A meeting of the Federal Open Market Committee was held in the
offices of the Board of Governors of the Federal Reserve System in Wash-
ington on Thursday, April 21, 1938, at 10:25 a.m.

PRESENT: Mr. Eccles, Chairman
Mr, Harrison, Vice Chalman
My, Szymeczak
My. McKee
Mr, Ransom
My, Davis
My. Drapesr
My, Sinclair
Mr. Nowton
Mr. Schaller
Mr. Peyton

Mr. Morrill, Secrestary

Mr. Wyatt, General Counsel

My. Goldenweiser, Economist

Mr. Dreidelbis, Assistent General Counsel

Mr. Bargess, Menager, System Open Market

Acoount
For the purpose of the Committee's records, Chairman Eccles re-

ferred to the recent developments in connection with the Governmeni®s
progrem for the encouragement of business recovery, including the Presi-
dent®s message of April 14 to the Congress of the United States, the
President's radio address which wes dbroadcest from the White House on
the evening of April 14, the action of the Board of Governors on April
15 in reducing reserve requirements on all classes of deposits for all
member banks effective at the opening of business on April 16 and the
announcement thereof, released to the press for morning newspepers of
April 16, which referred to this action as a part of the Govermment’s
progrem for the encouragement of business recovery, and to the announce-

ment made by the Treasury Department on April 18 for releass in the
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morning papers of April 19, that the inactive gold account had been dis-
continued. In the President's message to the Congress on April 14 the
following statement was made:

"The Administration proposes immediately to meke addi-
tional bank resources available for the credit needs of the
country. This can be done without leglslation. It will be
done through the desterilization of approximately onme dillion
four hundred million dollars of Treasury gold, accompanied by
ection on the part of the Federel Reserve Board to reduce re-
serve requirements by about three-quarters of a billion dol-
lars. The Federal Reserve Board informs me that they are
willing to do so. These measures will make more abundant
the supply of funds for cammerce, industry and agriculture.

By themselves, however, monetary measures are insufficient
to start us on a sustained upward movement.®™
The Cheiiman stated that he had discussed with the Secretary of
the Treasury this morning the considerations involved in such declsion
as the Treasury might maeke with respect to the utilization of the gold
released from the inactive gold account; that he hed an appointment ¢o
discuss the matter further with the Secretary of the Treasury at 12:30
today; and that the Secretery of the Treasury hed in view a press con-
ference at 5:00 o'clock at which he expected to make 8 statement as to
what the progrem of the Treasury would be with respect to replacing or
paying off maturing Treasury bills.
The Chairmen then stated that he felt that the question of the
polioy to be pursued hereafter by the Federal Open Market Committee
in the light of the changed situation had become one of very great im-

portance; that the greatly increased volume of excess reserves had an
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important bearing upon the market for Govermment securities, and that
in spite of the fact that there had been sold from the system account
with a view to preventing a disorderly market more than $100,000,000
of bonds with corresponding purchases of bills and notes, the market
had advanced very rapidly during the past few days and the short-temm
market particularly had gone up until the yield was negligible on notes
and some bills were selling on a no-yleld basis. He referred to the
fact that the Treasury had announced the complete desterilization of
gold in an amount aggregating spproximately $1,392,000,000, together
with the discontinuance of further sterilization, and that the result-
ing Treasury deposits had increased the Treasury balances at the Federal
reserve banks and depository banks to approximately $2, 300,000,000,
He observed that the desterilization action had not yet created excess
reserves and would not do so until the Treasury begen meking disturse
ments from its belances with the Federal reserve banks; that there were
falling due each week $100,000,000 of Treasury bille until June 22,
after which there would be $150,000,000 falling due each week until
July 20 and that, in addition, there would be $250,000,000 of tax bills
falling due in the middle of June and $620,000,000 of notes maturing
on the 15th of June.

He stated that it was understood that the Treasury proposed
to retire $50,000,000 of the maturing bills each week until further

notice as well as the $250,000,000 of tex bills maturing in the middle
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of June. The result of this, he said, would be to inerease excess re-
serves of member banks until the middle of June at the rate of $50,000,000
a week faster than would result from current net expenditures of the
Treasury. He sumned up the situation by saying that it appeared that
with the retirement in June of the tax bills, about $600,000,000 would
be added to excess reserves, sooner than would be the case if the Trea«
sury were to wait until net expenditures produced that result, and that
approximately $1,000,000,000 of the total of $1,400,000,000 of desteril-
ized gold would be in excess reserves of member banks by the middle of
June. He added that there very likely would also be additions to excess
reserves by reason of further gold importis.

