
STRICTLY CQBFIPIKTIAL (Draft of August 25,

FROM THE B3OCUTIV1 CON&ITTBB OP IHE FEDERAL OPEN
IOIUCET COWMITTIB TO THE 8BCKETARY OF IHE TREASURY

Th« Executive Committee of ths Federal Open Market Comaittee has further
considered the question of increasing the weekly offer ing of Treasury b i l l s . The
Coar.ittee reeomraends that the treasury increase the weekly offering from 1.2 to 1*5
b i l l i o n dol lars beginning not ear l i e r than the i s sue dated September 21 and con-
cluding with the i s sue dated November 9* In making t h i s recommendation, the
Committee has taken into aeoount the fol lowing considerations:

1. From the point of view of market conditions by themselves, the weekly
offering should be reduced instead of increased, s ince , except for Federal Reserve
purchases, b i l l s are in supply. Between the end of February I9I4I4. and the end of
July 19Lk, Marking i n both oases the end of '<ar Loan dr ives , Federal Reserve hold-
ings of b i l l s increased by 2 .7 b i l l i o n d o l l a r s , while holdings by others deolinod
by about 300 m i l l i o n , showing that a l l of the addit ional b i l l s and more were taken
by the federal U^mwy, So far in August, Federal Reserve holdings of b i l l s hare
increased by about 600 m i l l i o n d o l l a r s , while holdings by others have deelined by
about 600 m i l l i o n .

2 . From the point of view s o l e l y of supplying reserves , the Committee
would recommend that outstanding b i l l s be increased by not to exeeed 1.1 b i l l i o n
d o l l a r s , with the increase concentrated in the weeks immediately preeeding the
beginning of the d r i v e . In the opinion of the Committee, ths proper time to
Increase the weekly of fer ing i s when b i l l s are needed by ths Federal Reserve for
purposes of supplying reserves and of maintaining the pattern of r a t e s . This time
w i l l not arr ive u n t i l banks have redueed the ir port fo l io of b i l l s to the smallest
amount that they wish to hold and are finding i t neoessary to s e l l bonds and notes
is order t o replenish r e s e r v e s . In f a c t , i t would be desirable for banks to find
i t neoessary to s e l l a t l e a s t a moderate amount of bonds and notes , from the point
of view of dlsoeuraglng future speculat ive purchases of these longer-term issues
and a l s o from the point of view of restoring s e c u r i t i e s t o t h e Federal Reserve to
replace the notes and bonds that have recent ly been so ld In order to s t a b i l i s e the
market* The Federal Kmtwr* cannot continue i n d e f i n i t e l y to maintain the present
pattern of rates i f i t s holdings of notes and bonds continue t o d e c l i n e .

Under present condit ions , any increased amount of outstanding b i l l s w i l l
be purchased by the Federal Reserve. If the increase should be mad* before banks
were short of b i l l s and were s e l l i n g other s e c u r i t i e s , the reserves thus created would
go in part to banks that already had su f f i c i en t r—errmM and would encourage these
banki to expand credit by purchasing notes and bonds. The ex i s t ing d i f f i c u l t y i n
maintaining the pattern of rates would thereby be increased. Between now and the
beginning of the next drive , the Federal Reserve w i l l need to supply about J . I
b i l l i o n do l lars of reserves , an average of about 500 mil l ion dol lars a week. Of
the t o t a l , 1*9 b i l l i o n dol lars w i l l be needed to meet increased r—rtm require-
ments and 1.2 b i l l i o n t o meet an increase i n money in c i r c u l a t i o n .
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Weekly reporting ra«nb«r banks s t i l l hold 3*3 bi l l ion dollars of b i l l s ,
er a b i l l ion wore than they held at the beginning of the last drive, which is
probably the smallest amount that they wish to hold in order to meet sudden drainsi
this bil l ion dollars wi l l be readily available for purchase by the Federal Reserve.
Between the end of the Fourth War Loan and the beginning of the Fifth Tar Loan,
Federal Reserve holdings of certificates increased by about 700 million dollars,
representing principally purchases from banks that held no b i l l s or only small
amounts. In view of the large bank holdings of certificates and particularly of
the substantial increase in holdings that occurred during the Fifth War Loan, i t
appears l ikely that at least 700 million dollars of certificates wil l be readily
available for purchase by the Federal Reserve. In addition, Federal Reserve
holdings of notes and bonds have declined by about 5^0 million dollars since
early in July, and, for reasons previously given, the Federal Reserve would like
to replenish i t s portfolio of these issues. In total , therefore, i t appears that
at least 2.0 bil l ion dollars of the 3«1 bi l l ion of reserve needs can be readily
supplied from the banks* present holdings of Government securities. The Committee
believes that the remaining amount, 1.1 billion dollars or less , should be supplied
by an increase in outstanding b i l l s* Since Federal Beserve earnings are already
large, there i s no need for the treasury to pay to the Federal Reserve more than
a nominal rate of interest in supplying reserves.

