
Honorable Qiarles W. Tofcey, Qiairmafi, 
Committee on Baiiking and Currency, 
United States Senate, 
Washington, D. C. 

Dear Mr. Chairmanx 

This i s in response to Mr. H i l l ' s l e t t e r of Maroh 13, 19i+7, 
requesting an opinion as to the merits of the b i l l S. 828 which has 
been referred to the ^enate Committee on Banking and Currenoy. This 
b i l l would extend until July 1, 1950» the existing authority of the 
Federal Reserve Banks, under section ll*(b) of the Federal Reserve Act, 
to purahase Government securities direct ly from the United States, 
subject to the l imitation that the amount of such securities so pur-
chased and held by the Federal Reserve Banks at any one time shall 
not exceed 15,000,000,000* 

As you w i l l reca l l , leg is lat ion on this subject was recom-
mended by the Board in a l e t ter which 1 addressed to you under date 
of February 13, 19^7* Since the existing authority of the Reserve 
Banks to purchase Government securities direct ly from the United States 
w i l l , unless extended by Congress, expire on March 31 * 19^7, the Board 
hopes that the b i l l S. 626 w i l l receive prompt and favorable considera-
tion by your Comsiittee and by the Senate. 

The direct purahase of Government securit ies by the Reserve 
Banks provides the Treasury with a source to which i t may turn to obtain 
funds in a substantial amount on l i t t l e notice to meet temporary situa-
tions and contingencies. With suoh an emergency source of funds ava i l -
able, i t is possible for the Treasury to operate with a smaller cash 
balance than might otherwise be necessary, thus resulting in a saving 
of interest . To obtain funds to meet suoh tanporary requirements 
without direct purchases by the Reserve Banks, the Treasury would be 
obliged to arrange for the sale of securities to dealers in the market, 
with the assurance that the Federal Reserve Banks would repurchase the 
securit ies; and this not only would be inconvenient and troublesome but 
would also increase the expense without serving any useful purpose. 
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BMtorable Charlec Wm "i'ohcy 

£lreat of '©»arnaeet «oo-arltie» prvrtéma a f l ea ib l e 
«ethos tsf eacing the jsoaey aarket in cf heavy draln, « e , for 
exaaaplc, «round lrcaa*-«t*x detoc* £jr berroeia* fuade froa the federai 
£e»erre ftaak» «né axpcm dlng tcaa prior to tax « n i « « , the Treaeary eaa 
jmt the iunde late the aarkat} «ad, * « the texec ere reeeired, euoh 
troiai berrawiag» «rt end h o c re t i r ed* wlth » 
huge public daVt, awoh cf i t la chort na tw l t i a e , fre^iMcat periodi« 
rmtuadl*& operatici » ara neee*»«ry* Thuc, nera tfcan $10,000,000,000 
o f Treecury felli», oert i f loatae and nota» f a l l due la March, «aia» 
$3,000,000,000 la Apr i i , «ad co en throu.rft tho year* TMe e i t oa t i e » 
« I l i hold trae f a r year» to eoa» - aa l«ag aa va baca a defct of tfeie 
aa$alt?de* To &a*e aa aacortaia or periodlcel ly tlghtaaed a&aey etarkoi 
la eooh eireuaataneei aonld he both ispreatieablo and necdla»«« 

The power to aaka direct purobaso« la one generaily poeeeeeed 
by e entrai fcaake j asd, ucttil 13© 6, thera waa ao l imi tat i la direct 
pureìaecae by the Federai eeerva Sente. Cader both the exletlnr lmr 
end thet prior to l i i S , the aetherl^r of the Ree erre "ienkt to pureàace 
» ecur i t i e » alreatiy froia the tialted Ftataa he« be*n ueed enly ooeaelonally 
«ad far br le f perioda* Xt hoc, fceaorw, »reved to be a ueeiNtl ead eoe-
veedeat neohaalen U f a c i l i t a t a Treacury ©peretiene end te c f f ac t teapo-
rary edjcetnente la the ncaey aa.rket* 

Fot the inforaction ef yoar Coaadttee, there le «aelaead a 
tc&le «hioh eharc the naabar of oeeacUm o » «hlch the direct purchaaa 
authorlty, ;ranted taajjorerlly by the Seaond %*r l cerere Aot of 1948, 
ha» beea oc ed cince tfeat tlaa* 

Very truly yeare, 

I * 8. koala», 
C hai man* 

haeloe^re 

HHHijc 
3-19-47 
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Ilaroh 19, 1847 

HOLDIHGS OF SPECIAL SHORT-TERM TREASURY CERTIF ICATES 
BY TOE FEDERAL RESERVE BANKS, 1 9 4 2 - T 0 DATE 

( in millions of do l lar « ) 

Data Amount Date Amount 

1942 - JUNE 16 58 1943 - MAR. 18 856 
19 70 19 778 
20 47 20 768 
21 34 22 603 
23 94 23 700 

2 4 5X2 
S E P T . 15 324 25 432 

16 189 26 384 
17 286 27 304 
18 76 29 104 
19 53 30 40 

HOT . 27 139 JUNE 15 805 
28 3 2 9 16 659 
30 422 17 350 

1 8 256 
DEO. 1 98 18 212 

10 16 
15 145 S E P T . 8 11 

9 126 
1943 ~ JEN . 29 1 1 5 1 0 243 

30 202 1 1 246 
13 214 

» E R . 2 3 14 179 
4 174 15 424 
5 354 16 258 
6 5 4 3 
8 591 1945 - VER . 1 5 4 
9 648 

1 0 632 DEO. 4 1 0 7 
11 790 5 3 1 8 
13 1 * 0 4 3 6 374 
1 5 1 , 3 0 2 7 434 
16 1 , 2 5 0 8 464 
17 981 10 202 

(Hone since Deoeròer 1945) 
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