A meeting of the executive committee of the Federal Open Market
Committee was held in the offices of the Board of Governdre of the
Federal Reserve System in Washington onm Thursdsy, September 15, 1938,
at 9: 30 a.m.

PRESENT: Mr. Earrison, Vice Cheirman
Mr. Szymeczak
¥r. Davip
Mr. Sinclatir
Mr. Rensom (elternate for Chaimmen Eccles)

Mr. Dreper, Member of the Federal Open
Market Committees

Mr. Cerpenter, Assistant Secretary of the
Federel Open Market Committee
Mr. Goldenwelser, Economist
Mr. Williems, Associate Economist
Mr. Thurston, Speciel Assistant to the
Chalrman of the Board of Governors
Mr. Piser, Senior Economist in the Divieion
of Research and Statistics of the Board
of Governors
Mr. Ransom stated thet in view of the resignation of Mr. ¥W. R.
Burgess a8 Vice President of the Federal Reserve Bank of New York and
as Mapager of the System Open Market Account end since Mr. Sproul, First
Vice President of the bank, who has been selected by the bank to succeed
Mr. Burgess as Manager of the system open market account subject to his
selection being satisfactory to the Federsl Open Market Cormittee, Lad
rasained in New York in order to keep in close touch with the market, he
(Mr. Fansom) hed requested Mr. Piser to come to the meeting for the pur-
pose of giving the executive committee information with respect to con-
ditions in the Government securities market end that, if agreecable to

the other members of the committee, Mr. Piser would attend the meeting.
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There being no objection, Mr. Piser was requested to attend the meeting,

Messrs., Harrison and Piser discussed recent developments in the
Government securities market. Mr. Harrison sald thet it was possible
that there might be & strong reversal of the recent weakness in the
market with the result that a favorable opportunity would be presented
to dispose of the notes end bonds purchased for system account during
the last three days, that Mr. Sproul Lud steted over the telephone thet
the Federsl Reserve Bank of New York was, in fact, offering securities
for sale in the market at prices only slightly sbove current quotations,
end that he (Mr. Ferrigon) would like to suggest that the committes
consider whether, in the event of a strong upturn in prices, advantage
should not be taken of the opportunity to dispose of additionel longe-
term securities from the acecount.

At this point Mr. Rensom reviewed for the information of the
other members of the Committee the conversetions which he had hed over
the telephone with Chairman Eccles on September 12 &and 13 with respect
to recent developments in the Govermment securities market and stated
that Chairmen Eccles had expressed the opinion thet he could find no
justification for a further increase at this time in the totel emount
of securities held in the system open market account and that such an
inerease would be inevitably construed as & deliberate effort to sup-
port the market for Govermment securities. The Chairmen, Mr. Ransom
seld, was less opposed to shifts from short-tem to long-temm securi-

ties in the account but felt that such action only reduced the sbility
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of the comnittee later to make effective a policy which involved &
reduction in excess reserves of member banks. Mr, Ransom said also
that, while the Cheimmen had no eriticlsm to meke of the mection taken
during the recent period, he questioned whether responsibility for ex~
ercieging sn influence toward en orderly market should be assumed in the
light of the exlsting conditions end thet he also felt thet there should
not be an increase in the system account or & substantial lengthening
of meturities without a meeting of the full Committse,

There ensued & discussion of the extent of the responsibility
of the Federsl Open Market Committee for orderly conditions in the
Govermrment securities market under conditions which obtain et the pres=
ent time. During the discussion Mr. Berrison stated that in recent
months he had come to question whether the Committee hed not gone into
the market too quickly and too frequently to try to moderate movements
which, in some cases, were merely temporery and not the result of &
definite trend. He suggested that better results might be obtained
in the future if the committee were lese responsive to minor fluctue-
tions than it has been at times in the past. Mr. Ransom raised the
question whether it wes not a better procedure to enter the merket im
the early stages of a situation, which might develop into & disorderly
rise or fall in the market, as & means of preventing the disorderly

condition.

After further discussion of the advisability of the sele of

bonds and notes purchased during the last two days, it was agreed that
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Mr. Harrison should call Mr. Sproul on the telephone and advise him
that if the New York bank saw an opportunity to sell some of the se=
curities purchased duripg the last two days and to replace them with
bills, without such shifts having an unfavorable effect on the market,
the members of the executive committee would favor such action.

At thls point Mr. Dreibelbis, Assistant General Counsel, joined
the meeting.

Mr. Harrison left the meeting to advise Mr. Sproul over the
telephone of the views of the committee, and upon his return informed
the other members of the committee as to the developments in the dbond
market as reported by Mr. Sproul.

Mr. Harrison then suggested that the committee should give some
consideration to the policy that might be followed by the Federel Re-
gserve System in the event war should bresk out in Furope. He felt thes
in such an event, if the Stock Exchenges should close it would probably
be necessary, in order to prevent panicky disorder in the Govermment
security market, either to close the over-the-counter market or else
to have the System prepered to meke substential purchases of Govermmeat
securities or freely to make loans upon the colleteral of Govermment
securities or both. Whether or not the over-the-counter market should
close, he thought that, in order to meet legitimate requirements of
the holders of Govermment securities, i1t would be wise for the Federel
Reserve banks to let it be known promptly that they were prepared to

meke loans to individuals, partnerships and corporstions secured by
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direct obligations of the United Stutes under the last parsgraph of
Section 13 of the Federzl Reserve Act. In the beginning, he said, 1¢
might be wise to have the rate on such loans the seme as the discount
rate or nearer to it than at present and probebly the Reserve banks
should loen at per, - certsinly to member banks. After the merkets
begen to reopen and quotations were asvailable on Government securities,
guch Federal Reserve bank loans might well be made at the market so
far as borrowers other than member banks are concerned. It would also
be desirable, Mr. Harrison said, after conditions became stabilized,
to increase the rate on such loans to individuals, partnerships and
corporations other than member banks. He felt that it would be e
mistake to lend at per to individuals and corporstions if, after the
markets were reopened, Govermment sscurities sold at leas then par.
Mr. Herrison's suggestions were discussed in the light of the effects
that war might haeve on the American money market, particularly in the
event the United States were sooner or later involved in the conflict.
Reference was made to the fect that the payment for the
$803,000,000 of new Government securities being issued by the Treasury
today will result in & reduction in excess reserves of member banks to
approximately %2,500,000,000 of which epproximately $1, 200,000,000
will be in New York City. All of the members indiceted that they felt
it was very doubtful thet the reduction in excess reserves of member
bapks would have any tightening effect on the money merket.

