A meeting of the Executive Comnittee of the Federal Open Market
Committee was held in the offices of the Board of Governors of the Fed-
eral Reserve System in Waghington on Wednesday, June 24, 1956, at 93145

PRESENT: Mr. Eccles, Chairman
Mr. Szymczak
Mr. Broderick (as alternate for Mr. Ransom)
Mr, Harrison
Mr. Fleming

Mr. Morrill, Secretary

Mr, Wyatt, General Counsel

Mr, Goldenweiser, Economist

Mr, Williams, Associats Fconomist

Mr. Burgess, Manager of the Systea

Open Market Account
Chairman Eccles stated that the meeting had been called for the

purpose of determining the precise method by which transfers of Govern-
pent securities held in separate investment accounts of Federal reserve
bankg to the system open market account snd the reallocation of the
securities held in that account should be accomplished in order to cap-
ry out the resolution edopted by the Federasl Open Market Committee on
Mey 25, 1956. The developments which had teken place since that meeting
vere outlined. In attempting to formulate a plan for carrying out the
resolution problems had arisen which were not easy of solution and in
order to allow more time for their consideration the members of the Fed-
erel Open Market Committee who had participated in the action of May 25
had approved a suggestion that the effective date of the transfers and
reallocation be deferred from June 15 to June 25. It then beceme
apparent that it would not be possible to clear up &ll of the questlons

in this period and that it would be desirable for the executive committee



8/24/58

-2

to meet for the purpose of discussing them. Therefore the members of

the full committee had agreed to & further extension until June %0. The

results of a preliminary study of possible methods of carrying into

effect the committee's resolution were set forth in a memorandum dated

June 15, 1936, entitled ¥Plan for Reasllotment of Government Securities

among Reserve Banks™ which summarized the action of the full committee

on May 26 as followe:

"The action of the committee on May 25 provides fors

(a)

(v)

(c)

Purchase of individual holdings of Federal
reserve banks by the system eccount at
market prices.

Reallotment of securities within the account
following past practice,-——that is, effecting
transfers at book valuee and basing allot-
ments on requirements of the several banks
for expenses, dividends and charge-offs.

Continuing past practice as set up in 1929

for holding realized profite in suspense account
until end of the year and then distributing

them in proportion to each bank's average hold-
ing in the account during the year."

The memorandum contained a recommendation that realized profits

should be used in the future to write down the book value of securities

in the account but pointed out that action on this recommendation could

be taken later without affecting the operations necessary to carry out

the plan of reallocation.

dmong other things in the memorandum attention wes directed to

the fact that Mr. Roy A. Young, President of the Federal Reserve Bank of

Boston, in a letter dated June 8, 1956, which was attached to the memo-

rendum, had suggested that a1l holdings in the system account as well
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&8 in the indlvidual accounts be valued at market, that the resulting
appreclation, together with profits from actusl sales in the pool as
of June 15 be dlstributed, snd that such appreciation and profits be
get up a5 & speclsl reserve by each bank. Hr. Young stated that this
would result in merking up the figures for total holdings by about
$40,000,000 with corresponding reserves. In addition, there was sub-
witted with the memorandum & copy of & "proposal made by Governor
Harrison at the Governors! Conference held in Dscember, 1929, to change
nehod of profit and loss accounting in connection with ayatem opem
narket investment account transactions®, which waz adopted by the Opem
Verket Committes in December, 1929, and followed by the Committee since
that time, under which all securities were transferred between reserve
banks at book values and any profite or losses were held in suspense
account until the close of esch year. There were also attached to the
memorandum of June 15 a tabuletlon entitled "Government security hold-
ings of individual Federal reserve banks ag reported to {he executive
committee of the system open market account close of btusiness June 10,
19%6"® and & "Plan for reallocation of Unlted States Government securl-
ties 1n system open market account following transfer to system open
market account on June 2%, 1936, of United States Government securities
held in investment accounts of Federal reserve banks®.

After an anslysis of the suggestion made by Mr. Young, it wes
propoged in the memorandum of Juns 1S that in carrying out the resolu-
tion of the Federal Operl Market Committea of May 25 the Government

securities jn the system account be distributed among the ressrve banks
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in the first instance 1n such amounts to each bank as might be necessary
to meet estimated expenses, normal depreciation allowances and fixed
charges, after allowance for current earmings from other sources (exclud-
ing non-recurring profits from the sale of Government securities)j and
that the balance of the securities remaining after this distribution be
distributed on the basis of each bank's dividend requirements, this plan
having the effect of equalizing current income of each bank available
for the purpose of paying dividends, The plan further contemplated thet,
if any balance remained over the amount needed to meet the estimated
requirements for expenses, depreciation allowance, fixed charges and
dividends, such excess should be distributed on the basis of estimates
of unusual charge-offs.

