The meeting of the Federal Upen Merket Committee was Tecon-
vened in the offices of the Board of Governors of the Federal Reserve
System in Weshington on November 20, 1937, at 10:40 s.m.

PRESENT: WMr. Eccles, Cheirman
Mr. Harrison, Vice Cheiyman
Mr. Szymezak
Mr. McKee
Mr. Ransom
Mr. Davie
Mr. Sinclair
Mr. McKinney
Mr. Martin
Mrs Day

Mr. Morrill, Secretary

Mr. Wyett, General Counsel

Mr. Dreibelbis, Ascistent General Counsel

Mr. Burgess, Mensger of the System Open
Market Account

Mr. Carpenter, Assistent Secretary of the
Board of Governors of the Federal Re-
serve Systen

ALSO PRESKENT: Iir. Young, President of the Federal Reserve
Bank of Boston
Mr. Smead, Chief of the Division of Bank
Uperations of the Board of Governors of
the Federal heserve System
Reference was made to the reocuest of the Presidents' Confer-
ence at its meeting on June 7, 1937, thet Messrs. Smead and Burgess
continue their studies to determine whether a more satisfactory
formula for the adjustment of participations of Federal reserve benks
in the System open market sccount could be devised, snd to the under-
stending reached et the meeting of the executive commitiee of the

Federal Open Market Committee on July 6 thet President Young of the

Federsl Reserve Bank of Boston would be invited to meet with the
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Federal Open Market Committee for the purpose of outlining his views
with respect to the formule used for the resllocstion of perticipa-
tions in the System asccount.

Mr. Burgess read & report which had been prepared by him end
Mr. Smead for consideration by the Committee and which recormended
the continuation of the present formula (based on the principle that
the security holdings should be divided emong the Yederal reserve
banks in relation to their need for earnings to meet expenses, reguler
charge-offa, prior service contributions, end dividends) with one
minor chenge which would provide that profits and losses on transec-
tions in the System account would be allocated among the reserve
banks on the basis of their average holdinges in the scecount since
July 1, 1936, rether than on the basis of average holdings in the
twelve months preceding any trensaction. The report stated that con-
sideration hed been given to a proposal for distributing securities,
after needs for expenses and dividends had been met, in such menner
as to gradually bring sbout end then meintain a uniform relationship
of surplus snd reserves for contingencies to paid-in capital at the
reserve banks; that, since earnings of the Federal reserve banks may
be substentislly in excess of expense and dividend requirements, a
di stribution of securities in such manner as to bring about substan-
tial reletive equality among the ledersl reserve banks in their
ability to absorb extraordinary losses without impairment of capitel

is, of course, desirable; but that such a formula had not yet been

perfected.
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The proposed accounting system for handling transactions in

accordance vwith the suggested formule was as follows:

"l. As securities ere purchesed or sold the New York bank
will charge or credit the cost of proceeds of all purchases or
sales to accounts carried on its books as follows:

'A' bystem Open Market Account (par value only)
B Premium on Securities

'C* Discount on Securities

'D* Interest Accrued

"2. The (&) par emount, (b) premium, (c) discount, and (d)
interest accrued on &ll securities purchased or sold will be
prorated by the New York bank to each reserve bank on percent-
ages based on the formula given in paregraph 10 below; end set-
tlement therefor will be made with eamch reserve bank through
the inter-district settlement fund.

"3. Bach Reserve bank will cerry on its books the follow-
ing accounts:

'A' Participetion in System Open Market Account

{par velue only)

'B' Premium on Securities

'C' Liscount on Securities

*D' Interest Accrued
end on its belance sheet form 34, the par value of its partic-
ipation will be carried under caption 'Participation in System
Open Market Account,' the premium and interest accrued under
ception 'Miscellsneous Assets,' and the discount under caption
'uiscellaneous Liebilities.?

"4, Adjustments in participation will be made at book val-
ues, settlement being mede with the New York bank through the
inter-district settlement fund in the same manner as for pur-
chases and sales.

