A meeting of the Federal Open Market Committee was held in

the offices of the Board of Governors of the Federal Reserve System

in Washington on Tuesday, April 12, 1960, at 10:00 a.m.
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Messrs. Persons and Coldwell, Directora of
Reecarch of the Federal Reserve Banks
of Minneapolis and Dallas, respectively

Mr. Stcne, Manager, Securities Department,
Federal Reserve Bank of New York

Before this meeting there had been distributed to the members
of the Committee & report of copen market operations covering the period
March 22 through April 6, 1960, and a supplementary report covering the
period April 7 through April 11, 1960. Copies of both reports have been
Placed in the files of the Committee.

With further regard to developments since the Committee meeting
on March 22, 1960, Mr. Rouse made the following comments:

Since the Commitiee last met, the Govermment securities
market has lived through the Treesury's cash financing, prices
and yields of Government securities have fluctusted widely,
and this morning the market 1is preparing for the one-year bill
auction at 1:30 p.m. today. As far as the Treasury cash financ-
ing of $2 billion 4 per cent notes maturing Msy 1962 and "up to"
$1.5 pil1ion k-1/4 per cent bonds is concermed, I think it safe
to say that we have not yet seen the end of the post-mortem on
the bond 1issue. The artificiality of the long-term bond merket--
where prices have moved rapidly in either direction without any
gignificant volume of treding--has been pointed up by the lack
of public response, but I doubt that this will prove enything
to the Treasury's Congressional crities. The claim that there
would have been a far better response if more time had been
allowed prospective subscribers has little merit. At the
close last night, the new issues were selling in the vhen-
issued market at discounts that exceeded the value of Tax and
loan accounts to commerciasl banks.

I should like to make two couments on the sharp run-up in
Treasury bill rates over the past few deye that resulted in
aversge rates of 3.622 per cent and 3.854 per cent in yester-
day's euction of three- snd six-month Treesury bills--ebout
7/8 point ebove the averasge rates a week earlier. First of all,
the upward resdjustmsnt of rates to a point closer to the
discount rate may provide scxze sort of en anchor for the short-
terz rate structure end meke for & better suctlon of the one-
year bills this afterncon. On the other hand, there does not
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sppear to be much interest in the April bills from banks,
dealers, or corporations, and there is some concern in the
market about adequate demand to cover the $2 billion offering
at anything like a rate which, in relation to existing rates,
could be regarded as reasonable. Secondly, the gyration

that the short-term bill rate has been undergoing over the
past few months is undoubtedly a reflection of the fact that
the bill msrket has increasingly become & market where nonbeank
trading predominates. With banks relegated to the background,
the market has lost something of its continuity, and rate
movements have become increasingly independent of the bank
regerve situation.

In today's euction the Account Mansgement plans to tender
to roll over its holdings of $122 million spacial Treasury
b1lls maturing April 15. Thie action appears appropriate in
the light of the prospective reserve situstion and also to
give the Treasury some help in what may be a difficult finane-
ing operation.

I should also like to c¢ell the Committee's attention to
the fact that payment date for the nsw one-year bills falls
on Friday, when both the Chicago and Philadelphia benks will
be closed. ‘The Treasury will consequently not receive pay-
ment for subscriptions allotted in those districts until the
18th, while it enticipates that the bulk of maturing bills
will be pregented for peyment in FNew York or other districis
open for business on the 15th. In addition, many of the New
York Govermment securities dealers will not be open on the
iSth, and this may create additional complications. It all
edds up to the possibility of s difficult situation around
the week end; there is e posgibility tbat the Treasury balance
may dip sharply, and even result in e need for the System to
purchase special certificates to tide the Treasury over the
week end. Our best estimete at the present time is that this
vill not be necessary, but I wented to make the Committee
aware of this possible development.

Thereupon, upon motion duly made
and seconded, and by unanimous vote,
the open market transesctions during
the period March 22 through April 11,
1960, were approved, ratified, and
confirmed.

Supplementing the staff memorendum distributed under date of
April 8, 1960, Mr. Koyes msde the following statement with regard to

econcmic developments:
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The uncertainty which bas charascterized the economic
outlook for several months remains unchanged. There has
been, however, considersble shifting emong the components that
meke up the uncertain mivture. The weather has been good, and
department store sales showed a spectacular increase. Auto-
nobile sales improved enough in the last ten days of March to
bring sbout & seasonally &djusted increase for the month a3 &
vhole. The Consumer Finences Survey reported that consumers'
buying plans were up and et high levels, by historical standards,
confirming the relatively optimistic indicstions of the quarterly
Census survey, mentioned st the last meeting. Boom or near boom
conditions continue to develop in most industrialized countries
overseas. DPusiness loans at city banks expanded more than in
eny March except 1956. The money market firmed drametically in
the lest few dsys, es has alreedy been reported.

Set egainst these indications that we may have been experi-
encing no more than an exaggersted version of the late winter
lull are a counter-sessonal rise in unemployment in March and
en estimated decline in industrial production of another 1 per
cent. Construction ectivity dropped back to sbout the November
level, efter three months of inerease. The mortgage market
eased noticeably last month, and five of the Bome Loan Banks
dropped thelr lending retes. Steel preoduction, vhicn had
slipped to 92 per cent of capacity in March, was off further
to a rate of 85 per cent last week, and is scheduled at 50,
per cent thig week.

The stock market, st levels well ebove the early March
lows, showed litile signs of decisive movement in either direc-
tion--end commodity prices, ancther camposite indicator which
might reflect some shift in the balance of underlying forces,
were substantizlly unchanged. There was an upward creep in the
consumer index, attributsble largely to technleal Lectors.
Hence, we find again that the only really significant develop-
wment, taking everything together, is that an unecasy and uncer~
tain balence has been mainteined another three weeks. Yesterday
was elmost a typical dsy--both egquitles and fixed-income
securities dropped substantially in price, rather then following
the orthodox pattern of crosswisze movement. Two classic blue
chip companies reported Tirst quarter earnings--du Pont a drop,
end IBM at en &ll-time high. Perheps the only generalization
thet 1s justified is that, with the passage of time, the chances
thet the average for 1960 as a whole will be spectacular on
either side are thereby reduced.

Mr. Thomss presented the following statement with respect to

finenciel developments:
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Since the last meeting of the Committee, "liquidation
of the inflationary psychology™, which the Chairman was quoted
&8 mentioning, secems to have continued further, but developments
in the money market and the stock market during the past week
show evidences of g possible shift.

Interest rutes declined further in the latter pert of
March snd the early days of Aprll. Yields on Goverament
securities reached the lowest levels in sbout a year. Yields
on corporate and State and local government issues, however,
did not decline &s much as those on United States Govermment
securities. Last week, large tenders by dealers bid down
rates on Treasury bills to new low levels for the year, lenv-
ing dealers with larger awards than they expected. During
the past week, however, there has been an upturn in rstes on
United States Government securities salimost as spectacular as
the March decline. ‘reesury bill retes have risen sharply,
and this week's auction averages are sbout 7/8 of a point
above those of last week. In addition to the pressure of
large positions held by dealers, bllls acquired in Chicago
for the April 1 tax date have come onte the market. Also,
banks have been offering securities to cover reserve needs
arising from subscriptions to the new Treasury iseuves for
which peyment 1s to be mede this veek.

On the besis of past experience, pressures on the money
market and rising bill rates are not unusual for the first
half of April. There are large cash needs for dividend and
other payments, and the Treasury usually has & cash borrow-
ing operation st this time. A speciel factor this year may
be that the lower bill rates thet have developcd are not
sufficiently attractive to many nonbank pruchasers to hold
ther in biils. With merket rates es far below the discount
rate as at present, pressures of this sort are likely to
result in sharp fluctuations in Treesury bill rates. Whether
the upturn in rates is due to these temporary influences or
to more fundemental forces remsins to be seen.

The upturn in prices of stockes that bas occurred in the
past three weeks may indicate a change in expectations.
These increasses in stock prices and in short-term interest
rates have been accompanied by some decline in Treaswury bond
prices following the previous rise. Yields on corporate and
municipsl bonds, which did not decline as much in the first
querter as those in Treasury bonds, have not risen notice-
gbly in the pest week. But new issues of corporate secu-
rities offered lmst week st relatively low yields were not
satisfactorily distributed.

Turning beck to enslysis of the puzzling declining
interest rate trend in the first quarter of the year, one
possible explanstion is that credit demands in the aggregate
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vere not as large ae they were during 1959. The Federal
Government retired more debt than in the first quarter of any
year since 1956. Corporate and State and local govermment
borrowing in the long-term capitel market has been substantially
smaller then in other recent years. Loans on securities by
banks and by brokers heve shown a pronounced decline. Real
estate loans at banks have increased only moderately and there
are reports of an easing ju the mortgage market generally,
altbough 1t is questionsble whether there has been a decresse
in the total volume of mortgage loans made.

Short-term borrowing by business at banks hes continued
et a8 high level, snd conaumer credit has incressed. The
total volume of bank credit has continued to decline, as the
increase in busincss and consumer loans gt banks has been more
than offset by the decline in other loans and by further
reduction in bank holdings of securities.

The second major fector that has been suggested as a
reason for declining interest rates is the large nonbenk
demand for Government securities. This may be divided into
three elements: One is the shift in liquid asset holdings--
particularly by corporations but also by others--from benik
deposite to short-term Government securities, attracted by
the interest return availsble. This shift is in effect the
counterpart Lo the large volume of short-tera securities that
the Treasury had to issue last year and the high interest
rates that had to be offered to float them. The public could
have liquidity with interest without holding cash balances
that give no return. Thie may be adequate Lo explain the
decline in benk deposits. It reises a question as to the
econcmic sipgnificence of such a decline which merely repre-
sents & shift in types of liquid assets held and not a
decrease in liguidity.

The second slement in the large nonbeank demend for
Government securities--snd the consequent decline in interest
rates~--ig the shift from equities to bonds., This is the maln
feature of the "liquidation of inflationary psychology.” The
turn of events in the past week or so ralses a question es to
whether this shift has been brought to an end by the very
sdjustments which it ceused in the relative prices of stocks
end bonds. Stocks have tended to be firmer while bond prices
have been soft.

The third element thet may be responsible for the nonbank
demand for Governmsnt securities--end perhaps for the slacken-
ing of the incresse in econonic activity--is more conjectural.
That is the possibility that the rate of seving has increased
further end that spending for goods and services might have
been curtailed. This may be enother espect of the liquidation
of infletionayry psychology.
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It seems evident that business saving has tended to increase.
Information is not yet available to show whether consumers are
also saving more. It does appear, in any event, that they have
been chennelling more savings into holdings of Govermment
securities. It is not unlikely that consumer practices as to
spending and saving are being increasingly determined by
thelr attitudes toward the price structure, rather than by
the level of their incomes. In this type of situation,
flascal and monetery policies sre less significant then are
the pricing and selling practices of business. Nevertheless,
if the economic situstion should weaken for this reason, there
is less reasson for the maintenance of & restrictive credit policy.

The trend of the money supply in March is uncertain
because of statisticel complexities in adjusting for seasonal
variations. Figures availsble for March 30, the last Wednesday
in the month, seem to indicate a smaller than seasonal decline
in the five weeks since Februsry 2i. The seasonal correction,
however, is questionable because of the difficulty of allowing
for shifts incident to the Cook County tax. The decline thie
year by March 30 seems to have been smaller than has occurred
in most other previocus years. There ie some evidence that this
ie due to a change in technique of handling the Illinois tax
situation rather then to & change in the trend of depoeits.

Averages of dally figures for weekly and semimonthly
pericds continued to show e greater than seasonal decline in
demand deposits in the last helf of March. The total money
supply, seascnally adjusted, iz shout & billion dollars less
then a year ago and nesrly $2 billion below the peak of last
sumer. At member banks slone the decline in demend deposita
has been larger. Turnover of demand deposits, however, has
increased by more than 7 per cent in the past year. Time
deposits at commercial banks snd also at mutusl savings banks
increased more in Merch then in eny month in over a year,
showing an aggregate rise of sbout $1 billion, but for the
first quarter as s whole the increase of less then half a
billion dollars was smaller than usual.

