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ANNUAL REPORT OF BOARD OF GOVERNORS

RECORD OF POLICY ACTIONS
FEDERAL OPEN MARKET COMMITTEE

March 1, 1946

Members present: Mr. Eccles, Chairman; Mr. Sproul, Vice Chairman;
Mr. Szymezak; Mr. McKee; Mr. Ransom; Mr. Draper; Mr. Evans; Mr.
Leach; Mr. McLarin; Mr. Young; Mr. Clerk.

(A meeting of the Federal Open Market Committee—the last before the
members of the Committee took office who were elected as representatives
of the Federal Reserve Banks for terms of one year beginning March 1, 1946
—was held on February 28 for the purpose of ratifying actions which had
been taken under existing policies and of discussing developments in the inter-
national and domestic monetary and credit situation. At that meeting no
policy actions were taken.)

1. Authority 1o 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 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 T'reasury (including purchases, sales, exchanges, replacement
of maturing securities, and letting maturities run off without replace-
ment), as may be necessary in the practical administration of the account,
or for the purpose of maintaining about the present general level of
prices and yields of Government securities, or for the purpose of main-
taining an adequate supply of funds in the market; provided that the
aggregate 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 rate of 34 per cent per annum and bills redeemed at maturity
and (2) 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 3 billion dollars.

That 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 accommeodation 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.

Since the meeting of the Committee which was held on Qctober 17, 1945,
some of the conditions affecting open market policy had changed materially.
The Victory Loan Drive, the last great public drive, had been completed.
Instead of being faced with further substantial increases in the public debt,
the Treasury had a balance of approximately 25 billion dollars, a large portion
of which was available for retirement of Government securities maturing
during the remainder of the calendar year. A program for the retirement
of Government debt had been undertaken by the Treasury and it had an-
nounced that 1 billion of the 4.1 billion dollars of certificates maturing on
March 1, 1946, and the 1.8 billion dollars of one per cent notes and 334 per
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cent bonds maturing on Maich 15, 1946, would be paid off. "These issues
were held Lugely by commercial banks and the Iederal Reserve Banks and
their retirement would ettect a substantial reduction in the volume of bank
credit outstanding.

Before this meeting of the Committee, consideration had been given to the
question what should be done with respect to the preferential discount rate
of 14 per cent in effect at the Federal Reserve Banks on advances to mem-
ber banks secured by Government obligations, the termination by the Federal
Open Market Committee of the 3§ per cent posted rate at which the Federal
Reserve Banks stood ready to puichase Treasuiy bills offered to them, the
policies of the Tieasury with respect to management of the public debt in-
cluding debt retirement, and possible legislation by Congress to increase the
powers of the System in the field of credit regulation.

The discontinuance of the preferential discount rate was under active con-
sideration by the Federal Reseive Banks and the Board of Governors and
was being discussed with the Treasuiy at the time of this meeting. It was
the belief of the Fedeial Open Market Committee that the discontinuance
of that 1ate, which was a tempoiary war measure designed to meet a special
situation, should be the first step in a policy which had as its objective the
prevention of further expansion of bank reserves and that, for reasons dis-
cussed in the annual repoit of the Board of Governors to which this record
is appended, it was impoitant that the large supply of funds resulting from
deficit war financing through the banks be reduced rather than increased dur-
ing the year. The Committeec was of the opinion that such reduction could
be effected without incieasing the cost of carrying the Government debt. It
was also felt that until the prefetential discount rate was eliminated and the
effects of that action on the money market and on yields on Government secu-
rities could be observed, and inasmuch as substantial amounts of reserve funds
would be required in the market in connection with the 1etirement of Gov-
ernment debt, the Committee should continue the existing open market policy
of maintaining an adequate supply of member bank reserves and at the same
time exerting an influence toward the maintenance of conditions in the Gov-
ernment security market that would be satisfactory from the standpoint of
Government requirements.

The above direction was adopted for that purpose. It was in the same
form as the ditection issued at the meeting of the Committee on October
17, 1945, except that the limitation contained in the first paragraph on the
amount by which the total securities held in the System account could be
changed was raised from 2 billion dollars to 3 billion. The limitation
was increased in view of the large transactions in the System account which
it was expected would take place before another meeting of the Committee,
arising from the needs for reserve funds in connection with the program for
retirtement of the public debt and the redemption of securities in the System
open market account.
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