A meeting of the Federal Open Market Committee wes held in

the offices of the Board of Governors of the Federal Reserve System

In Vashington on Thursdey, October 3, 1946, at 10:45 a.m.
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{essrs. Kincaid, Rsuber, Wheeler, and
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John H. Williams, Associate Economists
Rouse, Manager of the System Open
Market Account

Thurston, Assistant, and Mr. Kennedy,
Special Assistant, to the Chairmen of
the Board of Governors of the Federal
Reserve System

Sherman, Assistant Secretery of the
Board of Governors

Musgrave, Chief of the Government Finance
Section of the Division of Research and
Stetisties of the Board of Governors

fessrs. Whittemore, Gidnsy, and Davis, alternate
members of the Federal Open Msrket Cormittee

Messrs. Alfred H. Williams, Leedy, snd Gllbert,
Presidents of the TFederal Reserve Banks of
Philedelphie, Kansas City, snd Dallss,
respectively
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Upon motion duly made and seconded,
end by unenimous vote, the minutes of the
meeting of the Federal Open Market Commit-
tee held on June 10, 1946, were approved.

Upon motion duly made and seconded,
¢nd by unznimous vote, the actions of the
executive committee of the Federal Open
Mrrket Committee as set forth in the min-
utes of the meeting of the executive com-
mittee on June 10, 1946, were approved,
retified, and confirmed.

Mr. Rouse, as Manager of the System Open Market Account,
reviewed the report prepared by the Federzl Reserve Bank of New York
of op~n market operations in the System open market sccount covering
the period from June 11, 1946, to September 30, 1946, inclusive, and
a2 supplementery report prepared by the New York Bank covering commit-
ments executed on October 1 and 2, 1946. During the course of Mr,
Rouse's stetement coples of the report first mentioned were distri-
buted to those present and copies of both reports have been placed
in the files of the Federal Open Merket Cormlttee.

After a brief discussion, upon motion
duly mode and seconded, and by unanimous
vote, the trensections in the System account
for the period from June 10, 1946, to
October 2, 1946, inclusive, were approved,
ratified, and confirmed.

Following the passage of the Administrative Procedure Act
on June 11, 1946, counsel for the Committee prepared drafts of Fed-
erel Open Market Committee rules on organization snd informatlon

and rules on procedure to be issued by the Committee in compliance
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with the provision of section 3 of that Act. Copies of these drafts
were sent to the members of the Cormittee and other Presidents of the
Federal Reserve Esnks for their comments, following which the rules
were revised in the light of the comments and suggestlons received.
Thereafter, the revised rules were sent to the members of the Com-
mittee end, after approvrl by the members who were in Washington and
the five Presidents who were members of the Committee, to become ef-
feetive September 11, 1946, the rules were published in the Federal
Reglster and coples were sent to the Presidents of all of the Federal
Reserve Banks.
Upon motion duly made and seconded,

and by uneznimous vote, the action of the

members of the Federel Open Market Com-

mittee in epproving the rules, to become

effective September 11, 1946, was approved,

retified, and confirmed. The rules as

approved by the Committee were in the

following forms

"RULES O ORGANIZATION AND INFORMATION

"Sec. 1. P.sias end Scope. ~ These rules are issued
by the Federal Open Market Committee (hereinafter sometimes
called the Committee) pursusnt to the Administrative Pro-
cedure Act and the Federal Reserve Act. Included therein
rre the rules specified by sections 3(a)(1), 3(b), and
3(c) of the Administrative Procedure Act.

"COMPOSITION AND MEETINGS OF COMMITTEE

"Sec. 2(a) Members, The Federal Open Market Committee
consists of the members of the Board of Governors of the
Federal Reserve System and five representatives of the Fed-
eral Reserve Benks who are Presidents or First Vice Presi-
dents of such banks. The representetives of the Federal
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"Reserve Banks, #nd an nltemm~te for each representative,
are elected in accordence with section 1ZA of the Federal
Reserve fct for terms of one year cormencing on March 1
of each year.

"(b) Cheirmen snd Vice Chsirmsn., - At its first meet-
ing on or after March 1 of each yesr, the Committee selects
¢ Chairmen and a Vice Chairnen from among its membership.

"(e) Veetings. - The Committee meets st Washington,
D. C., on cell by the Chairman of the Bosrd of Governors
of the Federal Reserve System or at the request of thres
menbers of the Cormittee, et lecst four times eech yesr
end oftener 1f deemed necessary.

"EXECUTIVE COMMITTEE

"Cec, 3(a) Members. - ft its first meeting on or
after March 1 of each year, the Federal Open Merket Com-
mittee selects from among its membership an FExecutive
Committee consisting of three members of the Board of
Governors of the Federal Reserve System and two of the
representstives of the Federal Reserve Benks, Alter-
nates to serve in the absence of members of each group
represented on the Executive Committee are llkewise
selected. The Chairmsn of the Federal Open Market
Committee is one of the members of the Executive Com-
mittee end serves as its Chairmsn.