Mr. Harrison referred to the suggestion which he hed made et
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previous meetings of the Federsl Open Merket Committee end the executive
committee with respect to sllowing maturing bills in the system open
market account to run off without replecement. He seid that, since the
Treasury wes willing to see & substential reduction in exXoess resgerves
88 & result of member benks using s portion of such reserves to ray
for their allotments of the new issues of Goverrment securities and
since the Treasury was holding spproximately $700,000,000 of imported
gold in the general fund which could be expended end thereby increase
excess reserves of member banks, he did not see how some reduction in
the amount of securities in the system open market account, for purposes
of meinteining orderly conditions in = rising market, could now be re-
garded as being contrary to the Govermment progrem of meintaining large
amounts of excess reserves st member banks. In this connection he
pointed out that the smount of gold held in the general fund of the
Treasury was approximately the same smount &s the amount of the re-
duction in reserve requirements of member banks which was effected on
April 15 of this year. In connection with this point he made the sug-
gestion that what the policy of the Committee should be with respect
to en increase or decrease in the system account was & question to be
decided on its merits in relation to the money merket and thet & re-
duction in the system portfolio could no longer be regarded as being
contrary to the Govermment program since the Treasury itsel?f evidently

no longer felt thet excess reserves of member benks need necessarily

be maintained at the level of recent montha.
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Mr. Harrison then referred to the action taken by the board of
directors of the Federal Reserve Bank of New York on September 8 in ap-
pointing Mr. Sproul as Menager of the System Open Market Aceount subject
to the selection being satisfactory to the Federal Open Market Come
mittee. Mr. Harrison said that pending action by the Committee on the
selection it would not be possidle for Mr. Spronl to serve in that
capacity and that, while under the by-laws of the Federal Open Market
Committee the Federal Reserve Bank of New York is the agent for the
execution of tramsactions for the system open market account and, there-
fors, there was no absolute necessity for action on the selecticn of
Mr. Sproul today, he (Mr. Harrison) would like to have the matter
settled as promptly as possible. All of the members of the exesutive
comnittes concurred in the opinion that no action need be teken in the
matter pending the next meeting of the Federal Open Market Comnittee.

Upon motion duly made and seconded, and

by unanimous vote, the minutes of the meet-
ing of the executive committee of the Federal

Open Market Committee held on August 2,
1938, were approved.

Upon motion duly made and seconded, and
by unanimous vote, the transactions in the
system open market account during the period
from August 2 to September 14, 1938, in-
clusive, were approved, ratified and con-
firmed.

There followed a discussion of the action to be teken by the
executive committee with respect to the euthority to be granted to the
Federal Reserve Bank of New York to execute transactions in the system

open market account end it was agreed that the existing authority
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should de remewed with the understonding that the emount of bonds in
the account ahould not be reduced below 3750,000,000 and that, in ao-
cordance with the limitation placed on the suthority of the executive
conmittee by the Federal Open Market Committee to meke shifts in the
account, the amount of bonds with maturities over five years should mot

be increased above §850,000,000.

Thereupon, upon motion duly made and seconded,
end by unanimous vote, the executive committee
directed the Federal Reserve Bank of New York until
otherwl se directed by the executive committee,

(1) To replace maturing securities in the
system open market account by purcheses of like
emounts of Treasury bills or Treasury notes provided
such purchases can be made without paying & pre-
mium above a no-~ylald basis;

{2) To make such other shifts of securities
in the account {which may e accomplished when de-
sirable through replacement of maturing securities)
as may be necessary in the prectical administration
of the account up to an aggrezete of §200,000,000
of purcheses and a like mmount of sales or redemp-
tions, provided that the total amount of bonds
held in the asccount be not reduced below $750,000,000
and that the total amount of bonds in the account
having maturities over five years be not increased
above 4850,000,000;

(3) To increase or decrease temporarily the
emount of securities in the account between weekly
statenent dates by not more than $30,000,000 when
necessary in making replacements or shifts pursuant
to the sbove provisions of this resclution, provided
thet the emount of securities in the account as
of any weekly statement date shall not be changed
from thet of the preceding weekly statement date
except pursuant to the other provisions of this
resolution; and

(4) Upon approval by & majority of the manbers
of the executive comnittee, which may be obteained
by telephone, telegraph, or mail, to make such other
shifts or such purchases or sales (which would in-
clude authority to allow maturities to run of?
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without replacement) for the account es may be

found to be desirasble within the limits of the

authority granted to the executive committee by

the lederal Open Market Committee.

There was also discussiocn as to when the next meeting of the

Federal Open Market Committee might be held and it was suggested that
a meeting be held in the letter part of October, possibly on October
24, Mr. Herrison stated that there had been some aiscussion of the
desirabllity of celling a Presidents' Conference and he would ascertain
whether that date would be satisfactory to the presidents of other

Federal reserve banks,

Thereupon the meeting adjourned.

Assiétant Secretary.

Approved:

4 7 :

7 A Vice Chairman.