Federal Reserve operations and pollcles have been
relatively passive in recent weeks and might be said to have
had no positive influence on the recent trend of interest
rates. Open merket operstions--besides edjusting to rather
wvide temporery veriations in reserve needs--have shown little
net contribution. In sffect reserves relessed by the more
than seasonsl decline in deposits have been used by banks
to reduce indebtedness, end net borrowed reserves have
declined sccordingly. No positive stimulus in the way of
sdditionsl reserves hes been supplied by the System. I%
may be seid that the rerket hes eesed 1tself and the System
has permitted this ease to develop.
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Maintenance of the discount rete and the repurchase rate
at gbove market rates on Treasury bills, however, has exerted
something of a restraining influence. 1In such & situation
banks have an inducement to cover temporary reserve needs by
selling bills rather than by borrovwing, or to sell bdills in
order to reduce borrowing. One result of this type of rela-
tionship between discount rates and open market rates is to
caugse rather wide short-term fluctuations in market retes in
response to variations in reserve needs. Such fluctuationsa
are likely to have a greater restriciive influence than is in-
tended in the current poliey posture.

Greater than deslired restraint can be avoided by one of
three methods, each of which hes advantages and disadvanteges:
(1) The discount and repurchase rates could be lovered. (2)
The repurchase rate could be reduced, while keeping the dis-
count rate unchanged. (3) The Account Menagement could
actively purchaese and gell bilils on a day-to-day basis in an
endeavor to cover tetwporary needs., A forth poseibility, of
course, is that market rates may eventually adjust upward to
the level of the discount rate. To some extent this has been
happening in the last few deys. Tue level of rates achieved
yesterday seems to bz reasonably consistent with a2 discount
rate of k per cent and net borrowed reserves of $300 million
or less.

Whether this edjustment is more then a sharp temporary
fiuctuation remains to be seen. If credit demands sghould be
vigorous, then retes are likely to stay &t the current level
or to rise further. They are not high relative to the latter
part of 1959. If, however, credit demends should be slack, the
upward adjustment may be short-lived. If rates decline agadn,
then the question of appropriate discount and repurchase rates
will rced consideration.

Another--and more basic--decision facing this Comittee is
vhether to take more positive asction in an endeavor to check
the net decline in bank credit eand the money supply. Any such
decision should be based upon & judgment as to the significence
of the recent continued decline in bank deposits. Is it merely
& shift in ssset holdings with no significant change in
liquidity or attitudes of the public? Or has there been a
decrease in spending end sn incresse in saving relative to in-
comes? Events of the last few days might indicate that, what-
ever its cause, the decrease in the money supply may be ending.
The situstion needs careful watching.

On the basis of the customary seasonal pettern and the
schedule of Tressury financing, snd assuming the maintenance
of net borrowed reserves at soxewhat below $300 millionm, it
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gppears that no sadditional reserves may need to be supplied
during April. The estimstes for the next statement week, how-
ever, are uncertain, and operations mey need 0 be hased on the
performance of the market.

Mr. Marget comented es follows regarding the balance of payments:

Since it was the massive gold outflow of 1958 that made
this country aware that it, too, not only could have a
balence-of-payments problem, but quite cbviously did have one,

I might begin by inviting the Committee's attention to whet has
been happening in the way of gold outfiow more recently. For
the year 1959, as you know, if we exclude the gquite exceptional
payment of $3fill million in gold to the International Monetary
Fund as part of a program to ineremse that institution's re-
sources, the level of gold outflow from the United States, at-
around $650 million, was less than 3C per cent of the 1958 gold
outflow of $2.3 billion. We now have the figure for foreign gold
purchases for the first quarter of 1960: et $42 million, it 18
less than half the already relatively low figure for the firet
quarter of last year.

A decline of this order of megnitude in the level of gold
outflow from the spectacularly high level of 1958 deserves, I
think, itself to be called spectacular. KNothing anywhere neex
as spectacular, of course, cen be found in the figures for the
combined outflow of gold and dollsars, which is what we tske as
the measure of the over-all deficit in our belance of payments.
Nevertheless, while it would be quite wrong to characterize as
"gpectacular" the improvement that has teken place with respect
to our balence of payments over the last nine months, it would
not be wrong to characterize it--with all due caveats, of
course--as impressive.

This is & conclusion, I grent, which one would not be
likely to reech on the basia of some of the public discussion
of our balance-of-payments position. We still find reference
in that discussion, for exemple, to the balance-of-payments
position of the United States as one which 1s still "deteriorat-
ing." ‘There can, I think, be only one explenstion of this kind
of telk: e&nd that is the hebit--quite understandeble otherwise,
of course-~of teking the calendar year ss our unit for comparison.
1t 1s true that the over-sll defiecit in our balance of pzyments
was lerger for the calendar year 1959, at $3.7 dbillion, than it
was for the calendar yesr 1958, at $3.4 billion. But this
completely obscures what was heppening during the calender year
1559, as between the earlier and the later parts of the year,
regpectively.
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What happened during the earlier part of 1959 was that our
balance-of-payments position was continuing to "deteriorate.”
Indeed, if we are to appreciste the degree of improvement that
ve have been witnessing in our balance-of-payments position
since the middle of 1959, it ie important to understand that
the degree of deterioration in the first part of last year vas
very much grester than is suggested by the figure of $3.7
billion for celendar 1959 &s against the figure of $3.4 billien
for calendar 1958. The blunt fact is that in the gecond quarter
of 1959 the deficit in cur over-all belance of payments reached
an annual rate of around $5 billion. It is from this low point
that we have to measure the degree of improvement in our balance
of payments that has teken place since we first witnessed the
turn; and, s0 measured, the degree of improvement cen fairly be
called impressive.

There were times, %o be sure, within the last nine months,
when one wondered whether the improvement that had seemed to be
setting in arouni the middle of 1959 was likely tc continue.
For exsmple, the effects first of the port stirike in October
and then of the steel strike made the changes sppear rather
irregular, end there Were also & good many ups and downs from
month tc month in trade in particular commodity groups not
obviously affected by the steel strike. But the export figures
for last December; at an annual rate of scmething like $18
billion, as egainst & realized export level in 1958 of arcund
$16 billion, gave reason toc hope that the process of edjustment
had been resumed. Then came Jenuery, with exports st an sanusl
rate even slightly higher, at $18-1/2 billion. And now the
February trade figures, asdjusted for seasonal variastion ard
the extira day for leap yesr, show a stil] higher mnnusl rate,
of arocund $19 billion.

During this whole period, moreover, imports have been
averaging around the $15-1/2 billion level they shoved during
the secopd half of 1959. This meens that our merchandise ex-
port surplus for the first quarter of 1960, assuming no great
change in exports in Merch, may be at an ennual rate of about
$3 billion. This is just about double the $1-1/2 billion
average that we showed during the second half of 1959; and, if
we rexember that st the low point, in the second quarter of
1959, our export surplus was virtually at zero, I think we must
agree that "impressive” is not too strong a word to describe the
improvement thaet haes taken place in our trede position over the
last nine months.

The improvement in the trade figures, I should like to add,
18 quite clezrly reflected in our gold and dollar figures. As
I have previously reported, the Jenuary gold and dollar figures
vere so favorable that none of us believed thst they could
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continue €0 improve at the same rate. They have not; but I must
here report that when, &t the last meeting of this Committee,

I characterized the movements of gold and dollars for February
and the first helf of March as "anything but spectacularly
favorable," I did less than justice to the degree of improve-
ment which they in fact represented, because I did not have
available, at that time, the figures for foreign holdings at
the commercisl banks, When those holdings are teken into
aceount, it is not unreasonable to estimate the gold and dollar
trensfers in the first quarter of 1960 s between $350 and
$450 million. This is to be compered with a level of around
$700 million irn the first querter of 1959. The year is still
young, and we still have & long way to go before ocur interna-
tional accounts are balanced; but it can hardly be denled thsat
the showing of the last nine months, &3 we now view it;, looks
not only impressive on ita own account, but slso particularly
encouraging from the standpoint of those of us who want the
belsnce in our international accounts to be brought about by
methods of expansion, rather than contraction.

Mr. Treiber presented the following statement of his views oo the
business cutloock and credit policy:

The first quarter of 1960 was marked by high dbut not
spectacular business activity. The sideways movement in March
followed a February in which some business indicators regls-
tered an improvement while others remeined unchanged or
declined slightly. Hesiiations of this type are not, of
course, &t all unusual during the course of & sustalned busi-
ness expanslon. But they always create uncertsinty as to
whether there has been 2 pause for breath which will be
followed by reneved progress or whether, on the other hand,
an sdvance warning of businesg recesgsion has been posted.

The impact of this kind of uncertainty on the climate of
opinion in the last few months had probably been unusually
strong because the pece of econcmic activity has clearly
fellen short of the exuberant expectations held by many
cbeervers at the start of the year. Sales and output have
indeed lagged somewhat, but this may turn out to be lergely
the result of & relatively severe winter, culminating in the
heavy snow storms in many parts of the country dwring March.
To some extent also, these lags have probably been a transi-
tional condition. The welcome diminution of inflationary
psychology and the coxparative respite in lebor unrest have
encouraged wholesone shifts in inventory and production policies
involving & reduced pace from the initial postastrike speed.
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As for the future, the recent survey by the University of
Michigan of consumer intentions suggests that consumers'
optimism 18 strong and that their buying plans are consider-
ably larger than s year ago. In addition, plant and equipment
expenditures rose substantially in the first querter, amd
business plans indicete thet outlays during the year may rise
et 8 rate which, if realized, would push fixed-investment
expenditures (in current dcllars) edbove the previous record
rearhed in 1957.

Increased consumer epending will be needed to offset the
elfects of a slower pace of inventory accumulaetion, to assure
the optimistic background essential to the expansion of invest-
ment expenditures, and to expand production and employment.

Credit is more readily availlable for mortgages; and we may
8ee a further expansion of mortgege credit stirmilating con-
struction. A recent Fortune survey shows that home builders
are generally optimistic with respect to the outlock this year.
Munlcipal comstruction is also likely to expand as municipalities
become aware of the easier availability of long-term market
financing.

The banks have been experiencing a strong demand for busi-
ness loans. Bankers with whom we have discussed the matter are
looking forwerd to a coobtinuation of a strong loan demsnd.
Short-term liquid asset ratios are at postwar lows ait reporting
banks both in New York end ocutside of New York. Loan-deposit
ratios are at new higha.

Despite the fact that the money supply is now lower than
it was a year ago, the first quarter of 1960 has seen increased
credit availebility and reduced interest rates. The reduced
noney supply hes been accompanied, es one might expect, by in-
ereased velocity, snd over the year there has been a decided
incresse in money substitutes held by business councerns and the
public. In such circumstences, I am not yet disturbed gbout the
present size of the money supply. Sufficlent time has probebly
not yet elepsed for the System's relaxatlon of the pressure on
net borrowed regerves to have sn apprecisble effect on the money
supply. The present size of the money supply makes it possible
for the System to ereate more benk reserves without feeling that
we are encoursging an inflationery expansion of bank credit.

While Treasury tax collections in March have been below
expectations, the Treasury believes that expenditures are also
likely to be below earlier expectations. Thus the over-all
Tressury picture for the fiscal year ending June 30, 1960, 1s
sbout the same B8 it had been projected earlier this year.

Todsy the Treasury 1s conducting en suction to sell $2
billion of special one-year Treasury bills to refund the $2
billion of one-year Treasury bills that mature April 15. Toward
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the end of this month the Treasury will be apnouncing the terms
of 8 new issue or issues, the proceeds of which will be used to
retire the three Treasury issues totaling over $6 billion which
meture May 15.

