of the account or for
the purpose of maintaining an orderly market in Treasury securities and
a general level of prices and yields of Government securities which will
support the Treasury current issuing rate for certificates and 232 per
cent for 27-year bonds restricted as to ownership; provided that the
aggregate amount of securities held in the account at the close of this
date [other than (1) maturing bills transferred to the System account
from the option accounts of the Federal Reserve Banks pursuant to the
direction issued by the Federal Open Market Committee on May 5, 1947,
bills purchased outright in the market on a discount basis at the rate of
34 per cent per annum, bills redeemed or exchanged at maturity, and bills
taken in exchange for maturing bills, and (2) special short-term cer-
tificates of indebtedness purchased from time to time for the temporary
accommodation of the Treasury] shall not be increased or decreased by
more than 2 billien dollars.

“The executive committee be further directed, until otherwise directed
by the Federal Open Market Committee, to arrange for the purchase for
the System open market account direct from the Treasury 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 account at any one time
shall not exceed 1.5 billion dollars.”

As the first step in a program which contemplated an increase to one per cent
in the issuing rate on Treasury certificates, the Treasury in July announced
that the August 1 maturity of certificates would be refunded into an 11-month
7 per cent certificate. ‘The direction issued by the Federal Open Market
Committee on June s, 1947, provided for support of an issuing rate of 7% per
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cent for one-year certificates, and the anticipated issuance by the Treasury
of certificates at a higher rate made necessary the approval of the change in the
above direction, which required that the current issuing rate on Treasury cer-
tificates be supported instead of the 7% per cent rate as previously.

3. Increase in Authority to Effect Transactions in System Account.
Upon motion duly made and seconded, and by unanimous vote:

The action of the members of the Federal Open Market Committee gn
September 4, 1947, increasing from 2 billion dollars to 2.75 billion the
authority of the executive committee contained in the first paragraph of
the direction issued at the meeting of the full Committee on June 5 and
amended on August 8, 1947, was approved, ratified, and confirmed.

‘When the action was taken on September 4, the authority granted to the
executive committee had been used to the extent of increasing the amount ot
securities held in the System account by 1.8 billion dollars. In view of the
program for refunding Treasury securities maturing on September 1, Sep-
tember 15, and October 1, and of possible open market transactions over the
tax payment period, it appeared that the executive committee would need
further authority to increase the amount of securities in the System account to
carry out the existing policies. The increase in the authority was granted for
that reason.

4. Authority to Effect Transactions in System Account.

Upon motion duly made and seconded, and by unanimous vote, the
following direction to the executive committee was approved:

The executive committee is directed, until otherwise directed by the
Federal Open Market Committee, te arrange for such transactions for
the System open market account, either in the open market or directly
with the T'reasury (including purchases, sales, exchanges, replacement
of maturing securities, and letting maturities run off without replace-
ment), as may be necessary, in the Light of the general credit situation of
the country, for the practical administration of the account, for the
maintenance of stable and orderly conditions in the Government security
market, and for the purpose of relating the supply of funds in the market
more closely to the needs of commerce and business; provided that the
aggregate amount of securities held in the account at the close of this date
other than special short-term certificates of indebtedness purchased from
time to time for the temporary accommodation of the Treasury shall not
be increased or decreased by more than 2 billion dollars.

The executive committee is further directed, until otherwise directed by
the Federal Open Market Committee, to arrange for the purchase for
the System open market account direct from the Treasury 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 total amount of such certificates held in the account at any one
time shall not exceed 1.5 billion dollars. i

In the period since the previous meeting of the Committee conditions
affecting the money market had changed considerably. Inflationary pressures
had increased and there were indications that they would continue to be strong
in the months immediately ahead. Conditions were favorable to further credit
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growth, bank loans were expanding rapidly and the demand for capital funds
was strong, and there were further substantial gold imports. Because of the
policy of supporting the Government securities market, which the Committee
felt was a sound policy and should be continued, banks had ready access to
additional reserves by the sale of securities to the System account. There was
no prospect of the accumulation of substantial T'reasury cash balances that
could be used for the retirement of Government debt at this time, and there-
fore, the restraining influence of such accumulation could not he imposed.
It was also recognized that the strongest forces working toward inflation lay
outside the field of monetary policy and debt management and that measures
available to the System and the T'reasury could have only limited effectiveness.

It was the view of the Committee that, since further credit expansion would
add to the inflationary pressures, the situation was such as to justify the
Treasury and the Federal Reserve System taking such actions as were available
to them to eliminate or moderate excessive credit expansion. 'While continuing
the existing policy of maintaining orderly conditions in the Government
security market, it was agreed that with a view to preventing to the extent
possible further expansion of bank credit, there should be action by the appro-
priate authorities to carry out an anti-inflationary program which would con-
template (1) continued use of Treasury balances when available to retire
Government debt, particularly bills and certificates held by the Federal
Reserve Banks, (2) a further increase in the short-term rate on Government
securities to 1%§ per cent, (3) an increase in the discount rates at the Federal
Reserve Banks in keeping with the increase in the rate on short-term Govern-
ment securities, (4) an Increase in reserve requirements of member banks in
central reserve cities, (5) a statement by the Board of Governors emphasiz-
ing, in connection with the termination of Regulation W, the dangers of more
liberal instalment credit terms and a further growth of outstanding consumer
credit, (6) a joint statement by the Federal and State bank supervisory agen-
cies which would point out the dangers of further overall expansion of bank
credit through the medium of bank loans, and (7) a change in the policy with
respect to the refunding of maturing savings bonds to encourage the reinvest-
ment of proceeds of maturing bonds in new issues of savings bonds.

The language in the first paragraph of the direction issued by the Commit-
tee, setting forth the considerations governing transactions for the System
account, was changed from the direction previously in effect for the purpose
of relating it more closely to the current policies of the Committee in the light
of existing monetary and credit conditions.
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