He pointed out that the proposed weekly retirement of bills
would reduce the amount of such paper available in the market and at
the same time increase the ability and desire of benks to meke addi-
tional investments, with the result that, in the absence of opportunie
ties to invest funds elsewhere, the banks would bid up the prices of the
Govermment securities remaining on the market. He added that the Re-
serve system would have $39,500,000 of bdills felling due on April 27;
$36,500,000 on May 4; $54,500,000 on May 11, $59,000,000 on May 18,
$55,500,000 on Mey 25, $48,500,000 on June 1, $34,500,000 on June 8,
$19,000,000 on June 15, $31,000,000 on June 16, end $45,000,000 on
June 17, and that the difficulty in replacing these bills would not be

nearly as great if the Treasury were to refund in the market the full
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amount of its outstanding maturities as would be the case under the
contemplated plan of retiring $50,000,000 each week.

On the other hand, the Chairman stated, if the system were to
allow the bills in its portfolio to run off without replacement, the
offect on excess reserves would be practically to offset the reduction
in reserve requirements which had been made by the Board of Govermors,
and he felt that such ection would be regarded as in effect nullifying
the aetion of the Board in reducing reserve requirements or as mllifye
ing to an equivalent extent the action of the Treasury in paying off
maturing bills as a means of giving effect to the gold desterilization
policy, with 1its consequent increase in the lending power of banks.
The Chairman recognized the fact that the replacement by the system
open market account of the maturing bills held by it would have a
tendency to upset the market further but expressed the opinion that
the Reserve system should not be held at fault for such a consequence;
that the Treasury should be fully edvised that the system could not
accept responsibility for the condition in the Govermnment bond market
created by the Treasury's determination to pay off maturing bills; and
that the system could accept responsibility for market conditions only
if it had the full cooperation of the Treasury. He pointed out thet
while the proposed action of the Treasury involved a temporary reduo-
tion {n the outstanding publie dedt, the Treasury would be under the

necessity later on of increasing the debt et a much greater rate by
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reason of increased expenditures then would be the case if it replaced
the maturing bills currently; that no one could foresee what the con-
dition of the market would be when new borrowing beceme necessary; and
thet, in these circumstances, he saw no reeson why the committee should
assure responsibility for attempting to prevent the anticipated dias-
orderly condition in the Govermnment security market due to rapidly
rising prices. Be expressed the further view that, if banks continue
to buy bonds in these circumstences, the system should not be held re-
sponsible for not interfering in the market; thet the tremd in the
market was in the direction of much lower yields for Govermment bonds;
and that, even 1f the system were to sell ite entire portfolio of
Govermment bonds, such ection might not be sufficient to control the
expected rise, snd therefore might strip the system of practicelly all
its earning assets without schieving the desired result.

There ensued a discussion of the policy to be adopted by the
Committee to meet the situetion. The opinion was expressed and con-
curred in by some of the members of the Committee that the system
could not be expected to maintain its existing portfolio beyond the
extent that replacement securities could be purchesed on a no-yleld
vasis or better. There was also consideration of the question whether
the System would be justified in replacing maturing securities if such
action would reduce bills as well as notes with maturities up to two
years or more to & no-yield dasis, end particulerly since such replace~

ments would tend to distort the relationship between short- and long-term
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rates, which relationship is as importent an element in an orderly mar-
ket as the general level of rates. It was pointed out that notes were
being quoted at the present time on & no-yield or mimis-yleld dasis
for maturities up to a year and & half end that it was extremely dif-
ficult to get sufficient blocks of notes for replacement purchases.