Within the last month or so we have seen volatile changes
in short-term interest rates. The dominent influence of corpo-
rate investors in the Treasury bill msrket has undoubtedly
accentuated the movement of bill rates. Rates can easily move
downward or upward with a modest change in the relationship of
the supply of cradit and the demand for credit. Indeed, in
recent days we have geen the rate pendulum move sharply upward.
The upwerd movement iz goocd in the light of the underlying
situation; it also has the advantsge of bringing present rates
into beiter relsticnship with the discount rate.

It seems tc us that the economy is basically strong and
that the next move is more likely to be renewed expansion than
stagnation or recession. Therefore, it would be unvwise to signal
doubts as to the strength of the econcmy by either reducing the
discount rate at this time or msking asny substantial change in
open merket poliey.

Therefore, we favor the continuation of sgbout the present
degree of restraint, with no chenge in the directive. To the
extent that consideration is given to net borrowed reserves, a
figure of plus or minug & guarter billion dollarxs would seem
appropriate, recognizing that the actusl figure night fluctuate
a good deal either way, perticularly on the side of lower net
borrowed reserves.

Turning to another subject, Mr. Treiber went on to say:

Mr. Sherman has just informed the Reserve Banks of the
success the Federal Reserve Bank of Fniladelphia has hed in
obtaining daily information on deposits and releted items from
member banks. Y am pleased to report that the New York Bank
has arranged to collect daily reports from all merber banks in
the Second Federal Reserve District begloning in the latter
part of May.

The techniques we are following ere basically those
developed by FPhiledelphis, with such modifications as seemed
to sult our situmtion. After we have hed sufficient experience
to afford sdequate anslysis and to buttor up any icose ends,
we will report to the Board and the other Reserve Banks on our
program.

We asre locking forward to using the earlier availeble
{nformation t6 improve our estimates and projections of nembey
bank reserve balances for use in the planning of open market
operations,
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Mr. Erickson seid that the elements of strength in the Pirst
District coatinued 1o outweligh the cicwenvs of weakness. In February,
the New England index of industrial production vas up one percentage
point. 1In the March survey of New England purchasing sgents, 37 per cent
of the respondents looked forward to increased production activity,
compared with 29 per cent in February, while the mmber of respondents
locking for a downturn was only one per cent greater than in February.
Compared with the same monthk & year ago, construction contracts in
February were off 17 per cent, reflecting a substantial decreaze in the
nonresidential and utility company sectora. Regidential construction
appeared to be going counter to the national figures, registering an
increase of 17 per cent 1n the past four months compared with the same
four months & year sgo. February wes 23 per cent shead of February 1959,
which in turn was 87 per cent ahead of February 1958. Nonagricultural
employment was down a frection of one per cent, with employment in textiles,
epparel, and leather off somewhat. Transportation equirment also was
dovn becusse of a strike, now 12 weeks old, that closed the Bethelehem
Steel shipyards. Retail trade was following the nationel pattern closely;
the past four months were even with the same four months a year ago. For
the week ended April 2, however, department store sales were up 21 per cent,
Automobile registrations were better than they had been.

Mr. Erickson elso said that during the past three weeks Dlstrict
reporting berke purchased more Federal funds then they sold. In the same

period, mecber banks used the Reserve Bank digcount window a little more
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actively then in the previous three weeks. There were two or three days
when borrowings were at the highest levels for a mumber of weeks.

Mr. Erickson then commented on the Regional Outlook Conference
held during the past veek, which vas attended by economists from through-
out New England. It ves the consensus of the participants, he said, that
there would be healthy growth in the economy for the rest of the year,
The median of predictione for grose nationsl product in the last quarter
of 1960 was $514.5 billion, ennusl rate, and for the index of industrial
production a figure of 113.5. A 5 per cent rete of unemployment was
expected in December 1960, and the medien of forecesta for the consumer
price index in December was 126.5.

Mr. Erickson expressed agreement with the wiews stated by Mr.
Treiber with regard to the outlock. He recommended no change in the
discount rate or the policy directive at this time. As to open market
operations for the next three weeks, he would leave it to the Manager
of the Account to masintain the situation sbout as it bad been, being
sure there was no undue ease and no further tightness,

Mr. Irons said that Eleventh District conditions had been mixed,
as was true nationelly, but probebly for somewhet different reesons. In
general, District activity was on a high plateau, elthough some elements
vere up, some vere holding asbout even, and some were down & little.
Department store sales and retail trade in general were shoving satls-
fectory improvemsnt, while nonform employment incressed contresessonally

in Februery and was expected to show & seesonal increase in March.
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Unemployment was declining slightly. Farm ectivity had stepped up greatly
a8 better weather conditions prevailed, end in genersl tha egriculitural
outlook appeared favorable. The major area of slowing down of ectivity
continued to be in the petroleum industry. The nine-dsy allowable basis
remained in effect, and it appeared to be the present thinking of oil men
that tbe ipndustry must learn to live with nine- or ten-day allowables at
least as far shesd as one could look this year. This decline in crude oil
production, and in refining, hed hed some effect on the District's
induetrial production index, which dropped one point. Construction
developments appeared to be about seasonal in the eerly part of the year,
and there were indicatlions that mortgage credit was now more avallsble.

On the vhole, the situstion in the Digtrict was strong, with the only real
problem being in the petroleum industry.

Twrning to the finencial side of the picture, Mr. Irons said that
loan demand was still strong, but not pressingly so. There continued to
be some liquidation of Government sesurities by banks, deposits continued
to decline, and the reserve positions of banks seemed to have shown some
improvement, that is, some lessening of pressure. Borrowings from the
Reserve Bank had dropped substentially. Whereas they were running earlier
at from 10 to 15 per cent of the System total, recently they had dropped
to the range from 5 to 10 per cent. In the past week or 10 days, large
benks of the District hed reduced their purchases of Federal funds to more
or less naninal emounts. In substence, it eppeared that Distriet banks

were getting their housee in better order then they were a few weeks ago.
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Mr. Irons expressed agreement with the comments of Me. Treider
regarding the national picture. 1In viev of the Tressury situstion, con-
ditions in the Government securities market, the econcmie situation, and
"straws in the wind" pointing to strength rather than weakness or
deterioration, he would hold steady for the next three weeks end avold
any overt action. EHe would not Tavor a change in the discount rate, in
the directive, or in open market policy or objectives. An overt action
might be regarded as signalling doubts at a time when it ves questionable
vbether any such signal would be justified. Accordingly, he would con-
tinue to move along a8 at present.

Mr. Mangels said that Twelfth District employment data for March
were not yet evaileble, but that en increasse in unemployment insurance
¢laims had been observed, no dovbht reflecting reduced employment at air-
eraft plants. Because of the decision to discontinue the Bomarce missile
program, Boeing planned to releaze some 2,500 or 3,000 workers, and plans
for four Bomarc bases on the Pacific Coest hed been cancelled in line with
the decision. Steel production was down 10 per ceat in March from February
and was ebout 4 per cent below 1959. The three large mills were producing
at a little less than 81 per cent of capecity, compared with 90 per cent
in Februery. While lusber prices had been fairly stesdy during the past
few weeks, the mills were revising their 1950 sales estimates dcwnward
and were becoming more cautious sbout building inventories. The total
value of construction contracts in February wes up 8 per cent from 1959,
reflecting principally inereases in public works epd utilities. Nonresi-
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dential construction wes up 11 per cent, while residential construction
showed an incresse of 2 per cent. For the four weeks ended April 2,
department store seles shaved a slight decrease from 1959, but efter
maling allowance for the difference in Easter dates, it was expected
that they would compare favorably with last year. In the first three
weeks of Merch, sales of newv cars in Califorunia were up 12 per cent from
February and up the same extent from a year ago.

Mr. Mangels said that loans of District banks increased moderately
in the three weeks ended March 30, the increase being much smeller than
in the corresponding period a year ago, and that reporting banks reduced
their holdings of Government securities almost $100 miliicn. Demand
deposits were down somevhet end time deposits were down slightly, dbut
savings deposits increesed $7 million. While the increase in savings
deposite vas not large, it might indicete a reversal of the recent trend.
One savings and loan association in southern California hed now gone to
a dividend rate of 4-3/h per cent, end there was agsin considersble general
discussion of the 3 per cent interest rate ceiling on savings deposits.
Reporting banks were net sellers of Federal funds in the past week and
expected to be net sellers in nominal emount this week. Borrowings from
the Reserve Bank were quite ncminal.

There sppeared to be a moderate degree of strength in the general
business end credit situation, Mr. Mangels said, with no particulear
indicetion that the econazy was going to move up rather fast or, on the

other hend, that it wes going to go down fast. There was considerasble
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excess productive capacity, end there continued to be a larger emount

of unemployment than would be desired. Benk loans hed not increased
excessively, and predictions for this year were in terms that, although
there would be some further increase in loans, the emount of that increase
would be substantially less than last year. At the same time, there had
not been any downward modification of lending rates.

Under present conditions, Mr. Mengels felt that there should not
be any change in the discount rate or the directive. As to operations of
the System Open Market Account, he would favor going perheps a little
further in supplying reserves than Messrs. Treiber, Erickson, and Irons
had indicated. He would have in mind somevhere around $100 million of
net borrowed reserves ag an indication of melntensnce of restreint, but
to & lesser degree than In the past.

Mr. Deming reported that automcbile sales in the Twin Citles, as
measured by reglstrations, were down in the first half of March but up
in the second half of the month, and the favoreble trend eppeared to be
continuing in April. Accordingly, dealeras were now enthusiastic sebout
prospects for the rest of the year. Department store men in the area
also vere satisfied, because sales thus far in April were higher end at
satisfactory levels. The improvement extended not only to sales of
epparel but also to sales of eppliances &nd home furnishings. A recent
survey by the Minnesota Home Euilders Assceiation indicated that
inventories of unsold new hcouses, which were quite high earlier, had now

been reduced to a rether low figure. It eppeared that there would not be
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too much in the way of speculative btuilding during the coming year, and
thet building would be more on a contract basis. Although there vas as
yet no large movement, shipments of ore down the Great Lakes had gotten
under way.

Mr. Deming went on to sey that Distriet banks, both city and
country, shoved sharp loan increases, sharp declines in security boldings,
end contraseasonal deposit decreases. As measured against & year ago,
loans were up 12 per cent, holdings of Govermuent sgecurities were dowm
12 per cent, holdings of other securities were dowa 9 per ceut, amd
deposits were off 5 per cent. Thus, liquidity positions continued to
vorsen.

Mr. Deming then reported briefly on certain statistice that had
been compiled on average bank reserves over & period of years. These
figures showed that a deeline from December to March wes quite ususl from
yeer to year, but that the decrease was more marked, in terms of both
percentages end dollars, from December 1359 to March 1960 thsn in any
other comparsble perlod since 1951.

Mr. Deming said he was scmevhet concerned about the total reserve
base and the money supply. As to the nationsl plcture in geperal, bhe felt
that sentiment was running & little better then production and unemploy-
ment statistics would justify. EHe came out in his thinking to & position
much like that expressed by Mr. Mengels. In his opinion, there should be
no change in the discount rate or the directive, but the Commitlee should
be moving towerd & soevhat easier position through open merket operations.
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He 414 not have in mind easing too much end would not want to suggeat
any particular figures, but he felt it would be adviseble to probe
tovard easier money market conditions through the open market device.

Mr. Allen sald he expected reports for March, as they became
available, to continue to include leee favorable news, such as & drop in
total industrisl production and an increase in unemployment. However,
the situstion veried with aress end industries. Although in genernl it
Beemed to be the durable goods industries that were experiencing a sag
in demnand, Wisconsin, an importeant producer of durebles, had the strongest
employment situmtion of eny State, based on the clessification of major
ldbor markets. In March, all four of the Wisconsin ccntere classified
by the Department of Labor showed less than 3 per cent unemployment, and
the two centers classifizd in Iowa were in the ssme group. The unemploy-
ment situation in Indians and T11inois was better than for the nation, so
only Michigan, among the Seventh District States, was worse off than the
average, as it hed been for several yeers.