The executive committee was adviged that this recommendation
had been brought to the attention of the members of the full committee
who participated in the action of May 25 and that 1t had received their
informal approval. In addition, copies of the memorandum and the at-
techments above described had been submitted under confidential covers
to the Presidents of all the Federal reserve banks (except that in the
case of Minneapolis the material was sent to Vice President Ziemer be-
cause of the absence of Mr. Peyton and the fact that Mr. Ziemer had at-
tended the Presidents' Conference on May 28) and that advices had been
received that all of them agreed in principle with the proposed plan,
except Mr. Young, who adhered to his previous position. President
Sinclair of the Federal Reserve Bank of Philadelphia informally directed

attention to the fact that the proposed plan apparently would result
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in an increase in the participation of the Federal Reserve Bank of Phila-
delphla by approximately 60,000,000, this increase being im large part
due to the fact that the results of operations of the Federal Reserve
Bank of Philadelphia for the first six months of the calender year 1936
would indicate & deficit of approximately $132,000. It appeared that
Ur, Sinclair did not object to the general principles of the proposed
plan, but that his bank would be opposed to such a large incresse in
its holdings. President Newton, of Atlants, in expressing accord with
the proposed plan, called attention to the fact that the operation of
the plan would result apparently in & reduction of the participation

of the Federal Reserve Bank of Atlanta to approximately $95,517,000, whereas
the bank desired to be allowed to retain a participation equal to its
interest &t that time, namely $100,209,000. It appeared also that the
Federsl Reserve Bank of Kangas City, while approving the plan, would
like & larger participation than that provided. In thess circumstunces
the plan had been restudied and the executive committiee was advised
that the suggestion had been made that, ap the necessary transfers and
reallocations would not be made before June 30, the actual rassults of
operation of the Federal reserve banks for the first siz months of the
calendar year 1938 be disregarded and the prospective esrmings and ex-
penses of each bank for the remsinder of the year be used as a basis of
caleulation. This modification of the plan, it was pointed out, would
result in an increase for the Federel Reserve Bank of Philadelphie of
epproximately only $54,000,000 instead of $60,000,000 and would change
the sllotmente of other Federal reserve banks to the extent necessary
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to ebsorb the difference, thus tending also to meet to a large extent
the desire which had been expressed on behalf of the Atlanta benk for

an increaged participation. In this connection, it was pointed out that
the first plen proposed would have necessitated a substantial readjust-
uent at the end of the year on the basis of the current rate of earnings
end expenses, whereas the revised plan would probably result in very

few or relatively minor adjustments from time to time.

At this point Mr. Smead, Chief of the Division of Bank Opera-
tions of the Board of Governors of the Federal Reserve System, entered
the meeting. Mr, Burgess then distributed & tabulation designated
"Plan No. 2%, which would show how the modified proposal would operate.

Chairmen Fccles reported that he had talked to President Young
on the previous day regarding his objection to the plan and had told him
about the call for the meeting of the executive committee and invited
him to coms to the meeting for the purpose of discussing the matter if
he wished, but that Mr. Young had a bad cold which had confined him to
his home and felt thet he could not safely make the trip., The Chalrman
said that President Young had pointed out that under the resolution of
the Federal Open Market Committee the individual holdings of certain
Federal reserve banks would be transferred to the system account at
narket value whereas the reallocation which would be effected among the
Federal reserve banks of the total holdings in the system account would
be on the basis of their book values and that he felt that this would
not be fair to &ll the banks, The Chairmen added that he had pointed

out to President Young the practical differences between the situation
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growing out of the conditions under which the individual Federal reserve
banks had acquired their present holdings which would be transferred to
the system account and the conditions under which the system account had
reached 1ts present status on the basis of the formula which had been
observed by the open market committee for a number of years past. In
this connection President Harrison observed that all the other Federal
reserve banks had had an opportunity to participate with Rew York from
time to time in the purchases which the latter bank hsd made in the past
and that the extent of their investments represented thelr voluntery ac-
tion.

It was also pointed out that to write up the carrying wvalue of
the Government securities in the system account to current market wvalue
would result in a very large apparent book profit which would have to be
carried in the bond premium account and very likely would never bs real-
ized, that this would represent a departure from sound banking principles,
end that moreover it would result in great practical difficulty in the
future operation of the account in the endeavor to keep the carrying
values adjusted to current market velues whenever changes were made in
allotments among the Federal reserve banks,

In the further discussion of the plan it was guggested that it
should be made clear that at the end of each quarter in the future, be-
ginning with the first quarter ending September 30, i1f it should be
found as a result of the actual results of the operations of the Federal
reserve banks for such quarter that a material change would be neceseary
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in the allotments in order to equalize the earnings of the Federal reserve
banks, the necessary adjustment should be made at that time and likewise
et the end of each succeeding quarter. It was agreed unanimously that
this suggestion should be followed.