"(b) Meetings. - The Executive Committee meets
periodicelly, on cell of the Chairman or at the re-
cuest of two members, as necessery 1n the performsnce
of the duties asslgned to it.

"(c) Duties. - The duties of the Fxecutive Committee
gre:

n(1) To direct the execution of trensactions in the
open merket in accordance with open-market policies adopted
by the Federal Open Market Committee;

"(2) To allocate the Covernwent securities snd other
obligations held in the System Open Market Account emong
the severzl Federzl Reserve Bsnks in accordence with the
principles determined by the Federal Open Market Committee;

1(3) To keep the members of the Federal Open Market
Cormittee informed of all trcnsactions executed under the
direction of the Federsl Open Market Committee and of 21l
c1locations and rezllocations of Government securitles
end other obligations held in the System Open Merket

Account; and
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"(4) To perform such other functions end duties in
connection with open-merket operations as may be assigned
to it from time to time by the Federal Open Market Committee.

"OTHER PERSONNEL

"Sec. 4{a) Officiel Staff. - The official steff of
the Federal Open Market Committee includes its Secretary,
~sgistent Seeretary, General Counsel, Assistant General
Counsel, Economist, and Associate Economists, who perform
the duties indicated by their titles. These staff members
ere selected from emong the officers and employees of the
Boerd of Governors of the Federal Reserve System rnd the
Federal Reserve Banks.

"(b) System Open Market Account. — One of the Federal
HReserve Brnks 1is selected by the Commitiee to execute
trensactions for the System Open Market Account. Such
benk selects a Manager of the System Open Market Accounmt,
satisfaetory to the Cormittiee.

"(c) Others. - The services of other officers and
erployees of the Board of Governors of the Federzl Reserve
System snd Federal Reserve Benks are made available and
are utilized by the Committee as regquired.

"SUBMITTATLS, PETITIONS, AND RECUESTS

"Sec. 5(e) Place. — The mailing address of the Fed-
eral Open Market Committee is: Federal Reserve Building,
20th Street and Constitution Avenue, Washington 25, D. C.
The Committee custorarily meets at the offices of the
Board of Governors of the Federasl Reserve System at that
zddress.

"(b) Method. - A1l submittals, petitions, snd requests,
including requests for access to informetion, shall be made
in writing end meiled to the Committee at the address stated
in section 5(a) of these rules. Zny petition or reguest
shz211 be si_ned by the person making 1t, or his duly suthor-
ized agent, and shall, in so fer as practicable, clearly,
completely and concisely state his full neme and &sddress,
the faets involved (including the purposes for which any
unpublished information reouested will be used if made
sveilable), the action desired, the person's interest in
the matter, rnd the rescons why the petition or request
should be granted.
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"AVAILABILITY OF INFORMATION

"Sec. 6(a) Federsl Rerister, - Rules describing the
Committee's orgrnization and procedure and zny substantive
rules or stutements of policy which are formulated and
#dopted by the Comrittee Tor the guidance of the publie
will be published in the Federal Register.

"(b) Policy Record. — A complste record of the actions
te2n by the Committee during the preceding yerr upon all
netiers of polley relating to open merket operations, show-
ing the votes teken and the reasons underlying the actions,
is included in each asnnuel report made to Congress by the
Boerd of Governors of the Federal Reserve System in accord-
-nce with Section 10 of the Federal Reserve Act.

"(c) Unpublished Information. - Except as may be
rpecifically authorized by the Cormittee or its Executive
Cormittee, or 2s may be required in the performance of
duties for, or pursuent to the direction of, the Committee,
no person shall disclose, or permit the disclosure of, any
unpublished informetion of the Committee to anyone, whether
by giving out or furnishing such informstion or copy thereof,
by ellowing any person to inspect, exsmine or copy sucu in-
formetion or copy thereof, or by any other means, Unpub-
lished information of the Cormittee shsll include 211 In-
formation concerning the proceedings, deliberations, dis-
cussions, =nd actions of the Committee &nd &ll information
or edvice coming to the Committee or to any member of the
Committee or any officer, employee or szent of the Cormit-
tee, the Board of Governors of the Federel Reserve System,
or sny Federal Reserve Bsnk, in the performence of duties
for, or pursusnt to the direction of, the Committee,
vhether contzined in filesg, memorsnda, documentc, reports,
books, zccounts, records, or papers or otherwise zcquired
£nd whether locsted a2t the offices of the Boerd of Governors
of the Federsl Reserve System, the Federzl Reserve B-nks,
or elsevwhere: Provided, Thet it shall not include infor-
ration which hes been published in sccordence with sections
6{e) #nd 6(b) of these rules or informetion which is avail=-
eble to the public through other sources.