3 . From the point of view of am in tain ing the Treasury's cash balance at
the level desired by the Treasury, the Committee recommends that outstanding b i l l s
be increased by no sore than 2*l> bil l ion dollars. The Committee understands that
the Treasury would like to have a cash balance of perhaps 6 bill ion dollars at the
beginning of the drive. Including b i l l financing of 1*1 billion dollars, i t appears
that the balance would be nearly 7 bil l ion, which would be in exoess of the actual
balance at the beginning of the last drive. This balance, in the Committee*s
opinion, i s adequate to meet any emergencies that may arise before the drive*
If a larger need for funds did arise, the Treasury would s t i l l be able to raise
sufficient funds to raeet the emergency financing by offering additional b i l l s at
the time. In the interim, the Treasury would save interest costs*

The Cosreittee recognises, however, that i t should defer to the judgaent
of the Treasury on matters such as the moat desirable level of the Treasury eash
balance* In view of the fact that the Treasury wil l not need funds until shortly
before the beginning of the drive and in view of the fact that the additional
securities wi l l be taken largely by the banking system, the Committee believes
that the funds should be raited by increasing the weekly b i l l offering. A suffi-
cient amount of funds, 2*1* bi l l ion dollars, could be raised, according to present
estimates, by increasing the weekly offering by 500 million, from 1.2 to 1*5
bi l l ion, from September 21 to Hoveaber 9* These estimates assume a rather large
•mount of expenditures, and i f actual expenditures are below the estiaates the
increase in the offering could be postponed. The Cowaittee recommends that the
weekly offering revert to 1*2 bi l l ion dollars during the drive, because at least
part of an increase at that time would be taken by the Federal Reserve, thereby
adding to exeess reserves and consequently stimulating bank purchases. Subse-
quently, the program could be reconsidered in the light of intervening developments*
The Committee can see no reason for completing the b i l l cycle or for having an
equal amount of b i l l s maturing each week, because b i l l s are the most flexible
financing instrument that the Treasury has and should be increased and decreased
as occasion warrants*
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The Committee again renews i t s recommendation that the Treasury permit
e l l holders of maturing b i l l s to exchange their holdings for newly-issued b i l l s .
The Coaeiittee understands that counsel has agreed that i t is within the authority
of the Treasury to provide for such exchange and that the exeroise of such rights
by the Federal Reserve would not come within the statutory limitation on direct
purchases* the Increase in outstanding bi l l s is going to the Federal Reserve
tlurough the medium of Government security dealers, who place tenders at the
request of the Treasury, such request being conveyed to the dealers by the Federal
Kcst-rve* In the opinion of the Committee, this procedure is open to the criticism
that, in substance, the bi l l s are not being sold in the open market and that their
purchase by the Federal Reserve i s , in the oireuxasU.r.oes, at least an avoidance
of the intent and spirit of the lav.

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