Mr. Allen went on to say that the expected seasonal increase in
asuto sales, stimulated by incentive sales contests, may have materiaiized.
The drily sales rate for the last ten days of March vas 26,023 cars,
higher then asny similar period since 1955, and first-quarter sales totaled
1,515,000 units, 14 per cent higher than last year. In the first quarter,
2,000,000 cars were produced, and estimates for the next three quarters
vere 1,700,000, 1,000,000, and 1,700,000, waking 6,400,000 for the year.
Kev car inventories were 1,020,000 on March 31. Therefore, if production
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followed the estimates, and if inventories were reduced by September 30
to the desired target of 500,000, sales in the second and third quarters
rust exceed those of last year by 12 per cent. Right now the feeling in
Detrolt was again one of optimism.

Mr. Allen coomented that capital expenditures had been estimated
a8 substantially higher this year than last, and that spot checks with a
number of business firms had not revealed cancelletion or poatponement of
plens. All firms contacted appeared to be going eheald as planned. In
fact, there seemed to be no feeling that recent less favoreble business
reports marked the beginning of a recession; rather, it was felt that
favorable elements in the picture would soon be more evident and that the
total demand for goods and services was much more likely to rise than to
contract.

Mr. Allen reported that during the past three weeks the mortgsgs
market hal essed in the Chicago erea. Two of tha largest savings and loan
associstions had reduced their "prime" mortgsge interest rates from 6-1/h
to 6 per cent. This wes undoubtedly & reflection of a low demand for loans
in the first quarter, but it wes understood there had been a pickup in the
past tvo weeks. There seemed 14ttle point in mentioning banking statistics
beceuse the Chicago banks, which bulk large in Seventh District figures,
were not yet past their April 1 dislocation. However, in the first
quarter of this yeer earning assets of District benks declined less then
a yeer ago, vhile for the nation the decline this year hzd been much

lerger then laest year. Moreover, lomns at Seventh District banks were
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up slightly from the year end, although all reporting banks in the
country showed & net decrease in excess of $1 billion.

On the basis of the informetion at his disposel, Mr. Allen said
that, s at the March 22 meeting, he would prefer tc await the results
of the Easter season before changing the direction of monetary policy or
the degree of restraint. He would leave the directive ani the dlscount
rate as they were.

Mr. Leedy commented that there had been no significant develop-
ments in the Tenth District in the pest three weeks. Business loan
figures were in line with the nationsl figures; that category of loans
continued to incraase, but liquidetion of Government securities by the
banks had more than offset the increase.

Mr. Leedy said he shered the concern that had been expressed about
the money supply. In view of the uncertainties existing at the present
time, whatever the causes might be, the downwerd trend of money supply,
and the high loan-deposit ratios of the banks, 1t seemed 10 him that the
System should use every opportunity that might be presented to it to make
some additions to the money supply. He would not want to do anything
drastic or create en impression that the System was fearful regarding the
economic future. However, the nature of open market developments asince
the Committee decided to move toward lower levels of net borrowed reserves
indicated to him that there was en area within which the System couvld
inject soxe edditional reserves and at the same time not create an

impression of the kind to vhich he hed referred. It was his feeling,
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therefore, although perheps not quite to the same extent as Me. Mangels,
that the Committee should use whatever opportunities might arise to make
soxe injections of reserves. Beyond that, and particulerly with respect
to the discount rate, he would make no change.

Mr. Leach said that scattered but definite signs of a spring
sales pickup constituted the only recent change that had been noted in
the high level of Fifth District business activity. Weather was
epparently the only factor that hed exerted sny significant dovnward
pressure, and such evidence as was avallable pointed to econtinuing high
levels of personal income and potentisl pruchasing power in the District.
Textile mills hed recently granted wage increeses aversging sboubl 5 per
cent, end it was expected that these increases will be sbsorbed by the
manufacturers. This highly competitive industry hed increased wages 39
per cent sincethe 1947-h9 base periocd, vhile prices received for its
products decreased 9 per cent.

The slightly easier position of District mewmber banks at the time
of the March 22 Committee meeting seemed to have been temporary, Mr. Leach
eald. Loan demsnd during the past three weeks hed been greater than
seasonal, investmznts had been liquidated at a faster rate than customary,
borrowing at the discount window hed been fairly heavy, and District bankse
hed been net purchasers of Federsl funds.

With respect to policy, Mr. Leach suggested that the prineipal
question was whether to continue es at present or become a litlle easier,

At a time when availleble econcmic dsta vrovided insdequate guldsnce for
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policy decisions, it seemed to him desirable to pay particular attention
to credit developments. For the past six weeks, Mr. Leach noted, clause
(b) of the directive had provided for "fostering sustainsble growth in
economic ectivity and employment while guarding sgainst excessive credit
expansion.” As stated in the staff report distributed prior to this
meeting, total credit at city banks declinedmoderately over the five
weeks ending March 30 in contrast to substantial increasses in comparable
periods of most other recent yeers. Moreover, new offerings of corporate
and mmicipal securities continued toc be light. Under these circumstances,
it seemed to hiu eprropriate to incrzase reserve availubility somewbat
and to eliminate from the directive the reference to special concern over
excessive credit expsnsion. Ia this connection, he 4id not favor an
approech that sought to determine whether the Committee could do vhat it
wanted to do under an existing directive. Instead, he favored flexibility
in directives as well as in policy.

Under the policy he hed in mind for the next three weeks, Mr.
Leach said, net borrowed reserves might be in the neighborhood of $150
million. He would not change the discount rate at the moment, for reasons
already expressed by others. He would not want to lead others to think
that the System was more gloomy than it actually was. However, the
elimination of the final part of clause (b) of the directive would not
be an overt action, and in his opinion it would meke the record look

better.
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Mr. Mills seid he was one of those who believed that the money
supply, es conventionally defined, was the pressing tactical problem to
which policy should continue to be addressed. In his opinion, the fact
that the money supply had continued to shrink should give pause for
thought and was reason for concern. In this connection, an interesting
problem hed developed that deserved analysie, namely, that over the past
three weeks the money markets hed been relatively tight in the face of a
lower level of negative free reserves. According to past thinking, the
lower level of negative free reserves presumsbly afforded a besis on
vhich credit would have expenied and the decline in the woney supply would
have been at least arrested. However, such had not been the case. A
possible resscn could be found in the staff memorandum on the outlook for
member bank reserve positions, distributed to the Committee under date of
April 8, which showed that in Jenusry through March 1959, vhen the System
was commencing policywise to accelerate pressure on the expansion of bank
credit, member bank required reserves declined to the extent of $656
million. In the same period of 1960, there hed been & decline in wember
bank required reserves of $998 million. It would be possible to interpret
the greater decline this year as being attributable to the accelerated
pressure thet System policy had exerted over a pericd of meny montha.
This pressure continued into the first quarter of the current year, a

period of the year when there is custcmarily a decliine in comercial bank

deposits.
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It does not come into the practical reasoning of the management
of a member bank, Mr, Mills said, that because the bank's required reserves
are declining and the bank is in a sense thereby reaching en easier
reserve position, it is in a better position to expand its loans and
investments. Instead, the banker fashions his thinking on the movement
of his deposits. Looking at developments in that light, one could like-
wise make the interpretation thet a level of $250 million of negative
free reserves, more or less, over the past severasl weeks hed in fact
represented much greater pressure on the reserve positions of the banks
than the actual figures would indicate. This would be for the reason
previously mentioned, namely, that a major element that had brought dowm
the level of negative free reserves wes the decline in required reserves.
This was not a comforting factor to the banks or the kind of development
that would stimulate banks to act in such a way as to check the contrae-
tion of the money supply.

Mr. Mills seaid that what he was seying went back to what be under-
stood to be Mr. Bryan's thesis. The System bhad neglected and ignored the
moverment of total reserves and the downward movement in total reserves,
1f not arrested, would in due course lead to serious financial and economic
consequences. In further explenation of his reasoning, Mr. Mills read the
following statement:

There are recurrent occasions in the economic history of

the United States when financial fectors reech a position of

demineting eignificence. The piling up of cash balences and
huge boldings of short-term U. 8. Government securities in the
hends of large corporations may signify such an oceasion by
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way of denoting & malfuncticning between debtor snd creditor
relationships. JIdle cesh balances end inert investments in

U. S. Government securities in creditor hands represent re-
sourcee which, as they fail to circulate back through the
econamy, do not lodge in debtor hands where they can be availed
of for constructive purposes that assist in the service of out-
standing debts. When at the same time monetary policy has
limited the availebility of credit and has contracted the money
supply, the economy may be left in a position vwhere the gap
between idle money resources and the availebility of credit
reaches proportions that tend to induce economic stagnation.

If this kind of situation should be left unattended, a period
of over-saving and underspending could put in an eppearance.

In the belief that while capital formetion is & process of
saving it must nevertheless be lubricated by an appropriate
flow of newly created bank credit, it follows that the stimulus
of new credit 1s now needed to prime the econcmy's powers of
consumption in ways that will better activate corporation
functioning and relesse Impounded money reserves to fruitful
uses. If that objectiive cen be reached, en improved relation-
ship between consumption and production, and between debtors
and creditore, will have been realized. Iz closing the gap
between consumer-debtors and producer-creditors it can be hoped
that an ealivened econcmy, besides giving a material assist to
debt service, will also provide the means for reducing its
burden through a return flow of repayments on outsianding
oblligations.

Mr. Mills ther said that the immediate implementation of a poliey
based on the reasoning he had outlined would be to bring the level of
negetive free reserves down to & lower level, with a maximum of $200
million as & ceiling that ought to be avoided and a lower level sought.
If the Government securities market should be as disturbed and unsettled
todey as it was yesterday, a favorsble opportunity would be at hand for
injecting additional reserves. This would serve the purpose of giving

some confidence to the market at the seme time thet the econcmic objective

vas being accomplished.
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Mr. Robertson said that as he locked to the future be had no
Teeling of gloom whatsoever. It seemed to him the chances were strong
that the country wes on the verge of a definite upswing of economie
activity, accompenied by a surge of inflaticnary peychology and by
inflation itself. In his opinion, therefore, this would be exactly the
vrong time to reduce the weights that were on the pendulwm. Instesd,
the wise course would be to hold steady, with no reduction whatever in
the degree of restraint that had been provided. If anything, he would be
inclined to move on the other =zide, and it was hig guess that in enother
three weelts the Cormittee would be moving in that direction. He would
not change the directive or the discount rate, nor, as bhe had indicated,
would he chenge the degree of ease or of tightness (vwhichever one might
eall it) that the Account had been striving for in the past three weeks.

Mr. Shepardson said he saw no reason to review in detail the
various trends in the economy. Suffice it to say that some of them were
up and some were down. However, the reports on scme of the most recent
shifts were indicative of an upswing with the sdvent of spring weather,
vhich was belatediy beginning to make itself manlfest. Since there were
still some uncertainties, it seemed to him that it would not be advisable
to meke any move in the direction of greater restraint until the condi-
tions that he had mentioned actually manifested themselves. At the same
time, there was sufficient promise of them that it would be unvwise to

make sny move in the way of a lessening of restraint.
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Mr. Shepardson seid he would go along eclosely with the views
expressed by Mr. Treiber. He would favor holding about the degree of
restraint that hed prevailed in recent weeks, snd be would not faver any
easing. (Subsequently, as recorded later in the minutes, Mr. Shepardsca
inrdicated that he saw no objection to permitting such emse as might develop
in the market through the operation of natural forces to remain in the
market. )

Mr. Fulton cammented that in general Fourth District activity
could be characterized as an operation of reletive dullness at a high
level. Steel production was going down rather precipitantly. One mill
vhich was producing at over 100 per cent of capacity a short time ago was
now in the 70's and admitted that cancellations were greater than new
orders coming in. Other mills reported a good demand for galvanized
sheet and +tin plate, but pipe of all sizes vwas a drug on the market.
Sales departments of the mills indicated that customers vere buying hand
to mouth and apparently had larger inventories at the end of the strike
than many admitted at the time.