"(d) Reesons for Non-disclosure, - The non-disclosure
of unpublished in‘ormation of the Committee generelly 1s
required in the public interest for one or more of the fol-
loving reesons:

"(1) Disclosure of unpublished information concerning
policies with respect to future open morket operations
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"which are under comsidersti-n or heve been adopted by
the Cormittee, #nd of unpubliched informetion which micht
811 in enticlpating action by the Cormittee, woulds

"(i) Interfere with the mccomplishment of the object-
ives of the Committee's actions taken with s view to aec-
cormodating cormerce and business end with regard to their
bearing upon the general credit situation of the country;

"(i1) Permit speculstors end others to reap unfeir
profits or other unfeir advantages by speculative trading
in securlties snd otherwise;

"(111) Interfere with the orderly execution of pol-
icies adopted by the Committee;

"(iv) Result in unnecessery and unwerranted disturb-
ances in the securitlee markets;

"(v) Mzke open market operations more costly to the
Federel Reserve Bznkss;

"(vi) Interfere with the orderly execution and ac-
complishment of the objectives of policies adopted by
other Government agencies concerned with economic end
fiscal matters; =nd

"(vil) Czuse misinterpretations and misunderstend-
ings, with possible resultent impsirment of public con-
fidence in the nstion's financizl strueture.

"(2) The Committee's unpublished information includes
much thct is furnished to it on a secret or confidential
bagis and its disclosure would:

n(i) Have the effects described in section 6(d)(1)
of these rules;

"(11) Impede the necessary collection of informetion
end edvice, much of which cannot be obtzined except on a
confidentisl znd voluntary basis; and

n(441) Unreasonably &nd unnecessarily disturb and
interfere with individual privacy end confidentisl busi-
ness relationships.

"{e) Reocuess for Unpublished Informstion., - Re-
ques:s for accecs to unpublished informstion will be
crented only if it clearly appears that disclosure of
the informetion will not be contrary to the public in-
terest for any of the ressons set forth in section 6(d)
of these rules.

"SUBPOENAS

"Sec. 7(a) Advice by Person Served. - If any person,
whether or not an officer or employee of the Committee,
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"of the Board of Governors of the Federsl Reserve System
or of a Federal Reserve Bank, hcs unpublished informstion
of the Commrittiee and in connection therewith 1s served
with a subposne, order, or other process requiring his
personal atiendsnce as & witness or the production of
documents or Informetlon upon eny proceeding, he shell
promntly audvise the Cormittee of such service and of &ll
relevent facts, including the documents end informetion
recuested snd sny fects which may be of assistence in
determining whether such docurents or informetion should
be mede availeble; and he shall teke sction st the ap~
propriste time to advise the court or tribunel which
iscuved the process, and the attorney for the party at
vhose instance the process was issued, if known, of

the substance of these rules.

"(b) Appenrcnee by Person Served. - Except ea
disclosure of the rclevant information has been author-
ized pursuant to these rules, any such person who hes
unpublished informetion of the Committee and is re-
cuired to respond to & subpoena or other legal pro-
cess shall zttend at the time and place therein men-
tioned and respectfully decline to produce any docu-
rents or disclose any information or glve any testi-
mony with respect thereto, besing his refusal upon
these rules. I¢, notwithstending, the court or other
body orders the production of any documents, dis-
closure of eny information, or giving of any testl
mony, the person having such unpublished information
o° the Committee shall promptly report the facts to
the Cormlttee.”

"RULFS ON PROCEDURE

n"Sec., 1. Besis end Scope, - These rules sre lssued
by the Federel Open Market Committee (hereinafter some-
times called the Committee) pursuent to the Administra-
tive Procedure Act end the Federal Reserve Act. They
include the rules specified by section 3(a)(2) of the
fdministrative Procedure Act.

nSec, 2. Cormittee Action. - The function of the
Cormittee is the directiom snd regulation of open market
operations which are conducted by the Federal Reserve
Brpl.s. Thic involves the determination of the policies
which zre to be pursued with respect to the purchase
snd srle of securities by the Federal Reserve Panks
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"with = view to sccormrods ting commerce end business
+nd wlth regerd to their bearinz upon the generesl
credit situation of the country, together with con-
sideration &znd action upon incidental matters relating
to the manner in which such operations ere to be con-
ducted. The discharge of the Committee's responsibil-
1tlec requires the continuous getheriars of informetion
and study of changing fineanciezl, economic, =nd credit
conditions end other pertinent considerations by the
members of the Commlttee end its persomnel. These
retivities are closely interrelated with other activ-
ities of the Board of Governors of the Federal Reserve
System end the Federsrl Rescerve Benks end &1l relevent
informetion and views developed by these organizations
are aveilable to the Cormittee. With this beckground,
ection is tzken by the Committee upon its own initi-
etive at periodic meetings held at lesst four times
each year and oftener if deemed necessary. Attendance
at Cormittee meetings is restricted to members of the
Commlittee and its officiel staff, the Msnsger of the
Cystem Open Market Account, the Presidents of Federal
Reserve Banl:s who are not at the tiwe members of the
Committee, and such other sdvisers s the Commlttee
mey invite from time to time. The Committee acts
through the adoption and transmittel of directives
and reguletions to its Executive Cormltiee or to the
Federal Recerve Bsnks, Opersticns in the System Open
Merket Account zre conducted under the direction of
the TExecutive Cormittee pursusnt to directives issued
by the Committee.

