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Minutes o f Meeting o f  Governors o f  Federal Reserve Banks 
Called by Federal Reserve Board as a Meeting o f  the Open 

Market Investment Committee, Washington, D. C. 
__________ January 28 and 29, 1950 ,___________________

CONFIDENTIAL

j

t j  )'?/?>  0
A m eeting 'of Governors o f  Federal, reserve banks called  by the

Federal' Reserve Board as a meeting o f  the Open Market Committee convened 

at 10:45 a. m. on Tuesday, January 28, with the Federal Reserve Board,

There were present from the Federal Reserve Board 

Governor Young and

Messrs* Cunningham, Hamlin*.James,
M iller , and t o le j  

Messrs. Goldenweiser» McClelland,
Smead, and Carpenter, o f  the 
Federal Reserve Board sta ff*

Representing the banks there were present

Deputy Governor paddock
Governors Harrison, N orris, Fancher,. Seayr 

Blackj McDougal, Martin, Geery,
T a lley , and Calkins*-.

Mr, Burgess, acting secretary.

The meeting proceeded at once to a discussion o f  the cred it

situation  and Federal reserve p o lic y , Governor Young stating that the 

committee was operating under the old  procedure and not under„,the pro

cedure suggested in the Federal Reserve Board*s le t te r  X-6484 o f  Novcmbo®
S ■

23, which has been sent to each Board o f  D irectors fo r  th e ir  comments*.

Dr,' Goldenweiser reviewed various aspects o f  the cred it situa

tion^ making reference to a number o f  charts*

Governor Young then ca lled  on the governors in turn to express

their opinion on a proposal which the Board had before i t  fo r  a reduction 

In b i l l  rates and on the general question as to whether the Reserve System 

should adopt a program fo r  easing the cred it situation  further or not*

Governor McDougal indicated that an easing p o licy  would be worth

considering i f  i t  would ben efit business but he f e l t  the present rates 

were not r e s t r ic t iv e  and that there should be a further liqu id ation  o f
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co lla te ra l loans*

Governor Norris believed that open market purchases had "been carried 

far enough, that the ob jects  o f  the November p o licy  had been achieved, and 

he would rather see lower money rates come o f  th e ir  own accord than as a re

su lt o f  Federal reserve interference* He saw no harm in the lower b i l l  rate 

i f  fo r  the purpose o f  preventing b i l l  holdings in the System from decreasing.

Mr. Paddock said he believed there was more clearing up to be done, 

that they favored a p o licy  o f  marking time and would not favor carrying the 

easing process any further now..

At th is point Secretary Mellon joined the meeting.

At Governor Harrison’ s suggestion the report o f  the Secretary o f  

the Open Market Committee was d istributed  and the preliminary memorandum tc. 

the committee was d istributed  and read aloud. Governor Harrison stated that 

the proposal fo r  a reduction in the buying rate fo r  b i l l s  was made by the 

Federal Reserve Bank o f New York in order to prevent a decrease in the b i l l  

p c r t fo l io  and an increase in rediscounts such as might lead to a firming o f  

money rates or at lea st an interruption to the natural downward trend o f  

in terest ra tes . It was not suggested as a program which would a r t i f i c ia l ly  

force  a more rapid easing o f  cred it conditions although it  seemed l ik e ly  that 

the d irectors o f  the New York bank might also wish soon to reduce the discount 

rate .

Governor Fincher believed the November program had been pretty well 

carried  out, that further easing might be desirable in due course with per

haps a reduction in their discount rate in February. He believed the present 

J discount rate was encouraging needed liq u id a tion . He saw no ob jection  to a 

s ligh t reduction in the b i l l  rate*.
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Governor Talley stated that he was very well sa tis fie d  with the 

program as it  had been carried out and with the present discount rate in 

h is d is t r ic t ,  that he was opposed to further s p e c ific  steps toward ease at 

present, that he could see the possib le  d e s ira b ility  o f  an adjustment o f  

b i l l  rates to take care o f  a temporary congestion in the market.

Governor Martin said he would lik e  to continue his discount rate 

at the present lev e l as several groups o f banks were tied  up with loans 

a fte r  droughts and a lso  other groups with security loans, and high rates 

would a ss is t  in liqu idating  th is s itu a tion . He believed the resu lts  o f  the 

program had been attained and would not now favor changes in discount rates 

or in b i l l  rates.

