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November 30, 1955
1. Authority te Effect Transactions in System Account.

The Federal Open Matket Committee authorized the Federal Reserve Bank
of New York to purchase for the System open market account in the open
market, on a when-issued basis, up to $400 million of 2% per cent Treasury
certificates of indebtedness to be dated December 1, 1955, maturing
December 1, 1956,

Votes for this action: Messrs. Martin, Chairman, Sproul,
Vice Chairman, Balderston, FEarhart, Fulton, Irons, Leach,
Shepardson, and Szymczak. Votes against this action: Messss.
Mills, Robertson, and Vardaman.

This meeting, which was held through telephone conference arrange-
ment, was called for the purpose of considering what, if any, action the
Committee should take in view of developments in the market which sug-
gested that the current Treasury offering of approximately $12 billion of
refunding securities might be subject to unusually large requests for cash
redemption. The Treasury offering had been announced on November 25
and books were open on Monday, Tuesday, and Wednesday, Novem-
ber 28, 29, and 30, 1955. The respanse to the announcement of the terms
of the offering indicated that the market regarded the new issue as being
properly priced. Shortly after the opening of the books, however, it became
appatent that a large proportion of holders of the maturing issue had
earmarked the proceeds of this maturity for other uses. This indicated
that the volume of cash redemptions would be considerably larger than
bad been generally anticipated. Moreover, unexpectedly stringent money
market conditions had developed during the latter part of November. Appar-
ently this was in part a delayed response to an increase in mid-November
to 2¥% per cent in the discount rates of all Federal Reserve Barks.

In consideting this situation, the Committee noted that on the basis of
earlier projections of reserve needs to meet seasonal and other demands,
it would probably find it necessary in any event to put into the market
upwards of $400 million of reserves within the next week. Further, addi-
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tional reserves would have to be supplied to the market later during
December to assist in meeting the seasonal increase in currency demand
for holiday and other year-end needs.

The situation was considered in the light of the policy adopted by the
Committee in March 1953 and last reaffirmed in March 1955, that, during
a period of Treasury financing, the Committee would refrain from purchasing
(1) maturing issues for which an exchange is being offered, (2) when-issued
securities, or (3) outstanding issues of comparable maturity to those being
offered for exchange; such policy to be followed yntil such time as it might
be superseded or modified by further action of the Federal Open Market
Committee.

Those who voted for making an exception to the foregoing policy and
authorizing the purchase on a when-issued basis of securities being offered
in the current Treasury financing felt that the Committee could not ignore
the position in which it had been placed by a request made by the Secretary
of the Treasury for assistance directed toward preventing undue cash
redemption of the maturing issue, and by the possibility of psychological
deterioration of the whole securities market if the Treasury offering came
to be regarded as a failure. They noted that the Treasury had tried to price
the new securities correctly in relation to the market situation. They also
emphasized that, in making an exception to the general policy that had
been followed since March of 1953 against purchasing securities involved in
a Treasury financing, the Committee would not be abandoning that policy
but rather deviating from it only because of the unforeseen circumstances that
had developed in connection with the current Treasury refunding operation.

The members of the Committee who voted against this action were of the
opinion that the possibility that an abnormal proportion of the maturing
securities would be turned in for cash, rather than exchanged for an
equivalent amount of the new issue, was an insufficient reason to deviate
from the existing policy. They felt that if heavy cash redemptions developed
in the refunding, the difference could be made up subsequently through
the conventional means of selling additional Treasury bills or tax anticipation
certificates. In their opinion, reserves that would be needed in the market
to meet seasonal and other needs should be provided in the usual manner
by purchases of other short-term securities, preferably Treasury bills. In
short, they did not believe that the circumstances were such at that time as
to warrant an exception to the general policy against purchasing Treasury
securities involved in a refunding.
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