In further comments on the steel situstion, Mr. Fulton noted that
if present rates of production continued, total production of about 120
million tons for the year would be indicated. Turning to the foundries,
he eaid there were reports of widespread cutbecks; vhile those in the
industry felt that the yesr as a whole would be & good one, March, April,
end May typically sre months of high production. Inventories of consumer
durable goods were reported to be particulerly high. On the other hand,
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one company reported a marked pickup in orders in March, with the export
situstion strong, particularly to Latin American countries. Another
report, from & large maker of heavy machinery, was to the effect that it
had been working full time to get out drawings and propossls for menu-
fecturers that had not yet been put in the form of orders. It was still
generally expected that a good deal of money would be spent for machinery
and modernizetion of equipment throughout the current year.

Mr. Fulton also made reference to a recent meeting of Fourth
District business economists, at which projections for the fourth gquarter
of the year were quite good. The economists foresaw some slackening in
the second quarter and felt that the third quarter would be marked by the
usual summer doldrums, but they expected a pickup in the fowrth quarter
and felt that as a whole this would be a good year.

Mr. Fulton went on to say that department store sales end euto-
mobile sales were following the trend already reported, department store
sales being 2 per cent asbove last year and automobile sales 8 per cent
higher. Construction setivity, which had been in the doldruma until
recently, nowv eeemed to be picking up, while unemployment insurance
claims declined substentially in the pest week. Bank loans were 8 per
cent above last year, demand deposits had gone down, and time deposits
were up. Borrowings fram the Reserve Bank hed been quite modest; averaging
around 2 or 3 per cent of the System total.

Mr. Fulton expressed the view that the current dullnesa was the

result of a muzber of fectors, including expectetions that were too high,
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weather conditions, and the existence of larger inventories than had
previously been admitted. He would not be averse to a slight emsing of
the net borrowed reserve positica, and he suggested $200 million, give
or teke., He would not change the discount rate or the Airective at the
present time.

Mr. Bopp said thst employment, a factor slvays of concern in the
Third District, was k& per cent higher in February than in February 1959.
Both new and continued upemployment insurance claims also were below
1959. The Johnstown, Pennsylvania, area hal been reclassified upward by
the Depertment of Labor, but only from F to E, and four of the 13 major
lsbor areas in the District were classified E (unemployzent from 9 to
11.9 per cent). The employment situation in the District, Mr. Bopp said,
was one reason he hed Trequently been on the pessimistic side, although
he was not pessimistic today.

One area of difference between the District ani the nation was
in the banking plicture, Mr. Bopp said. There had been some expansion of
losns which was not equalled by reduction of investments. A decline in
deposits, which had persisted over the years and was lerger thls year,
created & problem for District banks in adjusting their reserve positions.
Until the past two or three days the banks had been meking their adjust-
ments primarily through purchases of Federal funde, bdut recently they had
been borrowing more heavily from the Federal Reserve Benk.

Mr. Bopp said that he would recommend tbat there be no change in

the directive or the discount rate st this time. HNeither would he
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recommend any change in the degree of restraint or in the tone of the
money market. 1In the latter respect, he referred, of course, to the
general tone that had prevailed in the market rather than the erratic
movements of the past few days. (Subsequently, as recorded later in
the minutes, Mr. Bopp said that in the light of the discussicn at this
meeting he would favor some easing of the reserve positicns of banks.)
Mr. Bryan seld that most recent Sixth District statistice showved
only small changes, which were essentially simllar to those reported
nationally. As he saw the national situation, there was at the moment
little basis for predicting & marked upsurge in the econcmy, and certainly
not a downturn. For that reason, he was in egreement with those who had
expressed the opinion that it would be a mistake to emberk on any massive
or overt easing operation through the use of any of the instruments of
Federal Reserve policy. At the seme time, he felt thst none of the
economic and financial eriteria seemed to Justify a policy of restraint.
As he listened to the discussion this morning, it occurred to him that
one of the crucisl points involved was & deterwination of what System
policy sctually hed been, either overtly or through inadvertence. Such
a determination seemed to him extreordinarily importent because uwntil the
Committee ceme to a conclusion as to what its policy had been, it was not
in a position to modify policy in either direction. In his opinion,
Committee policy, de facto, had been one of restraint. The actual level
of total reserves hed been following a downwerd trend, even allowing for

no growth at all, and the total wes lower then a year ago. Required
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reserves continued to fall, banks continued to ligquidate investments, and
the banking syatem wae being kept in debt to the Federa) Reserve System.
Average net borrowed reserves hed fallen, but to him that was deceptive
because ultimately that decline had come sbout aimply becsuse of a reduc-
tion in required reserves. System policy had permitted the totml of
Federal Reserve credit to move downward, so that member banks had
actually received no easing of thelr positions from that source. How the
Committee could have expected the money supply to do anytning other than
it actuslly had done, he &id not imow.

Mr. Bryan repeated that he considered the level of net borrowed
regerves especlally deceptive s 5 guide to poliey in a period when re-
quired reserves were falling sharply, so sharply in fact that the estimates
were frequently overrun by the facts. There was enough historical experi-
ence, he said, to indicate that if the System kept the reserve supplies
of the banking system either declining or cormpletely stable, this would
sooner or later exert a deflstionary pressure on the economy. He shured
the views of Mr. Mills regarding the positicn of the banking system, which
he felt was highly 1lliquid and potentially dangerous.

The problem, as Mr. Bryan sew it, vas to take no massive action
in either direction, but to use availeble opportunities to put some
edditional reserves into the banking system. He did not think that anything
disestrous hsd heppened so far, but if System policy continued de facto es
1t hsd been, he sew trouble ghead that would be herd Yo explain. If the

net borrowed reserve concept wes to be used, he felt that during the
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next couple of months it would be advisable to move towerd & zero
figure.

Mr. Johns said he continued to associate himself, as he had
three weeks ego, with the view that the continued decline in total reserves
and the money supply ought to be at least arrested or, better yet, reversed.
He then presenied substantially the following statement:

There has been for scme time a conjuncture of forces
operating to bring about a continuing reduction of total
member bank reserves snd contraction of the money supply.
Parenthetically these resulting phenomena--contrsetion of
total reserves and the money supply--have at times been
obscured by other develomments heralded in various quarters
as indicators of lessening monetery restraint, namely, a sharp
decline in interest rates (until recently) and a decrease in
that widely accepted barcmeter of monetary policy, net bor-
rowed reserves,

On March 1, 1960, the Committee took note, emoung other
things, of a Fehruary decline in the seasonally adjusted money
supply to & level as much &5 $300 million below & year earlier
and concluded, to quote tbe draft of policy record entry for
that meeting, that "it would be appropriate to supply reserves
to the banking system somevwhat more roadily." "Accordingly,™
the drafi says, "the conszensus favored, for the imediate
future, a policy of moderately less restraint." Notwithstanding
this, totel reserves and the money supply have continued to
decline, and the responsibility for this state of affeirs is,
I think, substentially the Committee's own. I want to say vhy
T think so, slthough I have spcoken along these lines before.

Insofar as the Management of the System Account receives
from the Committee a guide to open market operations, it is in
terms of a onet borrowed reserve target or range, sublect,
expressly or tacitly, to latitude or leeway according to the
way things develop end to the "feel of the market.” 1In the
immediate pest 1 would Judge that the range of net borrowed
reserves has been sbout $200 to $300 million. This means that
menber bank indebtedness to the Federal Reserve Banks has
averaged between, say, $600 and $800 million.

However, with Treasury bills ylelding 3 per cent or below
(es they vere until last Friday), end with the discount rate
at b per cent, profit-minded bankers may generally be counted
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on to prefer liquidating bvills for pwurposes of sdjusting to

reserve drains, rather then borrowing from their Reserve Banks.

Even 1f the recent incresse in b%ill rates should prove to be

permanent, it is not at all certain that member benks will not

;ontinue to desire to reduce their indebtedness ta the Reserve
anks.

The Committee's staff has been pointing out for some time
that bank liquidation of short-term Covermment securities has
been occurring at e rapid rate. Nevertheless, in order to
induce borrovings &t such levels &s would bring sbout net
borrowed reserves within the target range, the Management of
the System Account has had to sell bills. Thus, & mecheniem
has been adopted by the Committee which, under the conditicns
existing, virtually assured a continuing contraction of totel
reserves, comerciz] bank eredit, and the money supply. These
results may reesonably be calculated to persist until one, or
more, of the following events occurs: (1) the disparity
between market interest rates end the discount rete is re-
dressed; or (2) the Committee, having made clear its intent with
respect to total reserves and the money supply, adeopts & gulde
or guides to copen market operations which will not result in
defeating the Comnittee's intentions, at least, as to the
direction of movement which should occur in the supply of
reserves and, over time, in the quantity of money.

In sttributing the liquidation of Goverament securities
by banks to the combination of & penalty discount rate end a
policy of keeping banks indebted to the Syatem, I may have
overgimplified. Some have seemed to think that the banking
conmmunity has been reflecting a change in the expectations of
the business ccomunity. If so, this could be considered
ominous. PBut whether that is sc or not, it appears to me that
stepa should be tsken to reverse the decline in totel reserves
with 8 view to reversing slso the decline in the money supply,
if for no other reason than because the Cormitiee made a
decision at the March 1 meeting to supply reserves more readily
and at the March 22 meeting did not, aa I recall 1%, indicate
thet it wented reserves agaln end further reduced. Unlees the
policy edopted March 1 end 22 is to be reversed, I see no way
to defend continued contraction of the supply of total reserves
and money.

If the Committee does not want to continue reducing total
reserves and the money supply, what msens can it exmploy? The
way I prefer is to direct the Desk to increase total reserves,
seasonslly edjusted, at a designated snnual rate, say about
2 per cent. However, if it is desired, at least for the time
being, that net borrowed reserves be used &s an operating
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guide to open market operations, I suggest that the Desak be
authorized to cause or permit the level of net borrowed reserves
to fluctuste more flexibly with a view to bringing sbout the
Comittee's desired results as to total reserves and the money
supply, rather than treating net borrowed reserves es if they
were the proximate objective of poliey. Im such cage the level
of net borrowed reserves in the near-term future may need to be
substantially reduced, maybe as low as $100 million or even
free regerves. If net borrowed reserves are thus used as &
weans to an observable end, it would make sense to give the
Management of the Account considerable latitude a3 to the lewvel
of net bvorrowed reserves which from time to time will be deemed
appropriate in order to induce the effect upon reserves and the
money supply which the Ccumiittee desires. This, I think, would
preserve a meaningful distinction between the Commitiece's policy
responsibility and the Desk's operating function.

The present discouat rete, in its effect upon bank reserves
end money supply, bes been substantially more restrictive in the
pericd since about Februsry than it was in the previous six
months when the discount rate wes below the Bill rate. Unless
we think that the recent rise in short-term rates will persisy,
2 logical technical case can be made, I think, for reducing the
discount rate to & closer relationship with market rates. 1
agree, however, that it would be better to walt end see what
the recent movement in market rates smounts to, and vhether it
will persist.

Mr. Szymezek coumented that the views presented by Messrs. Mills,
Bryen, and Johns merited study. At the present time, he felt that the
economy, over-all, was strong. There were, however, uncertainties in the
Government securities market end in his opinion, therefore, this would
be a good time to provide some reserves through open market cperations.
when it ceme to tbe volume of reserves that might be supplied, he would
leave the decision to the Judgment of the Mansger of the Account, but
he would allov the level of net borrowed reserves to go down.

