July 31, 1ghh

Honorable Daniel W, Dell,
Under Secrstary of the Ireasury,

propered
Executive Committee on July 28, I believe that the memo~
randun is iz lise with the conclusions reached at that time,
not as yet been suflficient time to clear the
memorandum with all of the members of the Executive Committee,
be made, however, I shall get in

Sincerely yours,

M, 8. ‘“1“;
Chairman.

LiP/MSE:mhe

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



{TRICTLY CONFIDENTIAL

MEMORANDUM FROM THE EXECUTIVE COMMITIEE COF THE FEDERAL
OPEN MARKET COMMITYIEE TC THE SECRETARY OF THE TREASWRY

The Executive Committee of the Federal Open Market Coammittee discussed at
& meoting held July 28, 19l);, the suggestion that the Treasury inorease its offer-
ing of Treasury bills by 200 million dollars a week begimning with the weekly
offering to be dated August 10, After discussion, the Committee voted unanimously
to recommend that the Treasury make no further inorease at this time in
Treasury bills. The prineipal reasons for the Committee's recommendation are as
follows:

1. There is no net market demand for bills. Between the end of October
1945 and the end of February 19LL, marking in both cases the end of war leoan drives,

holdings by other investors declined by about the same amount., Between the end of
February 194}, and the end of July 1 Federal Reserve holdings of bills inereased
by 2.6 billion dollars, while holdings by others deelined by sbout 100 million. Hold-
ings outside the Federal Reserve Banks are likely to decline further between now
the next war loan drive.

2, A further inerease in cutstanding bills would be ianflatiomary, in that
it would call Reserve Baunk eredit into use regardless of the needs of individual
banks and thus would tend to swell the amount of finaneing done through the banks,
In supplying bank reserves, it is generally preferable for the Federal Reserve to
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created in part to banks that already have sufficient reserves. These banks are,
therefore, encouraged to expand oredit. During the recent drive, the shift of
deposits to war lean mascounts released rearly 3 billiom dollars of funds to banks.
They utilized these funds in pert by inereasing their holdings of Govermment securi-
ties by large amounts. At weekly reporting member banks, the increase was 5.
billion dollars, of which bills sceounted for 1.6 billien. All banks needing
reserves before the next drive can ocbtain them by selling te the Federal Reserve
from their existing holdings of Govermment securities of by borrewing frem the
Reserve Bahks.

3« A further increase in cutstanding bills would increase the existing
difficulty in maintaining the pattern of rates, in that it would tend to force
are

serves inte the market by purchasing the inerease in outstending bills rather than
purchasing from the banks' existing holdings, banks will be encouraged to add
further to their holdings of longer-term securities. In our opinion, the preper
time to issue additional bills is when they are needed by the Federal Reserve for
purposes of supplying reserves and of maintaining the pattera of rates. This tinme
will arrive when banks have redused their portfolie of bills to the smallest amount
that they wish to hold and are finding it necessary to sell bonds and notes.
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L. A further inerease in outstanding bills at this time would unneces~
sarily diminish the Treasury's capacity to use in time of need its best instrument
for emergenecy finaneing. We understand that the Treasury's present estimates show
that at the end of October the Ireasury's balance will be 9.3 billien dellars if
there is a further inerease of 200 million & week in outstanding « If mo
further inerease is made, the balance will be 6.9 billien. In opinion, the
latter balance would be adequate to ecarry the Treasury through to payment date on
whatever seowrities are offered in the sixth war lean drive and to meet any
emergencies. If, however, a greater need for funds did arise, the Treasury wuld
still be able to raise sufflcient funds by offering additiomal bills at the time.
In the interim, the Treasury would save inkterest costs.

We feel strongly that the Treasury should permit all holders of maturing
bills to exchange their holdings for newly-issued bills. We understand sounsel
that it is within the suthority of the Treasury %o provide for such

£

rficimn that, in substance, the bills are not being sold in the open
market and that their purehase by the Federal Reserve is, in the circumstances,
idance of the inmtent and spirit of the law.
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