With respect to the Board's action in increasing reserve re-
quirements, the statement was made that while, following that action,
there remained a large volume of excess reserves accompanied by ex~
tremely low rates of interest end an abundance of available funds, meny
people were under the impression that the Board's action was unduly
deflationary, that therefore the System was in a position, in the
opinion of a portion of the pudlic at least, of resisting the recovery
progrem, that for that reason the Board of Governors could not be
motivated exclusively by the economic factors in the situation and
disregard the psychological factors, and that the subsequent reduction
of reserve requirements wes belleved to be in the best interests of the
Federal Reserve System. Some of the mambers of the Committee referred
to the fact that the Board of Governors and the Commitiee were dif-
ferently constituted bodies, with separate statutory responsidbilities,
and stated that they felt thet, therefore, the Commitiee was under
the necessity of detemmining what course it should follow regardless
of how the situation with which 1t was confronted was created.

Some of the members of the Committee stated that, while 1t

apparently was the desire of the Administration to have the entire
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addition to excess reserves resulting from the temmination of the ine
active gold account made effective as promptly es possible, they felt
that the Treasury should operate on a week-to-week basie and determine,
in the light of developments, whether the policy of retiring bills should
be continued.

There was also discussion of the questions whether, if po so-
tion be taken by the system to influence the market during the period
of en advance, such action should be teken during a period of market
decline, and whether, in view of the fact that up to the present tims
the policy of the system had been to endeavor to meintsin orderly com-
ditions in the Govermment securities merkets, & reduction of from
$200,000,000 to $400,000,000 in the System portfolio for the purpose
of effectively contimuing that poliey could reasonably be interpreted
as an effort to mullify the reduction in reserve requirements. In
this connection, some 0f the members of the Comittee took the posie-
tion thet the Committee should not abdicate its responsibility for
maintaining orderly conditions in the Government securities market end
that they did not believe that the Treasury or the Administration would
wish the Conmittee to do so if they were fully informed as to the
pature of the problem; that therefore the Secretary of the Treasury
should be put on notice of the difficulties fram the Cormittee®s
standpoint of the position with which it wes confronted; end that the

Treasury should be requested to modify its program with respect to
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maturing bills, thereby giving the Committee an opportuniiy to meet
its responsidbility not only because of the effect of the Program upon
the condition of the Government bond market in the first instence but
also its ultimate effect upon member benke,

The meeting recessed for lunch, end reconvened et 3:00 p.m.
vith the seme attendance as at the morning session except thet Chair-
man Eccles and Mr. McKee were not in attendence.

Upon motion duly made and seconded,
and by unanimous vote, the minutes of the
meeting of the Federsl Open Market Com-
mittee held on February 28 and March 1,
1938, were approved.

Upon motion duly mede and seconded,
and by unanimous vote, the actions of the
executive committee of the Federel Open
Market Coomittee as set forth in the
minites of the meeting of the executive
committee on February 28 and March 1,
1938, were approved, ratified and con-
firmed.

Mr. Rurgess reviewed the operations which had taken place in
the system open market account since the lest meeting of the Federal
Open Market Committee, including the sales of bonds and replacements
by bills and notes during the recent period, which hed resulted in a

reduction of the bond holdings in the account with maturities in ex-

cess of five years to approximately §$600,000,000.

Upon motion duly made and seconded,
and by unenimous vote, the tramnsactions
in the system open market account since
February 28, 1938, up to the close of the
market today, were approved, ratified and

confirmed.
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At the request of the Committee for his views regarding the
situation discussed by the Committee, Mr. Goldenwelser stated that ap-
proximately $4,000,000,000 in excess reserves might be expected before
the end of the year, that this smount ig larger then in 1936 when the
Board increased reserve requirements, but that ths situstion had ohenged
materielly from the boom conditions that existed et that time to a con-
dition of depression the end of which was not yet in sight. Be ex-
pressed the opinion that the large smount of excess reserves would have
the effect of reducing going retes on GCoverrment securities possidbly to
a no-yleld bdasis op bills, to 1/4% to 1/2% on notes, and to 2% on donds,
and that, in these circumstsnces, the reduction of the system portfolic
in an attempt to meintein retes would be & futile gesture which might
deprive the system of its earning amssets without accomplishing sny
useful purpose. Under these circumstances, and in the light of the
detemination of the Treasury 10 retire meturing bille, he felt that
the system portfolio should be retained without meking shifte to in-
fluence the market until such time as the securities purchesed to replece
maturing securities reach a no-yield dbasis. He thought It was clear
that the system could not bYe expected to purchese replacement securi-
ties at a premium. He added thet in his opinion the vourse to bs
followed was esesentislly one of inaction, that everything that could
be done in the monetary field had been done, end that the system should