"5. The New York bank will mainteir memorandum bookkeeping
records showing (1) the smount of premium, discount, and inter-
est sccrued daily on each issue of securities held in the Account,
(2) for the entire account the total emcunt of premium, discount,
and interest accrued (separately), and each reserve bank's pro
rate share of the total of each of these three items. (Premium
is emortized to earliest calleble date and discount to maturity.)

"6, The New York bank will figure the amccrusls of earninge
each day on the entire smount of holdings in the System Open
Merket Account and each reserve benk's pro rests share, end wiil
advise each bank by telegraem the esmounts of (1) Premium Amorti-
zation, (2) Discount Accrusl, (3) Interest Accrued, and (4)
Interest Earned on U. S. Government Direct Oblirations, on its
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"participation. Each reserve bank will acerue earninegs on
its books aaily on this basis, (In order to facilitate
handling the System Account, this information will be fur-
niched one day late, except on the last day of the month
vhen two days' earrings will be accrued.) Upon the collec-
tion of coupons on interest payment dates, the New York
benk will credit each bank through the inter-district set-
tlement fund with its pro rata share of such payments, &nd
each bank will credit this emount in its Acerued Ipterest
Account.

"?7. Profits or losses on sales of securities will be
distributed emong the reserve banks as they occur on the
basis of daily aversge holdings in the Account since July
1, 1936, (The emount of profit or loss on & sale 1s de-
termined by the difference between the book value and the
sale price at the time of sele.)

"8. When purchasee end seles are made in other districts,
cash settlement in full will be made with the New York bank
and the operation will be carried throush in the same manner
as though 1t had been made in New York in the first instance.

"9, Securities purchased for the Account, or vault re-
ceipts in case the securities are held by other Federel re-
gerve banks, will be retained at the New York benk. The
securities will be lodged in a veult compartment apart from
ell other securities of the bank, except that on proper au-
thority amounts will be held in joint custody of the Federsl
Reserve Bank and the Federal Reserve Agent as security for
note issues.

"10. Adjustments in participstions of the several Fed-
eral Reserve benks in the System Open Market Account will
be made quarterly as of Janusery 1, April 1, July 1, and
October 1 of each year ir accordéance with the following formulea:

A. Expenses
1. Estimated current expenses during year
2. Prior service contribution
3. Total
B. Earnings
1, Current earnings to daste of sllocstion
2. Estimested for remesinder of year (exclusive
of earnings on Govts.)
3. Net profit on Govts. sold to date
4, Totel
C. Excess of A-3 over B4
D. Allocation required (on basis of current ennual
rate of earnings on Govts.,) to furnish earn-

ings equal to 'C'
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"k, tstimeted Lividend requirements (a)
¥. Allocation of remsinder of System Account in pro-
portion to '3
G. Total allocetion (D 4 F)
(&) Accrued dividends to date plus 6 percent per annum
on current peid-in capitel for remainder of year."
The report sugcgested that the plan be sent to the Federsl reserve
benks for their comments end suggestions and that when these have been re-
ceived and met as fully as possible, so that a large majority of the re-
serve banks shell heve epproved the plan, the plen be put into effect by
the Federal Open Merket Committee requesting the benks to make the neces-
sary adjustments es of Jenuery 1, 1938, and quarterly thereafter, subject
to the understanding that each reserve benk would be free at sny time to
ask for a reconsideretion of the plan,
Chaiyman Eccles then invited Mr. Young to express his views. Myr.
Young steted that in his opinion Section 12A of the Federal Reserve Act,
as amended by the Banking Act of 1935, provides that authority over open
merket operations by the Federsl reserve banks rests exclusively with the
Federel Open Market Committee, but that he felt certain that the Committee
would not teke esny action under that authority that was inequiteble or
unreasoneble. He said that the Federal Reserve Bank of Boston had ac~
cepted the law and the regulations of the Federal Open Market Committee
on that basis end the directors of the bank had been sdvised that the re-
sponsibility for purchases end sales of securities and shifts of securities
in the System account was with the Federel Open Market Committee end that,