Mr. Burgess called attention to the necessity under the resolu-
tion of the full committee of effecting the transfers and reallotments
on the basls of the market values of the same day and suggested that the
prices at 11300 a.m. on the New York market be used for this purpose.
This suggestion was approved unanimously.

The Chairman then brought up the question of the desirability
of making availsble to the public some explanation of the changes that
would result in the figures as to the holdings of individual Federal
reserve banks as they would appear in the statements of condition of the
benks &8s of June 30, and approval was gliven to a paragraph which had
been proposed for inclusion in the publighed statement of condition to
be 1ssued by the Board of Governors &s of June 50 as followss

"Changes for the week in the holdings of Government securities
of individual Federal reserve banks resulted from the trans-
fer of all Government securities previously held in the
separate investment accounts of these banks to the system
open market account end the reallocation of participations

in this account among the Federal reserve banks, Total
holdings of Government securities of the Federal reserve

banks remain unchanged.®
A discussion then took place as to the procedure for advising
the FPederal reserve banks of the proposed Plan No. 2 and for its adoption
in order to put it into effect on June 50. The view was expressed for
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various reasons discussed by the Committee that it would be desirable

to ascertain not only that the members of the Federal Open Market
Committee in sddition to those participating in the meeting of the
executive committee approved the plan but also that it would not meet
with objection on the pert of any of the Federsl reserve banks,
particulerly the Federal Reserve Bank of Boston, in view of the position
which had been teken by President Young.

A recess was taken at 12:40 and the meeting reconvened at 2350
Pl

The discussion of the procedure for putting the plan into ef-
fect was resumed and upon motion of Mr, Harrison it was voted unanimous-
ly, as the committee had been advised of the approval in principle by
eleven of the Federal reserve banks of the plen for reallocation of
Government securities held in the system open market account on the
basis of the book values, to reccamend to the members of the Federal
Open Market Committee the approval of "Plan No. 2", to take effect on
June 20 provided that prior to putting 1t into effect all Federal re-
serve banks were advised of the plan and that following such advice no
objection was filed by the Federal Reserve Bank of Boston.

The executive committee, upon motion of Mr. Harrison, author-
ized the Secretary, upon the approval of the plan by the members of
the full committee, to send to each Federal reserve bank a letter to
be agreed upon by Messrs. Burgess, Smead and Morrill. The letter thus

agreed upon was as followss
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"The Executive Committee of the Federal Open Market
Cormittee met on June 24 to give further consideration to
the precise methods for carrylng into effect the resolu-
tion adopted by the Federal Open Merket Committee on Mey
25, 1926, with respect to transferring to the System
account the Government security holdings of individual
Reserve Banks and re-allocating participations in the
System account.

"After consideration of the comments made by the sev-
eral Federal Reserve Banks upon the proposals submitted
with my letter of June 17, the Executive Committee has
agreed that they should be modified in the direction of a
somewhat smaller general readjustment of participations
between the Reserve Banks et this time, and that the ad-
justments that are made now should be for the purpose of
equalizing the earnings position of the Reserve Banks for
the future, without any attempt to compensate for in-
equalities which may have resulted from operations during
the first six months of this year. The plan alsc con-
templetes that each bank's participation in the Systea
account will be adjusted quarterly to the extent neces-
sery to meet earning requirements. Otherwise the plen is
the same as that outlined in the memorandum enclosed with
ny letter of June 17.

"The modified plan has been approved by the members
of the Open Market Committee, and it isg proposed that the
plan be put into operation on June 30, 1936.

"The adjustments required by this proposal and the
method of computation are shown in the attached table.

"As stated in the previous memorandum, it is the
view of the Executive Committee thzt realized profits
should be used in the future to write down the book value
of securities in the account, but action upon thig point
can be deferred until a later time when there has been
further opportunity to discuss the question.®

The executive committee approved the minutes of the two meetings
held by the executive committee on May 25 and the meeting held by the

executive committee on May &7.
The executive committee also ratified and confirmed the trans-

actions on behalf of the system open market account as set forth in the
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veekly reports which had been submitted to all members of the committee
by MUr. Burgess.

The executive committee then adjourned at 4150 p.m.

Secretary.

Approveds