Mr. Balderston said the situation at the moment seexed to de cne

that might be described as "rolling prosperity.” Whether it was rolling
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uphill, on the level, or downhill, he did not know, end he sugpected
that his own uncertainty with regard to the future was shared by many
businessmen and by those in the financiel markets. On the one hend,
there were evidences of strength, such as an 8 per cent increase over s
year ago in long-distance telephone toll calls. Also, he had gotten a
report from a chemical compeny that despite unsatisfactory sales in
January and February, both of which hed fallen behind the budget, sales
in the last two weeka of March were surprisingly good. A report fram
an electrical company indicated that while export business wme off, sales
of components to a large number of customers, large and small, had been
very strong, leading the company tc suppose that {ts users of componentsa
were doing well and that the export businese would be better. On the
other hand, there was shead Treasury financing that cught not fail, and
there was the continued decline in the money supply that hed already been
discussed this morning. Then, oo, the perliod of business expeatsion was
alreedy two years old and, if past cyclical movements were to repeat
themselves, there would be happenings under the suxface that it would be
difficult to cbserve until too late. He hoped the System would act
sooner rather than later to counter any weasknesses that might be coming
into the economy that would cause the rolling prosperity to roll downhill.
Mr. Balderston said he hed been scmewhat dieturbed in the past
three weeks by the apparent feilure to let the economy bave end hold
such ease as had developed. While he could not be swre of this, he had

the unessy feeling as the weeks passed that such ease as developed vas
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again being mopped up by the System. The net borrowed regerve level
that had emerged in the past three weeks was higher than he would have
liked, and thus far the System epparently had failed to cause the money
supply to increase. He hoped that corrective sction might be taeken in
the next three weeks, but that it could be teken unobtrusively. If the
net borrowed reserve figure should drop to around $200 million or less«-
& development he would like to see-~that would be noted, of course, and
publicized. Bowever, he thought it necessary o move in that direction
because the System may have overstayed restraint in the fashion explainesd
by Messrs. Mills and Bryean. At the same time, since businessmen them-
selves seemed to be groping to discover what the future might hold, he
hoped that overt actlion by the System might be avolded.

Chairman Martin commented that Mr. Thomas had quoted him correctly
as saying that the inflationary psychology had scmevhat diminished. That
d41a not necessarily mean, of covrse, that inflationary psychology would
not reassert itself. ¥e was inclined to think thet System poliey,
generally speaking, had been quite correet. It could perhaps have been
modified in & number of respects, and without criticizing the Desk it was
bis impression that there may have been too much reliance on net borrowed
reserve figures over the past few weeks. Too much attention may have
been given to them by the Desk. This was just an observation of the kind
it is easy to make when not operating the Desk, but it was one that he

thought was rather obvious.
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Chairman Martin said he thought a fairly good case could de made
that the general economic picture required that some attention be paid to
making edditions to the money supply. How such edditions might be brought
gbout, he d41d not know, but the reasson he considered it important was that
monetary policy and debt mansgement policy had now come together for the
first time in & long pericd. A4Also, even with the prospect that Govern-
ment spending for welfare programs might be in the headlines in the
courgse of The next few weeks, it looked as though there would be a small
budget surplus for this fiecal year end & substantial budget surplus in
the next fiscal year. Thus, the Treasury would be paying down debt for
the first time in & long period. Furthermore, although only about $370
million hed gone into the new long-term Tressury bond, that was a defla-
tionary step. The Treasury had indicated, and the merket expected, that
the Treasury would lengthen the debt whenever it had an opportunity. Thus,
monetary policy was being supplemented actively by debt management policy,
and this was something to bear in minpd.

Turning to the discussion st this meeting, the Chairman noted
thaet there had been practically no sentiment in favor of an increase in
restraint. With regsrd to the question of what Cozmittee policy hed been,
he suggested that this fell scmevhat into the &rea of semantics. The
Comnittee could mever quite know whetber its intentions were carried out
or to vhat extent the situztion developed on its own accord.

Continuing, the Chairman said it should be recognized that the
Tregsury was now in the market for scme time. The Cozmittee had generelly
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followed a policy of even keel at such times. By and large, howvever, and
without eny overt action, he felt that a trend toward lower net borrowed
regerves wouid be the part of wisdom and would be what the economy re-
quired. As to the broad economic picture, he 4id not went to repeat
what he had sald on previous occasions. However, the farm situation still
concerned him, for he saw gradual pressures in thet area that were likely
to multiply. In his opinton, the banks hail made themselves 1lliquid; one
of the things now in the picture was that many of the easy credit plens
the banks were espousing so ectively several months ago were now & source
of sore worry to the banks. Taking all these things together, it seemed
to him that when debt mansgement policy and monetary policy ceme together
as at present, and when there were uncertainties in the econcmy, the
System certainly ought no® absorb any more of the reserves haing created
by the action of the economy itself than it was necessary to absorb.
Locking at the matter as an outsider and not in any way es a critic, it
geemed to him that during the past week or so the Desk had been keeping
up & target that got into the area of more restraint rather than less.
That again touched upon the cumulative effect of policy over a period of
time.

Chairman Martin expressed the view that any overt action on the
pert of the System in either direction would be unfortunate at this time.
However, he felt that the Account Mansgement might look toward a lower
level of net borrowed reserves when thet level was coming sbout frem
nstural sources and could be avoided only by sales from the System Account
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portfolio. That, he suggested, would be in accord with both the spirit
and purpose of System policy. As he had said on other occasions, he
thought there was a tendency to teke vhat monetary policy can do too
seriously. He did not think $100 million of reserves one way or the
other was going to meke or bresk the economy. However, with the mansge-
ment of the debt and open market policy now complementing each other,
ordinary prudence would make the System lean in the direction of supply-
ing more reserves than there hed been in the benking system uotil it
could be eeen clearly where the economy was going. At that point, the
System might want to take overt sction. It was possible, of course,
that theme might be ancther bonfire of inflationary psychology; that was
the essentiel problem in the balance of psyments. The System ought to
teke overt action if something like that should occur, but he considered
it unlikely, end in his jJudgment it would be the last bonfire of this
particuliar cycle if it aid occur.

Cheirman Mertin commented that there had been only cae suggestion
for & change in the directive during today's discussion. When it came to
the level of net borrowed reserves, & tally Just handed to him by the
Secretary indicated that a large majority of those who had spoken eppeared
to favor moving downward.

In this connection, Mr. Bopp said he had found the discussion
subsequent to his previous comments convincing, and that he would favor

some slight easing.
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Cheirman Martin then said that the consensus favored no change in
the directive. It was also the consensus that the Committee should move
in the direction of slightly easing the picture as far as reserves were
concerned, but with great care on the part of the Desk not to do this in
an overt way.

Mr. Rouse, who had left the rcom somewhat earlier to confer with
the Desk by telephone, commented at this point on developments in the
Government gecurities market. The essence of his report was that the bill
market, which closed more or less at bottom yesterdsy, had bzen deterio-
rating rather steadily this morning. It was now the view of the market that
the auction of one-year b1lls this afterncon would result in an average
rate higher than 4-1/2 per cent, with outside bidding likely to be weak anmd
dealers reportedly reluctant to underwrite the issue. Mr. Rouse said that
the Treasury expected to enter tenders for sbout $100 million of the one-
year bille, end that if prices for the issue turned out to be spread over
too wide & range, the Treasury might award less than the amount of the offer-
ing. Yn further comments, he said that the new three-month bills suctioned
yesterday were now being quoted at 3.70-3.65 end the new 182-day bills st
%.00-3.96. The long-term market also had been affected.

Mr. Rouse said he had authorized the Desk to buy from $75 to $100
million of the bills euctioned yesterday for Thursdsy delivery, and to make
repurchase agreements in ebout the same amount to mature on Thursday. BHe
boped that that would bring some degree of stebility to tbe market, and he
felt it was ebout all that could be dons today. In view of the fect that
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yesterday's net borroved reserve figure was lower then estimated, he had
thought there would be some payoffs of repurchase agreements. However,
dealers evidently had not been able to make sales from their porttolios
and there were no payoffs. He repeated that he thought the actions he
outlined were about all that the Desk could do as far as today vas conL-
cerned.

With respect to policy for the next three weeks, as indicated by
Chairman Martin's statement of the concensus, Mr. Rousc said he thought
the Desk could handle the situation on that basis. He hoped it would be
possible to avoid any seccnd-guessing ebout targets in terms of net
borroved reserves. There wes always the problem of minds being fixed on
some particular target.

Mr. Mills referred to the situation in the Government securities
market, as described by Mr. Rouse, and inguired vhether it would be
profiteble to have discussion as to whether this wes a disorderly market
that deserved aggressive action on the part of the Desk in the bill area.
One possibility would be to let the market know that the System was inter-
posing its buying power up to some certain amount of bills which would be
scquired from the market following the auction. What amount would give
assursnce to the merket, he did not know. If the figure was too low it
vould mean nothing; if too high it might lock out of line with good
coumon sense.

¥Mr. Rouse then said that in eddition to what was slreedy being

done, the only other thing that in his opinion would meke & contributioz
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would be {0 glve assurance to the dealers of repurchase agreements

being availsble on Friday, the pesyment date for the new one-year bills.
In sddition to the fact that Good Friday is a legal holiday in same States,
it is a day when the Government securities market is normally closed, and
many of the dealers' financing sources also would be closed. Therefore,
the situation was an unusual one thet might create additlonal complica-
tions. Accordingly, Mr. Rouse said, he would like ¢to be able to aivise
the dealers that the Desk would be favorably disposed to assisting the
dealers on Friday by making repurchase agreements svailsble on & liberal
basis.

Mr. Mille said that presumsbly this should be generous help, and
the repurchase agreements should cover a periocd sufficient to allow the
dealers bidding in the suction to work off their purcheses.

Chairman Martin said he saw no objection, in the light of the
holiday, to giving such an indication. He felt it would be unfortunate
to intervene in the market in any other way thaon the manner in which the
situation was being handled, because such intervention would produce
more sdverse comment and uncertalnty than any good that might come out of
it.

Mr. Rouse then said that 1f agreeeble to the Committee he would
like to be excused, because time was of importance, in order to authorize
the Desk to edvise the dealers thet repurchase agreemsats would be avail-
gble on Friday on a libersl besis in order to help them with any financing

provlems they might encounter.
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The Chairman asked whether there were eny further cooments, and
no dissenting views were stated. Accordingly, Mr. Rouse withdrew from
the meeting to get in touch with the Desk.

Chairman Martin recslled that he had previously stated the econ-
sensus as to open market policy in the ensuing period. He went on to sey
that anyone who would like to be recorded as voting esgainst the poliey
indicated by the consensus was free to express himself at this time.

Mr. Robertscn said that he would vote in the negative except for
the fact that this was not & larse provlem. As be tnderstood the summy
of the meeting, the consensus favored slight eesing. Therefore, the
problem was not & large one, and ke would not want to make an issue of 1it,
although in his own Judgment it would be wiser to take the other course.

Chairman Martin caid that he had used the word "overt” because
he thought that was the real key to the problem. Ee would not want
overt easing; he would not want to do anything that might be construed
ag overt.

Mr. Shepardson commented that the Chairman hed referred earlier
to pot absorbing such ease 8s the market itself developed. He would not
disegree with that, Mr. Sheperdson seid. It hed been his thought that
the Conmittee should not take positive action on its owvn to produce en
easing, but it seemed appropriate to allow such ease as developed in the
market to remain there.

Chairman Martin replied that & very thin line was involved,
following which Mr. Shepardson said be aid not wish to dissent from the

policy indicated Yy the consensus.
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Chairman Mertin then said that, although this represented
second-guessing, if one were talking of the color, tome, and feel of the
market, along with the level of net borrowed reserves, he felt that the
Desk haj kept net borrowed reserves somevhat higher than he would have
kept them himself during the past period. In saying this, be realized
that it is easy to sit at a distance from the market and second-guess the
targets, and he 4id not think for a moment that $100 million of reserves
one wey or the other ves going to meke or break the econcmy.

With reference to Mr. Shepardson's comments, Mr. Szymezaek
observed thet situstions might arise in the market where the policy
indicated by the consensus would not only allow natural forces to operate
but would =dd a little to the situation.

Mr. Shepardson agreed. He edded that in his commente he had
reverted to a phrese the Chairman used earllier.

The Chelyman then steted that he would put the qQuestion, that
he did not want to urge anyone to record a negative vote, and that a
very modest thing was involved.

Mr. Robertson said that he did not want to record a negative
vote, particularly in the light of the market situation which might call
for putting reserves into the market, thereby automatically dropping the
level of net borrowed reserves.