therefore, the Federal Reserve Benk of Boston need not epprove or dieapprove

such trencections. He sdded thet he had not declined to participete in eny



11/30/37 —Be
open market transactions engaged in by the Federal reserve banks but he
had protested against the use of a formula for the sllocation of securi-
ties which would require his bank to tske securities at & higher price
than they could be purchased for in the open market, that originally

he had asked authority from the board of directors of the bank to put
through transactions when directed to do 8o by the Federsl Open Market
Committee, eand that when the guestion arose whether the action of the
Committee with respect to reallocation of securities in the account was
in the neture of a direction or a request to his bank he felt thet the
matter should be definitely determined before further reallocations were
effected. He also said that if the Federal Reserve Bank of Boston were
directed to accept a larger participation in the System open market sc-
count at appreciably higher prices than the securities could be purchased
for in the open merket his bank would probebly eccept the participation
but only under vigorous protest.

Reference was made during the ensuing discussion to the questions
which hed been resised as to the suthority of the Federal Open Market
Committee to meke allocations and resllocations of securities in the
System open market account and to require the Federal reserve banks to
execute such sllocetions snd reallocations. In this connection there
was presented a memorandum prepsred by Mr. Wyatt under date of November
26, 1937, in which it was stated that the Federsl Open Market Committee
had the legal power to continue to allocate the System open market zo-

count among ell Federal reserve banks, to require esch Federsl reserve
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banx to accept its pro reta perticipation, and from time 10 time to
reallocate such account and require some kederasl reserve banks to ree-
linquish part of their participstions snd others to mccept increesed
participations, all in substential accordance with the presctices which
had been in effect since 1929, whereby such allocations and reallocations
are based on the current needs of each Federal reserve bank for earnings
and whereby transfere of participetions are made on the basis of the
book value of the securities in the account instead of the current maxr-
ket price.

Mr. Harrison suggested that, in the light of Counsel's opinion,
Messrs. Smead end Burgess consider the desirability of amending their
report to provide that, after the comments snd suggestions of the Federal
reserve banks had been received, the formula recommended in the report
be put into effect by the Federal Open Market Committee directing, in-
stead of requesting, that the Federal reserve banks make the necessary
pdjustments s of January 1, 1938, and quarterly thereafter, it being
understood that esch Federal reserve bank would be free at any time
to ask for & reconsideration of the present plan or to make suggestions
or criticisms of sny later plan which might be proposed. Messrs. Smead
and Burgess stated that they would be willing to amend their report es
suggested.,

Thereupon Messrs. Young end Smead withdrew from the meeting.

Upon motion duly made and seconded, it was
voted unanimously that, in view of the opinion
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of Counsel referred to above, the report submit-
ted by Messrs. Smead and Burgess be adopted and
thet the Committee direct that, after the report
and Mr. Wyatt®s opinion had been submitted to the
Federal reserve banks and the comments and sugges-
tions with respect to the proposed formula had been
received and met as fully as possidle, so thet &
large majority of the reserve banks shall have ap-
proved the plan, the Federsl reserve banks, upon
receipt of advice from the Secretary of the Federal
Open Market Committee, make adjustments in their
participations as provided in the formula as of
January 1, 1938, and quarterly thereafter,

Upon motion duly mede and seconded, and by
unenimous vote, the minutes of the meeting of the
Federal Open Market Committee on September 1l-12,
1937, were epproved.

Upon motion duly made end seconded, and by
unanimous vote, the actions of the executive com-
mittee as set forth in the minutes of the meetings
of the executive committee on September 1ll-12 and

November 9, 1937, were approved, ratified and con~
fimmed,

Prior to this meeting Mr. Burgess had sent to each member of the
Federal Open Merket Committee 2 report prepared by the Federel Reserve
Bank of New York as of November 24, 1937, covering the open market opera-
tions conducted by the bank for the System open market account since
the meeting of the rederal Open Market Committee on September 11-12, 1937.
At this meeting Mr. Burgess reviewed the trensasctions in the account since
November 24, 1937, up to end including November 29, and stated that the
report prepared by the New York bank should be changed to show that, as
the result of an egreement over the telephone by members of the executive
committee since the meeting of the Committee on November 9, purchases

totaling only §27,825,000 were made under the direction given at thet

meeting.
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Upon motion duly made and seconded, and by unani-
mous vote, the trensactions in the System open market
account since the previous meeting of the Federal Opeh
Market Committee and up to and including November 29,
1937, were approved, ratified and counfirmed.