"Sec. 3. Notice £nd Public Procedure, -~ There
ordinarily will be no published notice of proposed
<ction by the Committee or public procedure thereon,
rs desceribed in section  of the Administrative Pro-
cedure fct, becruse such notice e2nd procedure is
imprecticeble, unnecessery, or contrcry to the publie
interest for one or both of the following reessons:

"(a) Yon-disclosure of information is recuired
in the public interest for reasons stated in section
6(d) of the Committee's Rules on Orgenization end
Informntion; and

"(b) Expeditious 2nd timely sction, without the
delry incident to such notice and procedure, is re-
cuired in the public interest.
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"Sec. 4. Effective Dete., - Conmittee action ordi-
nerily will be mede effective on the date the action is
taken beceuse the nature of the subject matter and the
sction teken 1s such thet the public Interest and the
»roper discharge of the Cormittee's responsibilities so
require,

"Sec. 5. Submittals, Petitions, #nd Requests.

-~ Submittels, petitions, znd recues“s may be made to the
Committee at any time in the manner stated in section 5
of the Committee's Rules on Orgenization and Information,
They will be considered by members of the Cormittee's
officiel staff and, where appropriate, will be brought
to the attention of the members of the Committee or its
Executive Committee for consideration &nd sny necessary
action.”

In accordance with the request mede by the Federal Open
Market Committee at its meeting on June 21, 1939, an examination
of the System open merket zccount was made by the examiners for
the Board of Governors as of June 23, 1946, ot the time of the
examinztion of the Federzl Reserve Bank of New York. A report of
the examinsztion of the System mrccount wes submitted to the Secretery
0of the Committee under dete of August 22, 1946, and copies of the
report were brought to the attention of all of the members of the
Committee. The report stated thet the accounting procedures,
records, snd system of internel control mesintained snd the degree
of care exercised by the Federsl Reserve Benk of New York in con-
rnection with the System account were reviewed and that the examiner
continued to regerd them ss adejuate to the efficlent administration
of the account, snd no exception was taken to the manner in which

the function was handled in the period reviewed.
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Upon motion duly made and seconded,
and by unanimous vote, the report was
received end ordered filed,

At this point Messrs. Relph Young &nd Chendler Morse,
Asslst nt Direclors of the Divislon of Resesrch and Statisties of
the Board of Governors of the Federsl Reserve System, joined the
neeting.

The reports of the economists were then called for. Mr.
Thomes mede a statement regerding the economic prospects over the
next several months and Mr. Willirms commented on some of the con-
ditions which gave rise to doubts sg to the course of future devel-
opments thet mnade it difficult to forecast what might heppen. Copiles
of the two statements heve been pleced in the files of the Federal
Open Market Committiee and are attached hereto.

Mr, Willjiams' statement was followed by a dlscussion of
(1) the suggestion in his remarks that another effort be msde by
menagement end labor, with the assistance of Government, to reach
cn sgreement as to what their respective policies should be, and
(2) the policies of management with respect to prices and profits
in the event of increased productlvity.

The meeting then recessed and reconvened at 2:40 p.m. vith
the same ettend-nce as at the end of the morning sesslion except

thaet Messrs. A. H. Williams, Gidney, Gilbert, Relph Young, and

Chcndler Morse were not present.
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In response to a cuesiion as to whether it would be worth
vhile to make another effort to get an agreement between menagement
end labor, Mr. Willizms thou~ht that beczuse of changed conditions
since the first effort wes made theres wrs a possibility that en
agreement misht be reached in a Conference that dealt with funda-
mentals of the economic siturtion, and that the suggestion might
be mede that menagement and labor ask for a2 conference and invite
representatives of Government to sit in. It wes suggested thet 1f
such 2 conference was to succesd it should at least have Government
support. There was a discussion of how such support might be brought
about.

Mr. Mclarin inquired whether there would be any objection
to the Presidents of the Federal Reserve Banks glving copies of the
statements mede by Messrs. Thomrs and Willlams to the members of their
respective boards of directors. This point was discussed end it was
concluded that the substance of the statements could be given to the
borrds of directors by the Presidents or by the Banks' economlsts
without distributing ecopies of the statements. The reasoa for this
nosition wes thet theeconomists for the Committee should be in a
position to speak freely at the meetings of the Commlttee, with the
understending that their estim-tes or projections would not be dis-
tributed on the outside in view of the possibilities of misunder-
standing of the flgures as being officisl forecasts of the Committee,

of the Bosrd of Governors, or of the Federal Reserve Benks,
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In connection with & review of the progress of the Treasury
progrrm for retirement of Government debt since the last meeting of
the Committee, Cheirman ZTecles siated that the program had been more
setisfactory in 1tg effects then hed been anticipated, that he had
not expected that it would result so quickly in stiffening the long-
term rate, and that it would be fortunzte if the program could be
continued into 1947.