The meeting adjourned at 1:05 to meet again at 2:30.

The meeting reconvened at 2:30 p. m*

Present: Governor Young

Secretary Mellon

Messrs. Cunningham, Hamlin, James,
M iller , and P o le r 

Messrs. Goldenweiser, McClelland,
Smead, and Carpenter o f  the 
Federal Reserve Board s ta f f .

Deputy Governor Paddock
Governors Harrison, N orris, Faneher,

Seay, Black, McDougal,
Martin, Geery, Talley, and 
Calkins,

Dr. Burgess, acting secretary.

Governor Black stated that h is bank s t i l l  desired a continuation 

o f cred it ease. He would prefer easing through b i l l s  but, i f  p ossib le , 

would reduce the rediscount rate a lso . Business was not good in the Atlanta 

D is tr ic t , esp ecia lly  with the smaller businesses, nor was the mental a ttitude 

in business good and he believed that business and th is mental attitude would 

be improved by easier money*

Governor Geery said that h is rate was s t i l l  well below the com

m ercial rate for  money, that the banks s t i l l  have loans they want to liqu idate
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and for that reason wish high rates continued. He favored a reduction in 

the h i l l  rate i f  not to the point o f  in terferin g  with the d istribu tion  o f 

b i l l s .

Governor Seay said that his d irectors  were in sympathy with the open 

market program but the m ajority had favored a continuation o f  their rate at

5 per cent. He believed System p o licy  should be directed  to continuing the 

present trend o f ease rather than p os it iv e  action  in either d ire ction . He 

thought pressure on security loans would continue regardless o f  the ra te . He 

shou±d lik e  to see to i t  that no hardening o f  rates took place toward the 

spring season and thought th is could be done best through b i l l s  though it  was 

p ossib le  that i t  might be desirable to buy further se cu r it ie s , although he 

would be very reluctant to see i t .

Governoi* Calkins stated there had been a more than usual liqu idation  

in his d is t r ic t .  He saw 110 occasion in the d is t r ic t  for  further rate change.

, The open market p o licy  appeared to have been accomplished. I f  more ease was 

necessary i t  could best be done .through the b i l l  ra te . There was, however, no 

occasion fo r  any acute move.

There ensued an extended discussion on general p o licy  in the course 

o f  which Governor McDougal stated that he wished to amplify his previous state

ment to indicate that he believed the banks should have f l e x ib i l i t y  in their 

^  b i l l  rates and he had not previously understood that the suggestion fo r  a

reduction in tho b i l l  rate was simply fo r  & change in the minimum fixed  by the 

Federal Reserve Board. He believed that the Board should give the banks an 

operating la titu de in the b i l l  ra te .

This meeting adjourned at 4 p. m. and was shortly  resumed with only 

tiie representatives o f  the reservo banks present. The committee was requested 

by Governor Young, among other things, to report to the Board

(a) The advantages o f  the change in the regulations re la tive  
to reserve ca lcu lation s suggested by the governors 
at the la st  conference.
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(b) What should be the complexion o f the commlutees 
recommended on reserves and chain banking?

The meeting f i r s t  discussed the Board1s le t te r  o f  January 23 rela tin g  to 

open market procedure, the telegram which had been sent ca llin g  the meeting, 

and what should be the understanding as to the character o f  the meeting. At

5 o ’ clock  Governor Young attended the meeting by request to discuss with i t  

the status o f the committee and his understanding o f  the Board’ s le t t e r .  As 

a consequence o f  th is  discussion i t  was agreed to go forward with the d is

cussion o f cred it conditions and p o licy  with the understanding that those 

present were not operating in any way under the procedure suggested by the 

Board’ s le t te r  o f  January 23, but that the meeting was informal and under the 

old procedure o f  the Open Market Committee with the addition o f  the other 

Governors as members. The meeting adjourned at 6 p. m.

In the evening representatives o f  seven o f the banks met at the 

Hotel Carlton and drafted a provisional memorandum o f conclusions.

The meeting was again ca lled  to order at 10 a, m. January 29,

Present: Deputy Governor Paddock
Governors N orris, Faneher, Seay,

Black, McDougal, Martin,
T alley , and Calkins

j  Mr. Burgess, acting secretary.