Reference was made to the fact that the Federal Reserve Banks of
Boston and Richmond were holding in "Miscellaneous Assets Acquired in
Settlement of Clalms Account Closed Banks" $6,325 and §52,800, respect-
ively, of bonds of the Home Qwners Loan Corporation and the Federal Farm
Mortgege Corporation and that it would be necessary for the Committee to
decide as to the action to be taken by it in connection with the reten-
tion or disposition of the securities by the banks in question.

Upon motion duly made and seconded, and by uneni-
mous wote, it was decided that, in view of the fact
that securities acquired by the ¥ederal reserve banks
in settlement of claims agzinst cloced banks will be
in such smell emounts as 1o be unimportant from the
standpoint of credit control, the Cormittes, until
otherwise directed by it, would interpose no objec-
tion to a Federal reserve bank holding eny such se-
curities acquired by the bsnk, or to the sale of
such Securities wnenever such sale is deemed to be
advisable by the holding bank, The Secretary was
requested to advise the banks accordingly.

Kr. Ransom recommended that, in view of the changed situation
since the appointment of the specisl cormittee (Messrs. Ransom, Davis
and Sinclalr) for the purpose of considering the forms of resolutions
sdopted by the Federal Open Market Cormittee, the special committee be

dlscharged until such time &s the Federal Open Market Committee might

wish to teke the mstter up agsain,

Upon motion duly made and seconded, Mr.
Rensom's recommendation was approved by uneni-

mous vote.
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Reference was made to discussions at previous meetings of the
question as to the desirability of grantinmg suthority to the members
of the Committee to disclose to alternate members of the Cormittee and
to other Presidents and to directors of their own Federal reserve banks
information with respect to the actions teken by the Federal Open Mar-
ket Committee. Attention was also called to the suggestion mede to Mr.
Szymezak recently by President Fleming of the Federal Reserve Bank of
Cleveland, that the Cormittee advise the Presidents by telegram of ac-
tions taken with respect to which announcements are made to the press.
In this connection the representetive members of the Cormittee expressed
the feeling that it would be distinctly helpful if they could discuss
such metters with their respective elternetes and that such a procedure
was desirable particulerly in order that each alternate might be familier
with the problems of the Committee in the event he was celled upon to serve
in the absence of a regular member. Mr. Harrison seid that he believed
the directors as well as the Presidents of all Federal reserve banks
should be kept advised of the ections of the Committee.
Upon motion by Mr. Harrison which was duly seconded,

it was voted unenimously to recuest the Chairman to ap-

point a special committee to consider and submit & rec-

ormendation to the full Committee 8s to the position to

be taken with respect to the extent, if any, to which

the Presidents and boards of directors of the Federal

reserve banks should be advised of discussions end ac-

tions of the Federal Open Market Committee.

In accordance with this action, the Chairman ape
pointed Messrs. Szymczak, McKee and Sincleir as members

of the special committee.
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At 1:20 p.m. the meeting recessed and reconvened at 2:45 p.m.
with the same attendance 8s at the conclusion of the morning session
except that Messrs. Goldenweiser, Williems and Thurston were also in
attendance.

lhere were submitted copies of & draft of statement which hed
been prepared by Messrs. Goldenweiser, Williasms end Thurston in accorde
ance with the understanding st the meeting of the Comnittee yesterday
afternoon end the statement was discussed.

At the conclusion of the discussion the meeting recessed with
the understanding that, as the executive committee of the Federal Open
Market Committee was to meet with the Secretary of the Treasury Wednes-
day morning, December 1, 1937, for the purpose of discussing December
15 Treasury finencing, the Federal Open Market Committee would reconvene

gt 2:30 p.m. Wednesday afternocon.

- 7 Secretary.
Appmved:\%//// /é( /
JIK I

Chaimman,.