At the request of the Committee, Mr. Kennedy reed the fol-
lowing memarsndum prepared by him and Mr. Musgsrave under dete of
September 30, 1946, on the subject of debt retirements

"The Treasury cash balance, after allowlng Zfor the
ennounced cash retirement of 2 billlon dollars of certif-
icetes on October 1, is estimsted at somewhat below 7
billion dollars as of the end of October., A further
issue of certificstes totaling 3.8 billion is maturing
on November 1, end 1t is recommended that 2 billion dol-
lers of this issue he redeemed for cash, which will leave
the Treasury balance at the end of November at s2bout 5
billion.

Meturing during December ars 3.8 billion dollars of
certificates on December 1, and 2.3 billlon dollers of
1-1/2 per cent notes on December 15. On the assumption
thet the belence should not be reduced below 2 billionm,
it will be possible to retire approximately 3.5 billion
of these issues for cash, Cesh retirements should be
concentreted as much as possible upon the note lssue,
since it is held lsrgely by the banking system, vhereas
the maturing certificste issue, which was sold in the
Victory Loen, is held lergely by nonbank investors.
tn exchenge offer, therefore, for the entire amount of
the maturing certificate issue should be made, and the
December 15 notes should be redeemed for cash. If it
should develop that the cash balsnce 1s not large enough
to redeem the entire note issue which may be the case if
& subs*sntiel prrt of the certificste exchange offer is
not t-ken up, pnrt of the note issue could be paid off
in cash 2nd the balsnce refunded into the December 1
certificates.
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"Assuming & Treasury belance of 2.5 billion dollars
at the close of the year, = substantizl eontinustion of
the retirement progrem should be possible during the first
quarter of 1947, since the brlance is estimctel to incresse
by approxim-tely 4 billion dollars out of budget surplus
end the srle of nonmarketable 1ssues. Mcoturities during
this quarter include 11.4 billion of certificates and 1.9
billion dollurs of notes. Conditional upon the continuae-
tion of infletionary pressures, cash retirements should
approximately totel 4 billion dollnrs.m

Chairman Eccles stated that it was expected that within the
course of the next two or three days the Treesury would meke the ususl
informszl regquest for the views of the executive committee on the
progrem for further debt retirement end thet he would like to dise-
cuss what the recommendstions of the committee should be.

It was the consensus of the members of the full committee
thet, if the Treasury would be willing to reduce its bslances by the
required smount, it would be desirsble to retire 22 billion of the
November 1 certificate issue, to accept voluntary cash redemptions
of the December 1 issue of certificates which might emount from $5
hundred million to &1 tillion, :nd to pey off the entire $3.261
billion of notes meturing on December 15, 1946, but that if (be-
cause of the possibility of substantisl voluntary cash redemption
of December 1 certificrtes) the Treasury wes unwilling to reduce
its belances by the amount necessary to csrry out this program,
such emount only of the Novamber 1 certificates should be retired

=5 would permit the retirement of the entire issue of the December

15 notes.
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Upon motion duly mede =nd seconded,
end by unanimous vote, 1t was egreed that
the Treesury should be advised accordingly
and that the letter of advice would be
submlitted to the members of the executive
committee for spproval before 1t was sent
to the Secretery of the Treasury following
recelpt from the Treasury of the usual
informal request for the views of the
executive committee,

Chairmen Eccles stated that in accordsnce with the procedure
vhich hed been followed by the Americen Bankers Association Committee
on Treasury financing, he had been invited to meet with the committee
vhen it wes in Washington in August for 2 meeting with the Secretery
of the Treesury. He reviewed briefly his discussions with the commit-
tee on Treesury finsncing and System credit policies.

There were then distributed copies of a statement of recom-
mendations by repressntatives of commercial and sevings banks, insur-
=nce compsnles, and investment banks during thelr recent meetings
vith the Secretary of the Treasury with respsct to Treasury financing
policy. This stetement was in the following form:

™y, Bartelt asked thet I pass on to you for the
confidentiel use of the Federzl Open Market Cormittee,
the recommendstions mede by the verious groups that met
at verious times receatly with the Secretary. Mr. Bertelt
said that the Secretary listened to the views and recom-
mendations of the groups snd gave no indication of what

he thought of the various proposals. He made it quite
clecr that he was not conternleting eny action for the
time being.

