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(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, 1948—
was held on February 27, 1948, for the purpose of ratifying actions which
had been taken under existing policies and of discussing developments in the
monetary and credit situation. At that meeting no palicy actions were taken.)

1. 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 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 light of the general credit situation of the
country, for the practical administration of the account, for the mainte-
nance of stable and orderly conditions in the Government security market,
and for the purpose of relating the supply of funds in the market 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 3 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 neces-
sary 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.

Votes for this action: Messrs. Eccles, Sproul, Clayton, Draper,
Evans, Gilbert, Leedy, Szymczak, Vardaman, Williams, and Young.
Votes against this action : none.

During February a very sharp decline occurred in prices of farm products
and foods which served to weaken somewhat the pressure on the general price
level. Although the future trend was not clear when this meeting was held
it appeared that the underlying economic conditions would foster further
upward price movements and that the situation would continue to be funda-
mentally an inflationary one. The volume of capital expenditures and con-
sumer buying which characterized 1947 had continued into 1948 and the
demand for funds was reflected in part in very large sales of Treasury bonds
to the System account and in further increases in bank loans. For reasons
outlined in the Annual Report of the Board of Governors for the year 1948,

94

FEDERAL RESERVE SYSTEM 95

of which this record is a part, these movements, together with an intlow of
gold and a 1eturn flow of currency, were adding to the inflationary pressures
in the economy. In the period December 9, 1947 to February 28, 1948,
inclusive, total securities in the System account declined by approximately
900 million dollars. However, the composition of the account changed very
materially, Treasury bill holdings having been reduced by about 3 billion
dollars and certificates by about 2.9 billion, while note holdings increased
nearly 300 million and bonds 4.5 billion.

Since the meeting of the Committee on December 9, 1947, the policy of
combating inflation had been further implemented by additional retirements
of maturing Government debt, a downward revision on December 24, 1947,
of the prices at which the System would purchase Treasury bonds in the
market in carrying out the pollcy of mamtammg the long-term issuing rate on
Government securities, an increase in the issuing rate of one-year Treasury
certificates from 1 to 114 per cent followed by an increase in January in the
discount rates of the Federal Reserve Banks from 1 to 1%4 per cent, and an
increase in February in reserve requirements of central reserve city banks
from 20 to 22 per cent of net demand deposits.

Discussions with the Treasury had continued during the period and the
representatives of the Federal Open Market Committee had expressed the
opinion that Federal Reserve credit and Treasury debt management policies
during the immediate future or until conditions changed should be determined
with a view to exercising continuing restraint upon the expansion of bank
credit. It was also suggested that the existence of a large Treasury surplus
during the first quarter of the year would be the principal weapon available
in the credit field for combating inflation, that retirement of Government
securities held by the Federal Reserve Banks should be continued as long as
surplus funds were available and that funds of the ‘T'reasury held in war loan
accounts should be withdrawn at such times as would aid in carrying out the
policy of keeping bank reserves under pressure. A further proposal was that
at the proper time it would be desirable for the rate on one-year Treasury
certificates to rise to 174 per cent with a further increase in the discount rates
of the Federal Reserve Banks. There was also discussion of the desirability
of channeling withheld tax payments through war loan accounts and of the
issuance of a new series of savings notes the vields on which would be more
n line with existing short-term rates.

‘The approval of the direction adopted at this meeting, which was in sub-
stantially the same form as the direction issued at the meeting on December
9, 1947, continued the existing open market policy of the Committee which,
as part of the program outlined above, was for the purpose of keeping pressure
on the market and thereby restraining the expansion of bank credit while at
the same time continuing the policy of supporting the long-term rate on
Government bonds.
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