stand by and determine on the basis of future developments what further

action might be required.
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Following Mr. Goldenweiser's statement there was a further
discussion of the question whether, if the system takes no action to
influence market conditions during the period of advencing prices, it
should teke such action during a period of merket decline and it was
stated by some of the members of the Committee that, regardless of the
desire of the system to influence the market in the present situation
and regardless of the policy followed in a period of market decline,
the system was without the necessary power to prevent & decline in
sacurity ylelds at the present time and thet, therefore, no purpose
would be served in reducing the system portfolioc even though it might
be felt that under ordinary conditions the system had some responsi-
bility to act.

At this point Chalman Eccles returned to the meeting.

He stated that he had just returned from a very thorough dis-
cussion of the entire problem with the Secretary of the Treasury emd
that, after reviewing the whole subject, pointing out the problem before
the Federal Open Market Committee, recognizing the Treasury situation
and recognizing that both the Treasury and the Board were in a very
difficult position, there was not the slightest disagreement as to
the essentisl facts of the situation. Chaimen Eccles said that he
bad advised the Secretary that the Federal Open Market Committee had
not decided on the course that it should teke beceuse it did not know

exectly what progrem would be followed by the Treasury. He also said
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he had reviewed, for the informetion of the Secretery, the discussions
which the Committee had had and that the Secretary understood the posi-
tion in which the Committee was placed.

Chaimen Eccles then stated that the Secretary had outlined
quite fully the Administration conferences that had taken place at which
it had been recognized that if the Treasury retired maturing bills 1¢
would create a difficult problem for the Federal Reserve System for the
reason that there would be fewer bille in the market which could de
used for replacement purposes, that the retirement of bills at the
present time in addition to the effort of the Federal Reserve System
to replace maturing securities would very likely put the Govermment
securities market up when 1t wes felt that it was slready high enough,
if not too high, amd thet this might have en adverse effect at a sube
sequent time. Notwlthstanding ¢these considerations, Chairman Eccles
sald, it wae decided during the conferences referred to that the pro-
ceeds of the desterilized gold should be put into the banking situation,
that this could be done more rapidly by paying off $50,000,000 of bills
a week between now snd June, and that, therefore, an announcement should
be made that until further notice the Treasury would sell $50,000,000
of bills weekly. The Secretary stated, Mr. Fecles sald, that it was
too late to do anything to change that position this week, because tele-
grephic advices had already been sent to the Federel reserve banks that

only $50,000,000 of bills would be offered next week. Mr. Fccles added
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tbat the Secretery felt that the press snnouncement would leave the
Treasury free to change its policy during the succeeding week if it
desired to do so. Chaimman Eccles stated further that the Secretary
bad given assurance that, if the System desired, the entire matter
would be considered again next week in the light of intervening devel-
opments.

Chairmman Eccles' statement was followed by a consideration of
the availebility of bankers acceptances and other eligible securities
in eddition to Govermment obligations for purchase for the system ace
count. There was also a discussion of the extent of the esuthority which
should be given to the executive committee to effect trensactions in the
gystaem account pending another meeting of the Committee.

At 5:05 p.m. Mr. Willisms, who hed not attended the meeting be-
cause of illness, entered the room.

There was a discussion of the question how far the Conmittes
should permit the amount of bonds held in the System mccount to de
reduced. Same meambers expressed the view that it should not go below
$500,000,000 in present circumstances; that it might very well be main-
tained st the present level; but that the executive committee should
have some suthority to let bills run off without replecement. Follow-
ing this diecussion the Chairmen stated that he would 1like to have
the record show that the Committee had adopted a policy of not letting

the portfolio run off unless a condition developed which would meke it
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unreasonable to expect the system to replece its meturing bills; that
the situation might chenge considerably during the next two or three
weeks; and therefore that it would be advisable to review the matter
with the Secretary of the Treasury sgein next week.

At 5:%0 p.z. the meeting recessed with the understanding that
it would reconvene on Friday, April 22, at 10:30 a.m.

2 ‘
Secretary.
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