"The cormercisl banks with Burgess as their spokes-
men, introduced their recommendations with an endorsement
of the Secretary's Press Club statement on the importance
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"of 2 balenced budzet or budzet surplus, They felt that the
Treasury should get in & position to meet uncertainties of the
Tuture by reofunding prrt of the lerge short-term debt into
lon er-term debt +nd to get s brocder distribution of the
debt outside of the banks. They did not show how # brosder
distribution of the debt could be effected. The groups made
the following specific recormendations:

"Long-term securities, £11 of the groups recormended a
new 1ssue of long-term restricted marketable bonds. The com-
mercial barks s~1d thsat such sn 1ssue should be mede at an
appropriate time. Savings banks favored the issue, but indi-
ceted that they did not have eny lerge amount of funds for
investment st present. Insurance corpanies stated thet they
have accumulated funds, but they did not reveal the amount.
They also argued that the Treasury should now refund some
debt into long-term bonds end take edvantege of the present
favorable merket, because they see an increesing volume of
privete investments fortheoming to absorb investment funds.

"Chren:= in E bonds. The commercisl benks advocated a
new savings bond that would be eligible as collatersl for
loans under some restricted provisions. This was on the
grounds thrt some holders are forced to sell savings bonds
et a sacrifice of income to meet temporary needs and that
the chengs would make savings bonds more attractive and
thus increase sales,

"Treasury bills. The commercial banks recommended
£geinst the issuance to the Federal Reserve of & speclel
security bearings s low rste of interest, since such an
issue would rsise the question of direect dealing between
the Federerl Reserve and Treasury.

"Tnterest rates, None of the groups formally advocated
higher interest rates. lMostly they were silent on the point,
but when interest rates were mentioned it was in the tone
thnt nothing need be done at the present time."

In connection with a discussion of the above recommendations,
Chairman Tecles sug_ested thet the Presidents read the statement on
Government fiscel policy mrde by the Secretery of the Treasury at the
Press Club on Ausust 22, 1946, and it was understood that coples of

the statement would be handed to the Presidents before they left

Veshington.
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Chairman Ececles mlso inguired what the views of the Committee
vere with respect to what, if any, action should be tsken at this time
with respect to the posted rate on Treasury bills, the suggestion that
savings bonds te mede more attraective, and the sug_estion thet there
be en issue of long-term bonds. In response to this inguiry Mr. Sproul
read the following stetement which he had presented at the meeting of
the Presidents' Conference yesterday:

"l. Vhen we met Isst June the ergument on credit
pollcy centered around whether we should follow the
modest approach, using the mesns at our disposal in
combatting inflationary trends, or whether we should
say that our weapons were no longer usable or effective
snd that we needed substantial new powers from the Con-
gress if we were to meet our responsibilities.

"2. The fact is that we had been and L.ve been
using the modest approach — eliminstion of preferential
discount rate, retirement of Government debt out of
Treasury balances, increass in acceptsnce rates -- and
that so fer this spproach has been messurebly effective
in the economic situation in which it has been used.
hggressive bank bldding for government bonds has ceased,
at least temporarily, the banks have been under Inter-
nittent pressure for reserves and short-term retes of
interest heve risen somevwhat.

r3, Tt 1s true that this is weak medicine in terms
of combattinz inflation -~- it hss done little to reduce
the volume of funds alreedy created snd in the hends of
the public and to increase the supply of goods and serv-
ices viz~e-viz the supply of money —-- but neither would
the Borrd's cmbitious proposals have accomplished any-
thing of this sort. It has been a holding operation,
while it weg hoped that increased output per man-hour,
the only resl snswer to our cost-price problem or our
wa_e-price spirrl, would come to our rescue,

"/.. The next contempleted steps in the modest
approsch were the elimination of the 3/8 per cent bill
buying and repurchese rate and the defrosting of the
presently frozen 7/8 per cent certificate rate. These
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"are not now urgent steps -- in fsct, the setback in the
securlties merkets in rescent weeks and the signs of &
possible setback in business activity counsel sitting
tight for the present.

"5. Ve should, however, be preparinz for these
next moves. The eliminztion of the 3/8 per cent bill
rate offers certain difficulties, not in a market sense,
but with respect to Federsl Reserve earnings end the
cost of servicing the Federsl debt., If the fixed buy-
in; snd selliny rate for Treasury bills is removed, we
should probably continue to hold most of the bills but
the rate, if left to sdjust to the merket, would rise
perhaps to 3/, per cent. To meet this problem one sug-
gestlon, which Chalrman Fccles has promoted, is to ex-
chenge our bills for = special Treasury demend obliga-
tion bearing, say, 1/8 or 1/, per cent interest. This
hes the defect, to me the fatal defect, of unnecesserily
srousing public fears of direct Treesury financing by
the centrel b-nks end of plecing the Initiative as to
our holdings &nd the rate to be paid on them, almost
entirely with the Treasury., My own prefe-ence would
be to let the rate and our earnings Increase, and to
restore the franchise tax on Federsl Reserve Banks
which would meen that the Treasury would recover its
'losses'. An sppropriete time and plece for the res-
toration of the tex would be as zn amendment to the
F.D.I.C. bill for return of its capltal to the Federal
Reserve Banks rnd the Treasury. It wes In conneetion
with the provision of this caplital that the franchise
tax was ebolished. If it be zrgued that this is to
postpone and delsy unduly adjustment of the situation,
e corpromise might be possible. I don't 1like it par-
ticulerly, but it would be better than the special
demend obligation. At the eppropriete time, we could
be;in to bid for Tressury bills, scy at 1/8 or 1/4 of
1 per cent, tendering our meturing bills in exchange
for those awarded to us. In this way we would avoild
a speciel certificate, keep our investments in market
obli_etions, reduce our esrnings, and &void increasing
the cost of servicing the publie debt.