In the absence c f  Governor Harrison, Governor Norris was e lected  

chairman o f the meeting and the meeting proceeded to discuss the tentative 

resolu tions which had been drafted the night before .

At 10:20 Governor Geery entered the meeting and at 10*35, Governor

H arrison .-

The follow ing findings were then adopted, a l l  those present voting 

Yes except Governor Martin.

’’ The Open Market Committee, including inform ally the 
Governors or Deputy Governors from eleven o f the Federal 
reserve banks, has considered the report o f the secretary 
of. the Open Market Committee, the preliminary memorandum, 
and the data submitted by the Federal Reserve Board and 
by representatives o f the several reserve banks, and has 
reached the follow ing conclusions upon the matters there-
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in referred to and'upon the sp e c ific  questions asked by the 
Federal Reserve Board,

"The fa cts  appear to bei

1. The panicky fee lin g  has' subsided .‘

2. A business recession  h?s taken place, the extent
or duration of which is  not yet possib le  to
determine.

3. Money has been made available to commerce and
industry at more reasonable rates.

4. Liquidation is  progressing in an orderly fashion.

5. Rediscounts have been reduced to under
$450,000,000.

6. However, there is  a large volume of secu rity  loans
in member banks which they are anxious to get
reduced.

7. Liquidation has been slower in country banks than
in the c ity  banks.

"Under these circumstances i t  is  the judgment of the Committee that 

no open market operations in Government secu rities  are necessary at 

this tine either to  halt or to expedite the present trend of cred its  

"The Committee b e lieves, however, that it  would have an unfortun

ate e f fe c t  upon business i f  the demand f o r  add itional spring business, 

concurrently with the running o f f  o f the present b i l l  p o r t fo l io  o f the 

System should resu lt in a hardening o f  ra tes.

" I t  therefore reconmehds that the minimum buying r o t e .fo r  b i l l s ,  

fixed  by the Federal Reserve Board, be reduced so that the Federal r e 

serve banks may have such f l e x ib i l i t y  in th e ir  b i l l  operations that 

tho present p o r t fo l io  may be not only maintained but may i f  necessary 

be increased to such extent as to avoid the hardening of rates which 

might resu lt from a seasonal demand fo r  additional reserve c r e d it .”

On the question asked by Governor Young, concerning the benefits from 

a change in procedure in computing reserves, it  was agreed that the several 

governors would w rite to Governor Young on their return to their banks. The
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meeting adjourned at 12 o ’ clock  and reconvened at 12;10 o ’ clock  with the 

Federal Reserve Board, there being present in addition to those named above 

Governor Young and Messrs. Cunningham, Hamlin, James, and M iller o f  the 

Federal Reserve Board, and Messrs. Goldenweiser, McClelland, smead, and 

Carpenter.

The secretary read the findings adopted by the governors and the 

meeting proceeded to an informal discussion o f  the interpretation  o f  this re

p ort. The meeting adjourned at 1 p. m. to reconvene in the afternoon.

The meeting reconvened at 3 p. m. with the same persons present 

except that Governor Norris and Governor Harrison were absent and Messrs. 

Wyatt and N oell attended. There ensued an extended informal d iscussion , 

f i r s t ,  as to the extent o f  leeway which the Federal Reserve Board should 

give the Federal reserve banks in adjusting b i l l  rates without the necessity  

J  fo r  Federal Reserve Board approval and, second, as to the probable p ra ctica l 

e ffe c ts  o f  a reduction in the Federal Reserve Board*s minimum buying rate for  

b i l l s .

A further discussion related  to the complexion o f  the specia l com

m ittee to study bank reserves. It  was agreed that Mr. Smead should be asked 

to p articipate  in, the study and i t  was also suggested that Pr. Goldenweiser 

p artic ipate  and that two or three others be added from individual reserve 

banks. It was agreed that the study should be treated as a study undertaken 

by the Federal reserve banks and that the expenses o f  the study should be pro

rated among the banks. It  was agreed that Governor Calkins should take 

charge o f  arrangements necessary to carry forward the study.

The meeting adjourned at 4:45 p. m.

W. Randolph Burgess,

Acting Secretary.
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