Huren 17, 1999,

The Pederel Open Maerket Committes met on Merch 20
snd considered the cuestion of whether the Bysten would be
willing %o perticipate with the Tressury in the sale of bonds
for tbe purpose of checking = too rapid rise in the Governnent
securities market,

It is the opinion of the Committee that the recent
rise in sha Government security mesrket represented prisarily
sn edjustment %o a higher level of prices in view of Tundementel
chenges in the nami and wes not a sudden spurt of a specula-
tive nature likely to be followed in the near future by corres
ponding liguidstion, The fundamentisl factors in the rise are
the large snd ineressing volume of excess reserves svailable to
banks and & growing '&ﬁl&@f that money rates sre likely 1o stay L
at near the presend low levele Tor some time, The advance has
rasulted to & large extent from purchases of bonds by Hew York
City bsnks, whieh have large smounts of excess reserves snd
relatively small smounts of long-term obligations mnd which are
under some pressure ¢ increase their sarmings. In the four
weeks ending March 15 New York Uity banks ifnmeresased thelr holdings
of United Stutes Govermment bonds by §390,000,000, while their
noldings of notes sad bills declined by $210,000,000, The rise
has not been disorderly and & good two-way market has existed
practically 21l the time,
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Since there 18 no indicetion that the growth {m bank

reseyves is likely %o be reversed in the near future, either

~ becsuse of an outflow of gold or by aetion of monetary euthorities,
there sesns o bes no resson for stbenpiing %o chesk a rise ian
bond prices which ie & nomel result of that growith, It is ene
tirely unlikely that thers will be & sustained outwerd movenent
of gold which would heve a substantial effect on the volume of
bank reseyves, On the contrery, & continustion of the gold flow
to thie country is more likely, In view of the fsot that we have
8%11l not hed the Mull meassure of recovery in business thaet is
needed end since thers are no indications of excessive use of
eredit for speculstive purposes but rather z need for encoureging
grester volume of oredit expsnsion, thers would sppesr 0 be no
oecasion for s reverssl of the ourrent essy mmﬁ policy followed
by the Pedersl Reserve System,

Action by the Conmittee to sell mmell emounts of bonds
from the System scoount would probably heve only s temporary effect
on the bond market snd would not remove the Tundmmentel causes of
the advance in prices, These can be corrected only by dealing come
prehensively with the probles of excess reserves snd related problems,
The Committee believes thet the System should not use the limited
resources of its present open-muarket portfolio for short-term market
edjustmenta until 1% has obteined more adequate powers %o desl with
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the situation from a long-time viewpoint, The need for such
powers was disocussed at some length in the Bosrd's twenty-fifth
annusl report and does not require fuyrther comment by the Commitiee.

It 18 the Committee's opinion that purcheses and sales
of securitiss from the System's Open Merket Account should be de~
tormined on the basis of reserve pollicy considerations or should
représent adjustmenis to changing money-merket conditions. At the
pregsent time, in view of the lerge volume of excess reserves, the
Syatem is out of touch with the money market, snd, therefore, changes
in its portfolio would have no significant effect on member bank re-
serves or on the money market, erxcept v8 an indiostion of & reverssl
in poliey. If the sotion were inYerpreted by the merket ss & re-
versal in Bystem policy then 1t might be followed by a much larger
liguidstion of securities than would be desirsble st this time,
Banks might consider 1% s8 an indication that the long decline in
interest retes hes ended and coneecuently decide %o sell some of
their bond holdings, At the present time it is better %o encoursge
banks to meke more active use of svellable funds them %o take action
waich would give them an excuse for holding funds idle until there
should be & higher level of interest retes.

The Committes believes that action by the System purely
for the purpose of influencing ithe level of Uovernment bond prices
might have a different effect upon the market than similsy sction

taken by the Treasury. The Treasury cem sell bonds from its verious
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| investoent sccounts end incresse ite cesh holdings., This would
,/ be in effeet simply anticipating future ssles of new issues which
will need %o be made to provide for Treesury cash regquirements,
Sales by the Pedersl Reserve System, however, would mean using
for temporary market purposes part of its portfolio that will
be needed for more effective use «t some later date snd is re-
suired &% the present time as ¢ mesns of subsistence for the

Besgerve benks,
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