The Chairmen then inquired of Mr. Treiber vhether he sav eny
reason for & change in the directive, and Mr. Trelber responded in the

negetive,
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Accordingly, upon motion duly made
and seconded, the Committece voted unani-
mously t¢ direct the Federal Reserve Bank
of New York until otherwise directed by
the Coumittee:

(1) To make such purchases, sales, or exchanges (inelud-
ing replecement of maturing securities, and allowing msturities
to rum off without replacement) for the System Open Market
Account in the open merket or, in the case of maturing securi-
ties, by direct exchange with the Tressury, as may be necessary
in the light of current and prospective economic conditions
and the general credit situation of the country, with a view
(&) to relating the supply of funds in the market to the needs
of commerce end business, (b) to fostering sustainable growth
in economic activity snd employment while gusrding against
excessive credit expansion, end (c)} to the practicsl admin-
istration of the Account; provided that the aggregate smount
of securities held in the System Account (including commit-
ments ‘for the purchase or sale of securities for the Account)
at the close of thie date, other than special shori-term
certificates of indebtedness purchased from time to time for
the temporary accommodation of the Treasury, shall not be
increased or decreased by more than 31 billion;

{(2) To purchase direct from the Treasury for the account
of thePederal Reserve Bank of New York (with discretion, in
cases where it seems desirsble, to issue participations to one
or more Federsl Reserve Banks) such emounts of special short-
term certificates of indebtedness &8 may be necessary from
time to time for the temporary accommodation of the Treasury;
provided that the totel amount of such certificates held at
any one time by the Federal Reserve Banks shall not exceed in

the aggregate $500 million.
Cheirman Martin referred to the discussion st the Committee

meeting on March 22, 1960, relative to & memorandum from Messrs. Rouse,
Thomes, and Young, dated March 18, 1960, with respect to ways in vhich
the System Open Market Account might function so as 40 help minimize
refinancing difficulties of the Trepsury when such transactions 4o not
{nterfere with Federel Reserve credit and mounetary polley objectives.

He indicsted that the matter hed been placed on the agende for this
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meeting to permit anyone vwho so desired to discuss it further at this
time and that it would be the intention to bring up the subject period-
ically for consideration.

Mr. Treiber then mede the following statement:

It is fortunate for the Federal Reserve System that the
U. S. Treasury is subject to the discipline of the market in
selling its securities and does not have a pipeline to the
central bank. In order to assure the continuation of this
fortunate situetion the System must recognize an obligationm
to assist the Treasury vherever it can without Jeopardizing
System responsibilities.

The Federsl Reserve is concerned with promoting maximnm
susteinable econocmic growth with reasoneble price stebility.
Monetary policy can contribute to the attainment of this
goal; so cen debt management. The System hes a duty to do
the maximum within its power to pramote the uliimate gosl.

To the extent the System cen assist debt management in pro-
motiong that goal without adversely affecting moretary policy
it has a duty to do so.

I think the System could offer assistance to the Treasury
that would still be consistent with monetary pollecy and with
general market conditions and that would mot distort yleld or
price patterns. This would invoive no specific commitment
on the part of the System to undertake operations in prescribed
amounts in either the one-year 'Treasury bills that mature
quarterly or the 2-1/2 per cent bonds of 1961.

The Mansger now hag authority, I belleve, ‘o buy various
issues of Treesury bills, ineluding the specisl one-year bills
vhich mature July 15 and quarterly thereafter. The Committee
might indicate that it would look with favor upon the gradual
scquisition of the July 15 and other quarterly bills in
regular open market operations. In addition, the Committee
might instruct the Manager to acquire July 15 bills in
response to dealers' offers and concurrently to sell other
securities provided the purchase and sale do not create
distortions in the market prices of the securitlies involved.
The Maneger would proceed modestly under such instructions
with the understanding that he would be expected not to
ecquire more than, say, $150 millicn of the July 15 Treasury
bills between now &nd the next meeting of the Coumittee.

The System should also seek, I think, to incresse its
holdings of 2-1/2 per cent Treassury bonds of 1961. I would
expect that the emount of such bonds so acquired would be
modest and that they wvould be acquired in the same wvay &s
Just outlined with respect to {he one-year Treasury bills.
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Therefore, I suggest thet we mske a start on the
acquisition of these issues, recognizing that the amount
acquired between now and the next meeting may be small--or,
indeed, that none at sll may be acquired.

Such acquisitions would alsc help to increasse the
flexibility and usability of the System's short-term port-
fello--~a goal that should be pursued in any event as an sid
to the effectiveness of the management of the Account. It
seems little short of remarkeble that the Account has done
8o well in meeting the wide swings of reserve needs snd
regerve pressures with average holdings of less than $2
billion of Treasury bills, which have, for practicable pur-
poses, been ocur only stock in trade. For the scale of
present markets and reserves, I should think that the Account
ought to contain at least twice that amount of bills ok other
short-term securities availeble for active trading.

The question today 1s merely one of modest transactions
in the special one-yesr Treasury bills maturing querterly
and in the 2-1/2 per cent Treasury bonds of 196L. It seems
to me that such transactions should be undertaken.

In response to &n inguiry by Chairman Martin, Mr. Treiber stated
that, with respect to the one-year dille maturing July 15, 1960, he
would have in mind an instruction to the Manager of the Account in
terms of acquiring up to $150 million of such bills between now and
the next meeting of the Committee, either through swaps or outright
purchases. This, he pointed out, would represent a modest approach.

Mr. Allen noted that there were already $13.4 million of those
bills in the Account portfolio.

Mr. Szymczak said that he agreed with this part of Mr. Treiber's
proposal, but that he was not sure ebout the part of the proposel involv-
ing the ecquisition of 2-1/2 per cent Treesury bonds of 1961, Ee sug-
gested that the two parts of the proposal be discussed separately.
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Accordingly, Chairman Msrtin stated that the part of the
proposal relating to the one-year bills would be discussed first.

Mr. Erickson saild that he would favor sterting on a program
of acquiring one-year bills. If it developed that such a program
was helpful, he would extend it toc comprehbend the acquisition of
other isaues of cne-year billls in addition to those maturing Joly 15.
He raised the question whether it was advisable t¢ Pix any particular
smount of such bills to Le acquired between meetings of the Open Market
Committee, and suggested that the instruction might be in terms of
giving the Account Mansger permission to acquire a modest amount of
the bills as they sppeared in the market.

Mr. Irons likewise expressed agreement with Mr. Treiber's
suggestion for buying one-year bills. Upon inguiry by the Chairman
as to whether his thought would be to review the matier at the next
meeting of the Conmittee, Mr. Ircns responded affirmatively. He indi-
cated, however, that he would prefer not %o specify acquisition of any
particular amount of the bills in the period between meetings.

Messrs. Mangels, Deming, and Allen indicated that they would
have no objection to this part of Mr. Trelber's proposal.

Mr. leedy sald that he would favor the proposal, if 1t wves in
terms of purchases of one-year bills maturing in July. However, if it
conterplated swapping longer maturities to scquire the bills, he would

have reserveticns. As he understood it, this would be involved.
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Mr. Treiber commented that the ability of the Account to
acquire any substantial emount of the bills would be reduced if the
Account were not authorized to make offsetting sales, following which
Mr. Leedy noted that according to current reserve projections, pur-
cheges of securities to the extent of as much as $150 million might
be needed between now and the next meeting of the Committee to ef-
fectuate the objlectives of open market policy. If the one-year bills
could be acquired on that basis, he would have no cbjection. However,
he would like to have the benrefit of more discussion before taking a
definite position on the question of swapping longer maturities into
one-year hills.

Mr. Treiber commented that his suggestion did not mean neces-
sarily that longer maturities would have to be sold. It might be
possible to swap other bills in the Account portfolio for the one-year
bills.

Mr. leedy sald that in view of the swings that had been occurring
in the market he would be fearful of the interpretation that might be
placed on transactions reflecting a decision to use longer naturities
for the purpose of swap trensections. As he had understood it, Mr. Treiber's
suggestion contemplsted that in ecquiring one-year bills maturing July 15,
the Account would dispose of holdings other than bills through swap
transactions.

Mr. Treiber then indicated that as far as this particular part
of his proposal wes concerned, he would think in terms of swapping holdings
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in the System Account portfolic, to which Mr. Treiber replied in
terms that his suggestions had been divided into two parts. One part
hed to do with the possible acquisition of quantities of the 2-1/2
per cent bonds of 1961 by purchesing them when they were available
and selling something else, but he did not understand that this part
of the proposal was presently under discussion. Neitber 4id he under-
stand that the question of future policy in building up the proportion
of bill holdings, to which he haed also referred in his statement, was
comprehended by the suggestion presently being considered.

Mr. Leedy then said that he would not be averse to the type of
cperation in July 15 bills that hsd been outlined. However, a proposal
that the Account sell securities other than bills in the market in the
period irmediately sheed would cause him to have some concern.

Chairman Mertin stated that this was & good point, and Mr. Szymezak
conmented that if the Account were to buy July 15 bills at a time whan
it 4id not went to put sdditional reserves into the market, the Account
wvould have to sell something else. However, in the period immediately
shead, it might not be necessary to sell other securities.

Mr. Leach gaid that he would agree with the program suggested by
Mr. Treiber as it related to one-year bills. As he understood it,

Mr. Treiber also hed suggested the desiredbility of incressing the pro-
portion of bills held in the Account portfolio but that was something

for discussion in the future.
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Mr. Leach went on to say that he would be in favor of experi-
menting with swaps in the short-term maturity ares, vhich he would
define as extending to securities, other than bilis, with maturities
a8 long as perhaps 1-1/2 years.

Mr. Mills sald that he ghared some of Mr. Leedy's reservations.
While he believed that the Committee should experiment and get its
feet wet, he would do 1t very gingerly. He doubted very much whether
the Account should go immediately iuto a program such as had been
suggested, that is, before the market situation had been clarified
and steedivess in the market had developed.

Cheirman Martin commented that he felt the Committee could
rely on the Manager of the Account to understand that the Committee
wvas talking about what it would be permissible for him to do when in
his jJudgment 1t would be appropriste.

Mr. Robertson commented that this was the same kind of proposel
that ceme before the Cammittee in 1956, at which time the Committee
voted sgainst it. He said that be had prepared a memorandum regarding
"svaps" thet he would like to resd to tbe Cozxmittee. He wished to
preface his reeding of the memorandum by saying that as long as the
program was confined to the area of bills it was of far less signifi-
cance than 1f it were extended to other securities. On the other hand,
he felt that this would be a step in the wrong direction, without any
golid profits to be echieved. EHe was thoroughly in accord with buylng,
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in the ordinary course of operstions, eny particular maturities that
would ensble the Committee to assist the Treasury. However, his

views on swap transactions were as stated in the folloving wemorandum,
which he then resad:

Section "¢" of the continuing opereting policiea of
the Federal Open Market Committee, originally adopted in
1953 and reaffirmed at the March 22, 1960 meeting of the
Open Market Committee, specified that: "Transactions for
the System Account in the open market shall be entered into
solely for the purpose of providing or sbsorbing reserves
- - . and shall not include offsetting purchases and seles
of securities . . . ." This obviously precludes "swaps".

Just as cobviously, this policy can be changed by the Com-
mittee. The question is whether 1t should be.

At the time this policy was under consideration I pointed
out to the Committee that there may be circumstances in which
our interventicn elsevhere than in the shortest-term sector
of the market might have beneficial effects from the point of
view of debt management, without having any material relation
to monetary and credit policy. I still bhold to that view, dut
also I have been convinced by the intervening history that the
possible asdvantages of participating in &ll sectors of the
Govermment securities market, with a variety of objectives, are
generally outweighed by the benefits of a strictly limited
participation.

