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1. Increase in the Authority to Effect Transactions in System Accouynt.

The actions of the members of the Federal Open Market Committee
on August 11 and September 24, 1948, increasing from 1.5 billion dollais
to 3 billion and fiom 3 billion to 4 billion, respectively, the limitations
on the authority of the executive committee with respect to increases or
decreases in the total amount of securities in the System account, as
contained in the fiist paragraph of the direction issued at the meeting of
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the Federal Open Market Committee on May 20, 1948, weie approved,
ratified, and confirmed.

Votes for this action: Messis. McCabe, Sproul, Clayton, Diaper,
Eccles, Evans, Gilbert, Leedy, Szymczak, Wilhiams, and Young. Votes
against this action : none.

Following the previous meeting of the Committee pressure on the market
for restricted T'reasury bonds developed to an unexpected extent and during
the latter part of the period the pressure on bank eligible bonds again increased.
By August 11 Treasury bonds held in the System account had increased from
6.3 billion dollars on May 19 to 7.2 billion and by September 24 these holdings
had grown to about 9 billion. Holdings of ceitificates had also increased.
It appeared at the time the actions of the members of the Committee weie
taken that pressure on the bond market would continue for a further period
and the increased authorities were approved in order that the executive com-
mittee might carry out the policy of suppotting the long-term rate on T'reasury
bonds and maintaining stable and oiderly conditions in the Government
security market.

2. Authority to Effect Transactions in System Account,
‘The following direction to the executive committee was approved :

The executive committee is directed, until otherwise directed by the
Federal Open Market Committee, to ariange for such transactions for
the System open maiket 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 1eplacement),
as may be necessary, in the light of the general credit situation of the
country, for the piactical administration of the account, for the mainte-
nance of stable and orderly conditions in the Government security maziket,
and for the purpose of relating the supply of funds in the maiket 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 puichased from time to time for
the temporary accommodation of the Treasury shall not be increased o1
decreased by more than 2 billion dollars.

The executive committee is fuither directed, until otherwise directed
by the Federal Open Market Committee, to airange for the purchase
for the System open market account direct from the Tieasuay of such
amounts of special short-teim certificates of indebtedness as may be neces-
sary from time to time for the temporary accommodation of the Treasuiy;
provided that the total amount of such ceitificates held in the account
at any one time shall not exceed 1.5 billion dollars.

Votes for this action: Messrs. McCabe, Sproul, Clayton, Diaper,
Eccles, Evans, Gilbert, Leedy, Szymfzak, Williams, and Young. Votes
against this action: none.

When this meeting of the Committee was held the inflationary elements in
the economy continued strong and an appraisal of the situation appeared to
justify the conclusion that the prospects for the rest of 1948 were clearly
expansionary and that a downturn was not to be expected even if some of
the “soft spots” in the economy should spread. Discussion by members of
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the executive committee and by representatives of the full Committee with
representatives of the Treasury had continued since the previous meeting of
the Committee and several actions had been taken to carry out the anti-
inflationary program of keeping the reserve position of banks under pressure
and discouraging further inflationary credit expansion.

Effective June 11, 1948, the Board of Governors increased reserve require-
ments on demand deposits of member banks in central reserve cities by 2
percentage points and following the granting of increased authority at the
special session of Congress in August reserve requirements of all member
banks were increased by 2 percentage points on demand deposits and 1% per-
centage points on time deposits, effective September 16 for non-reserve city
banks and September 24 for reserve and central reserve city banks. On August
9 the Treasury announced that the certificates and notes maturing on October
1 would be refunded into 124 per cent certificates, This announcement was
followed by an adjustment in short-term rates to bring them in line with the
114 per cent rate and by an increase in the discount rates at all Federal Re-
serve Banks from 124 per cent to 134 per cent. On August 18 the Treasury
announced a new issue of savings notes, Series D, with a higher scale of in-
terest rates than the previous issue. On August 19 the Board of Governors
announced the reissuance of its regulation on consumer instalment credit under
authority granted by the special session of the Congress. During the period
the Treasury continued to manage its balances with the Federal Reserve Banks
and in war loan accounts so as to further the policy of keeping pressure on
bank reserves and to utilize available balances to retire maturing debt. T'o the
extent possible, the effects on bank reserves of securities purchased for the
System account in carrying out the policy of supporting the long-term rate on
Treasury bonds and maintaining stable and orderly conditions in the Govern-
ment security market had been offset by the sale of Treasury bills from the
System account.

‘The above direction was adopted so that the management of the System
open market account could be continued as a part of the anti-inflationary
program to the fullest extent possible consistent with the policy of supporting

the Government bond market and maintaining stable and orderly conditions
in that market.

It was the opinion of the Committee at this meeting that other steps that
might be taken to carry out the program would include (1) a further increase
in short-term rates with corresponding increases in the bill rate with a view
to bringing about greater flexibility in the bill market and increasing the
holdings of bills outside the Federal Reserve Banks, (2) a further increase
in the discount rates at the Federal Reserve Banks to follow the increase in
short-term rates, (3) the continued retirement of Government debt to the
extent permitted by Treasury balances, (4) the continued timing of calls on
war loan accounts to exert some drain on bank reserves, and (s5) continued
study of the situation for the purpose of determining what, if any, action
should be taken further to increase member bank reserve requirements.

The limitation of 2 billion dollars contained in the first paragraph of the
direction set forth above represented an increase of 500 million over the
limitation in the direction issued at the meeting on May 20, 1948. The limita-
tion was fixed at that amount for the reason that it appeared that over the
next month or more a very substantial amount of securities would have to be
purchased in carrying out the palicy of supporting the long-term rate on
Government bonds.
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