"4, Tliminstion of the 3/8 per cent bill rate is
a lrrgely meeninglees procedure, however, except as it
might temporarily create uncertainty and except to the
extent thet it would get rid of the hocus-pocus we now
;0 through to replace our meturing bills. To have real
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"meaning elimination of the 3/8 psr cent bill rate should
be the prelude to abendonment of the fixed 7/8 per cent
certificate rate, end to our pertiel escepe from the
straightjacket of the fixed pattern of rates. Admittedly
¢ rise in certificete rete to 1 or 1-1/4 per cent would
not halt inflstion and we would still have to provide
m:rket support, but it would ereate a new situation in
wnich uncertainty 28 to future rates would increase,
gales of o0ld certificstes to us would be made at a loss,
the spread between short znd loni-term yields would be
n:rroved, and benks would, in ny opinion, be more cautious
about meking longterm investments, term losns, etec. And
on the side of cost to the Treasury there 1s really little
argument. The snnual interest charge on the #70,000,000,000
of _overnments meturin, before December, 1950, excluding
bills, is esbout ¢1,000,000,000 or 1l.43 per cent. If all
of these securities were refunded at 1-1/4 per cent the
annusl service cost to the Treasury would be reduced
about *125,000,000.

"7, That you micht say, however, would be the re-
verse of fundinc some of the debt, which is what is being
vldely recommended. In present circumstences, however,
the only funding of the debt which has real meaning is
the snle o° securlities to non-benk Investors — it is
not merely lengthening mrturitles =nd raising coupons
no mrtter who buys the securities. S=les within the
benking system could well be made at lover rates and
with shorter meturities even then during the war.

"8, For the non-bank investor, I still think a
long-term 2-1/2 per cent obligation without roll-over
possibilities would be appropriete snd desirable toward
the end of the year, end *hat srles of savings bonds to
sme1ll investors should be stepued up faster end further
— if necessery by reimbursing those who operste pcy
roll reduction plcns for out-of-pocket expenses and
by sweetening up the terms of the Series 'E' bond it
self.

"9, Finclly, of course, the Trezsury shovld con-
tinue debt redemption out of bslences, and next yesr
out of its cash surplus even thouzh the budget is in
deficit. /nd there should be further strenuous efforts
to convert thst deficit into surplus.”
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There was a discussion of the propostls contzined in Mr.
Sproul's statement and particularly of the type and timing of a
security that migsht be issued as 2 medium for investmen:t of accu-
mulated sevings funds.

Chairman Eceles incuired whether there was any objection
to the sug_estion that there be mede availsble a speciel long-term
1ssue to absorb accumulated savings in czses vhere that demend was
not now met by the Serles G savings bond, it being understood that
Investors in the new security would have to demonstrate that they
hed accumuleted savings in the smount of the securities purchased
end were not selling marketable issues in order to acquire the new
issue., There was no objection to such & program.

In response to an inguiry as to whether Series E bonde
should be mede eligible as collateral for bank loans, Mr. Young
enswered in the sffirmetive znd Mr. Mclerin suggested thet in order
to inerease the inducement to hold series E bonds to maturity the
Treasury might offer a more sttrcctive bond in exchange for maturing
series ¥ bonds. This and other possibilities for mcking series E
bonds more attractive were discussed, such es some change which
would eneble the owners of maturing series E bonds to reinvest
their funds at the 2,9 per cent rate, There was no objection on
the pert of the members present to the adoption by the Treasury of

come su-gestion of the latter kind, although it was pointed out
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thet it mizht not be desirable to continue such ¢ progrsm into a
perlod of recession when the emphzsis would be plrced on spending
to maintein employment.

In connection with the discussion of the guestion whether
any action should be taken at the present time with respect to the
buying rate on Treasury bills, Cheirman Eeccles siated that while
the present retirement progrem continued there wss no need for =sction
on the bill rate but that it should not be continued too long.

Mr. Sproul suggested thzt the present srrzngement with
respect to bills was working without disturbance to the market snd
that, as the amount of bills held by the Federsl Reserve Bsnks in-
creased, the posted rate and repurchcse option became less important
end more within the control of the Federzl Open Mzrket Committee.