Our job, &8 the central bank of the United States, is to
supply reserves and withdraw reserves in order to contribute
to the maintenance of an economy that is both stable and highly
productive. In ordinary circumstances, the way to accomplish
this efficiently, without weakening the fiber of the Governmeat
securities market and without tinkering with problems of debt
management that are primarily the responsibility of the Treasury,
is to confine our open market operastions to selling securities
in the shortest-term sector when we believe reserves should be
absorbed and buylng such securities when we believe additionsl
reserves should be supplied. This will ensble us not only to
pursue single-mindedly our most vital duty of keeping reserves
as close as possible to the optimum level, but at the same time
to contribute to the strength of the market by ensbling dealers
end investors to meke decisions and teke positions with a mini-
mun of worry about a potentially rzssive but largely imponderable
"X" fector--i.e., the effect of transactiocns on behalf of the
mermoth portfolio of the Federal Reserve System.
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Although, as stated, I am not opposed to a deviastion from
our existing policy in order to experiment for the purpose of
testing the validity of the policy, there should be a purpose
in mind vwhich is sufficilently meritoricus to warrant the action.
I do not belleve the stated purpose of this proposed experi-
mental authorizaetion to engage in "swaps"--i.e., to aid the
Treasury in its debt management operations--will provide bene-
Tits sufficient to offset the potential detriments of such
action.

In engaging in "swep" transactions, our efforts to acquire
& particular issue would necessarily affect the structure of
market prices, In some degree, for they would diminish the
supply, of the issue purchased, available to investors and
increase the availability of whatever issues were swapped there-
for. The more aggressively we engaged in such transactions,
the greater would be the effect on the merket prices of the
issues involved. At the same time the profits of the few
dealers who handled the transactions would be enhanced--deslers
who are sufficlently sophisticated to "outswep” the System. It
is questionable whether this could be justified on the basis of
potential benefits to the Treasury in its debt mansgement opera-
tions.

In connection with the $11 billion issue of 2-1/2 per cent
bonds of November 1961, some have suggested that it would be
necessery to acquire between $2 and $3 billion of the issue in
order to provide any substantial help to the Treasury in its
refinancing. The effects of "swap" transactions of this size
are resdily apparent. To engage in such transactions in a
lesser volume would be to inject into the Govermment securities
market the upsetting factor of uncertainty as to the proposed
use of our large portfolio with relatively slight benefits to
the Tressury.

It might be argued--and has been--that the purpose of the
"swap" transactions would not be exclusively for the purpose of
alding the Treasury, but rather would also help to perfect the
meturity schedule of our own portfolio. The need for this now
is not apparent. At the present time we have in our portfolio
short-term securities of approximately $1,300 million. It
appears to me that during the balance of this year at least we
will be adding to the reserve supply rather than sbsorbing
reserves, and therefore we will be acquiring an even larger
portfolic of short-term securities. But even assuming that we
did need to alter the maturity schedule of our portfolio, would
it not be better to do so in transasctions tallored for our needs
by the Treasury--even though this might involve a special deal
with the Treasury, & deal which would not be offered to other
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investors? Or in the alternative, would it not be better to
amend our policies so that the Account Management could in its
normal operations, at times vhen merket conditions were pro-
pitious, sell short certificates in lieu of bills, and then
when purchases had {0 be made, make them in bills sc es to
build up the bill portfolio?

In my Judgment, an authorization fram the Committee to the
Menager of the Account to engage in "swap" transactions oo an
experimental basis for the stated purpose of alding the Treasury
in 1ts debt management functions would not be justified by the
Ppossible benefits to be derived therefrom by the Treagury. Such
an arrangement would inject an additionsa) element of uncertainty
into the Govermment securities market, which might well have the
effect of providing a disincentive for dealers to take positions
in issues in vhich the System might be likely to buy or sell for
purposes other than providing or absorbing reserves. In addi-
tion, it would appear to be a first step toward more general
interference with forces in all areas of the Government securi-
ties market end might leed ultimately to relatively frequent
operations for purposes cother thun providing or shsorbing re-
serves; At the least it would lead to a fesr thereof--which in
itgelf would be disruptive to a freely-functioning market.

In short, it is my belief that, with institutional rela~-
tionships like those prevaliling within the System and between
the System and the Treasury, it iz very desirasble to keep the
lines of precedent es cleer and clean as possible and to avoid
muddying them by moves that might subsequently be used as levers
for compromising basic monetary policy objectives--especlally
when the potentisl benefits of such moves sppear to be so limited.

Mr. Shepardson indicated that ke would favor the proposal of
Mr. Treiber relating to the one-year bills, and Messrs. Fulton and Bopp
also indicated that they would favor it, although Mr. Fulton added that
he hoped the mumber and volume of swap transactions could be held to
small proportlons.

Mr. Bryan stated that he would have no objection, on the basis
of precedent or ctherwise, to the purchase from time to time of such
smounts of one-year bills as seemed justifiable. Even in that, hovever,

the Coomittee should note that it was establishing a precedent fer it had
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customsrlly confined open market operations to short-term securitiee,
usually three-month bills. This hed been for a number of reasons,
among which was the theory that the three-monthk bill is en instrument
that always goes through cash. The auction is always covered. Now
it was proposed to go into one-year bills for precisely the opposite
reason; asmely, that the Treasury might be embarrassed. Nevertheless,
the one-year bill 18 a short-term security, and he agreed with the
proposal.

On other aspects of the matter, Mr. Bryan commented, he had a
great deal of sympathy with what Mr. Robertson haed said., He was afraid
thet if the Coumittee began tinkering with the 2-1/2 per cent bonds of
1961 it could Ao the Treessury an injustice. By a little tinkering, the
Committee could create a situastion In vhich public interest as to the
rollover would practically disappear.

Mr. Johns said he would be wllling to experiment, along the
lines suggested by Mr. Treiber, with some acquisition of the July 15
bills, for example, even including some swaps in the short-term ares.
However, there had been one aspect of the discussion at the March 22
Comnittee meeting that was not clear to him. As he understood the
comments mede at that meeting by Mr. Larkin, who attended in place of
Mr. Rouse, it was contemplated that a deeler with vhom a transection
wvas being conducted would be advieed that 1t was a swap transaction

in order to avoid confusion with transsctions intended to supply reserves.
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There followed discussion of this peint during which Mr. Roosa
offered an explanation of what he understood Mr. Larkin had hed in
mind. In substance, Mr. Larkin's point was that if the Desk were to
seek to effect a swep, it would of course wish to obtain the best
price and it vould as a general rule ask dealers for quotations on
both sides of the transaction. Hence dealers would ordinarily know
that & swap was involved and would not be confused or misled by the
transactions.

Messrs. Szymczak and Balderston then stated that they would be
favorable to the proposal outlined by Mr. Treiber insofar as it related
to one-year bills.

Chairman Mertin said that he would favor going shead with the
bills on an experimental basis, but that he would not go further and
hoped there would be a minimm of swaps. He Just did not like the
technique of swaps, and nothing that had come up had persuaded him that
it vas & good technique for the Account to use. He might be wrong, and
a little experimentation probably wes s good thing. However, he cer-
tainly vould be hesitant sbout going into the 2-1/2 per cent bonds of
1061, at the present time or in the near future.

Mr. Leedy commented that the explanation of swapping technique
presented by Mr. Roosa had differed somewhat from his understanding of
the procedure indiceted by Mr. Larkin st the Merch 22 meeting. This

clarification wes helpful toc him, for he felt that it would be a far
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better techuique to indicate generally that s swap was involved than to
attenpt to confine a whole swap transaction to any one dealer.

Mr. Rouse, who had returned to the meeting during the foregoing
discussion, commented that the volume of business through the Desk,
including open market transactions, forelgn account transactions, and
Treassury account business, 1s so large and contiouous that the Desk has
a good knowledge of its markets. Accordingly, 1f a dealer were to
propose a swap transactlion, the Desk would generally be in & position
to effect the swap or to execute one side of the transaction with such
dealer end the other side with another dealer, without further checking
of prices. Howaver, there would be times vhen the Desk would need to
check further to ascertain whether a proposal was in line with the market.

Chairman Martin then suggested thet the Comnittee act on the
basis that hed been outlined; nemely, to suthorize the Mansgement of the
Account to acquire up to $150 million of the one-year bills maturing
July 15, 1960, between now and the next Committee meeting, either through
swaps or outright purchases, with the understanding that the matter
would be called up sgain for review at the rext meeting of the Comittee.

Mr. Robertson stated thet he would vote againet proceeding on that
besis, for the reasons indiceted in the memorendum that he had read
pertaining to swep trensactions.

No other member of the Committee indicated that he would be

opposed to proceeding on the basis that had been suggested.
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Chairman Martin then referred to the letter that had been addressed
to him by & group of Senators under dste of March 12, 1960, which conteined
suggestions for change in some of the Federal Reserve opereting procedures,
and to the draft of proposed reply thet had been distributed to the Reserve
Bank Presidents under deate of April 8, 1960. He inguired whether any of
the mexbers of the Committee or other Fresidents had comments on the
draft of reply.

Mr. Leedy referred to that portion of the draft reply relating to
the prevention of undue speculation in Govermment securities, particularly
the part having to do with the possible issuance of a supervisory
instruction to Federal bank exeminers in terms thet prudent and sound bank
lending practice calls for sppropriate margine in the case of all loans
to nondealer borrowers egalnst Govermment securities as collateral. Mr.
Leedy pointed out that the Federal Reserve Banks Joan at par on United
States Government securitiee tendered &s collateral for advances to member
banke and that &ll of the Faderal bank supervisory agencies permit benks
under their supervision 10 carry Government securities at par regardiess
of market velue. In these circumstancee, he questioned vhether the approach
cited in the portion of the draft reply to which he had referred would
be consistent with these prectices and would be effective.

There followed some discussion of this point, during vhich Chairman
Martin said that the possible epproach to which Mr. leedy referred had
been discussed at length by the Board and the other Federal bank supervisory

egencles. It wes understood that one of the supervisors (the Comptroller
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of the Currency) intended to go aheed with such an instruction to exeminers
regardless of what the other agencies did.

Mr. Young pointed out that the suggestion was not new, having been
one of those advanced in the course of last year's Treasury-Federel Reserve
study of the Govermnment securities msrket.

Chairmsn Martin then comented that the points brought out by Mr.
Leedy were worthy cf consideration.

M¥Mr. Treiber suggested that the group of Senators sppeared to be
urging maessive purchases of longer-term Government securities by the
Federsl Heserve and that pertinent porticme of the draft rcply might be
revieved in that light.

There followed comments on whether massive purchases of longer-
term securities appesred to be envisaged by the Senstors, from which it
seemed that there might be doubt as to what scale of open market operations
in securitiss other than bills the group of Senators may have had in mind.
In responge to a question by the Chairman, Mr. Treiber sald he hed no
specific langusge to suggest for the proposed letter in relation to the
point he hed mentioned, and the Chairmen indicated that the point would
be borne in mind.

Mr. Mills commented that the proposed reply represented a
compromise of many views and, therefore, no one person might be completely
getisfied with the reply in the 1light of his own thinking, following vhich
Mr. Deming indicated that be bed a suggestion of an editorial nature that

he would pass slong to the Board's staff for consideration.
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It was agreed that the next meeting of the Federal Open Market

Committee would be held on Wednesday, May &, 1960, at 10:00 a.m.
Secretary's Note: In the light of asubse-
quent developments, the members of the
Conmittee and the other Presidents were
polled by telegram and it wes decided to
hold the next meeting on Tuesday, May 3.

Chalrmen Martin stated, as a matter of information, that repre-
sentatives of the Federal Reserve System, including & certaln nmumber of
Reserve Bank Cheirmen &nd Reserve Bank Presidents, might be called upon
to eppear at hearings before a Subcommittee of the Bouse Banking and
Currency Committee in connection with one of several bills introduced by
Congreseman Patmen, probebly H.R. 2790, which would call for a change in
the number of members of the Board of Governors, abolishment of the Federal
Open Market Committee, and transfer of the Committee's functions to the
Board. No date had yet been announced, he said, but it did not appeer
that any such hearings would commence until after Easter.

Secretary's Note: It was learned subse-
quently thet heerings probably would be
held instead on H.R. 8516, also introduced
by Congressmen Patmen, which would provide
for retirement of the stock of the Federal
Reserve Banks and purportedly would make
sny insured bank eligible for System
membership.

The meeting then edjourned.
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