In the course of a discussion of the steps that might be
teken in comnection with the elimination of the buying rate on
Treasury bills, there were distributed copies of (1) 2 memorandum
prepared by Mr. Kennedy discussing actions that might be teken
with respsct to Treasury bills, and (2) a memarzndum prepared at
the Federal Reserve Bank of New York submitting s plan for elimins-
ting the buying rate on bills and issuing new bllls under an arrange-
ment which would permit the payment for new 1ssues by the surrender

of meturing 1lssues without preferentizl allotment on exchange tenders.
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Chairmen Eccles rzised a guestion es to the date for the
next meeting of the Commiittee and sugsested that, inzsmuch as it
might be desirable to toke action on the posted rzie on Treasury
bills before the end of the yerr, it mizht also be desirsble for
the Conmittee to meet in December.

In the course of 2 dlscussion of actions that might be
t¢velleble to the System in carrying out System credit policies,
Chairmen Eccles steted thet, if the debt retirement program were
csrried into 1947, the buying rate on Treasury bills were eliminated,
end reserve requirements of member banks in central reserve cities
vere increcsed to the maximum permitted under existing lsw, it might
be possible to exert such an influence in the money market during
the perlod of threatened Infletion thet further steps such as those
referred to in the Board's snnusl report for 1945 would not be nec-
e8S8Eery.

At the conclusion of a discussion,
upon motion duly mede end seconded, 1t
wes voted unenimously (1) that no sction
should be teken at this time to change
the direction issued by ths Cormittee
on Merch 1, 1945, with respect to the
purchase of Treasury bills by the Fed-
erc.l Reserve Benks, and (2) to issue
the following direction to the execu-
tive cormittee, with the understanding
that the limitations contzined 1n the
direction would include cormitments

for purchases end setles of securities
for the System open market accounts
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The executive cormlttee bs directed, until other-
wise directed by the Federsl Open Market Cormittee, to
arrenge for such tr-nsections for the System open msrket
sccount, elther In the open meriket or directly with the
Treasury (including purchzses, sales, exchen;es, replace-
ment of meturing securities, and letting maturities run
off without replecerent), as may be necessary in the
practicel adminlstretion of the asccount or for the pur-
pose of maintsining cn orderly merhet in Treasury secu-
rities znd a general level of prices and yields of Gov-
ernrment securities which will support the Treasury is-
suing rates of 7/8 per cent for one-yesr certificates
rnd 2-1/Z per cent for 27-yerr bonds restricted as to
ownership; provided thet the eugregrte smount of secu-
rities held in the sccount at the close of this date
[other than (1) bllls purchased outright in the market
on a discount besis et the rate of 3/8 per cent per
annum &nd bills redeemed et meturity end (2) special
ghort-term certificztes of indebtedness purchased
fron tire to_time for the temporary zccommodztion of
the Treasuri7 shall not be increased or decressed by
more then #2,000,000,000.

That the executlve cormittee be further directed,
until otherwise directed by the Federsl Open Merket
Committee, to arrcnge for the purchase for the System
open mrrket account direct from the Treasury of such
arounts of special short-term certificstes of indebted-
ness &8 mcy be necessary from time to time for the
terporery sccomrmodetion of the Tressury; provided
thrt the =mount of such certificztes held in the
eccount at eny one time shzll not exceed #1,500,000,000.

Chsirman Zecles reviewed for the iInformation of the members
of the full cormittee the discussion st the meeting of the executive
committee this morning in connection with the questions presented in
the memorondun prepared by the staff group on forein interests under
dete of May 1, 1946, with respect to reletionships of the Federal Re-
serve System to the Bretton Yoods institutions. It was stated that

the executive corrittee hed voted to recommend to the full committee
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that it authorize direct transsctions in Government securities for
the System open market sccount with the Internctional Monetary Fund
and International Bank for Reconstruction and Development, for the
purposes stated in the memorsndum from the staff group, without fol-
lowing the usurl procedure of effecting trensactions in the market,
¢nd that the memorcndum of the siaff group be placed on the agenda
for conziderstion 2% the next meeting of the full committee.
After discussion, upon motion duly

made snd seconded, and by unanimous vote,

the recommendation of the executive com-

nittee was approved.

There was a further reference to the time of the next meeting
of the Federcl Open Market Committee and the members of the Cormittee
concurred in a suggestion by Chairman Eccles that the date for the
meeting be set tentatively for the week of December 9, 1946, with
the understending that if the executive cormittee, not leter than
November 15, 1946, should feel that 2 meeting need not be held in

December, the riembers of the full Cormittee would be advised accord-

ingly znd the meeting would not be held until after the first of

next yeer.

Thereupon the mrting adjourned.

Approveds %&/ m OW

Secretary.

Chairman.



