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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY

AcTIONS, 1961

Period

Action

Purpose of action

January

February-
August

September-
December

December

Limited net sales of US.
Government securities from
Federal Reserve portfolio to
about $500 million. Member
bank borrowing at Reserve
Banks averaged only $50
million.

Bought substantial amounts
of U.S. Government securi-
ties with maturities over 1
year, following February 20
announcement that System
open market operations
would include securities out-
side the short-term area.
These purchases were partly
offset by net sales of short-
term securities. Total System
boldings of Governments in-
creased about $700 million.
Member bank borrowings
averaged $75 million.

Bought or sold at different
times varying amounts of
U.S. Government securities,
including securities with
longer maturities. Total Sys-
tem holdings of Government
securities increased about
$1.6 billion. Member bank
borrowings at Reserve Banks
remained generally low.

Raised, effective Jan. 1, 1962,
maximum interest rates pay-
able by member banks on
any savings deposit from 3 to
314 per cent, and to 4 per
cent on those left in the bank
for 1 year or more; also
raised maximum rates on
time deposits with a maturity
of 6 months to 1 year from 3
to 314 per cent, and to 4 per
cent on those deposits with a
maturity of a year or longer.

To encourage bank credit
and monetary expansion by
absorbing only part of sea-
sonal inflow of reserve funds
not otherwise offset by a
large gold outflow.

To encourage bank credit
and monetary expansion
while avoiding direct down-
ward pressure on short-term
interest rates, thereby mod-
erating pressures on the U.S.
balance of payments from
outflow of short-term capital
attracted by higher interest
rates abroad.

To continue to encourage
bank credit and monetary
expansion while allowing for
changing reserve needs due
to seasonal and other factors,
including a large gold out-
flow, and while continuing to
give consideration to the
})alanee of payments prob-
em.

To enable banks to compete
more effectively for savings
and other time deposits, in-
cluding foreign time depos-
its, thus moderating pres-
sures on the U.S. balance of
payments, and, over the long
run, to offer additional incen-
tive for the accumulation of
savings required for financ-
ing future economic growth.
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QOctober 3, 1961
1. Avthority to effect transactions in System Account.

The directive to the Federal Reserve Bank of New York, call-
ing for open market operations with a view to encouraging credit
expansion so as to promote fuller utilization of resources, while
giving consideration to international factors, was renewed with-
out change.

Votes for this action: Messrs, Balderston, Allen, Irons,
King, Mills, Mitchell, Robertson, Shepardson, Swan, Wayne,
and Treiber. Votes against this action: none.

There was no evidence of substantial change in the economic
and financial picture since the preceding meeting of the Com-
mittee, although the pace of expansion appeared to have moder-
ated somewhat. The demand for bank loans had been roughly
in line with business developments, with no indication of ex-
ceptional borrowing in expectation of higher interest rates or
inventory needs. Prices continued to exhibit stability, and there
remained an ynderutilization of plant capacity and a high rate of
unemployment.

In these circumstances, and in view of current Treasury
financing operations, the consensus favored continuation during
the period immediately ahead of approximately the same degree
of ease that had prevailed during recent weeks, in the belief that
a need for some additional credit and monetary expansion ex-
isted in order to achieve higher levels of resource utilization. A
minority of the Committee suggested, however, that doubts aris-
ing in the conduct of open market operations be resolved on the
side of less ease, principally in the thought that a gradual move
in such direction would place the System in a more advantage-
ous position if and when forces should accumulate that would
call for a positive shift towards a less stimulative monetary
policy.
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One member of the Committee, Mr. Mills, voted against the
implementation of policy in the manner indicated by the con-
sensus, believing that policy should now move more positively
toward a lesser degree of ease. While he would contemplate a
reserve base ample to support the credit needs of the economy,
in his judgment more than enough reserves were available to
satisfy such needs. Mr. Mills felt that the Committee must move
back from the present degree of ease cautiously and experi-
mentally. However, he was apprehensive about the degree of
liquidity of the commercial banking system and felt that a start
should be made toward limiting further expansion in, or per-
haps absorbing some of, that liquidity to the end that a result-
ing firming in the interest rate structure, besides paving the way
toward a possible increase in the discount rate of the Federal
Reserve Banks to 3% per cent, would reduce the disparity be-
tween short-term interest rates in the United States and Great
Britain and in that way give visible evidence of a determination
to use monetary policy as one means of keeping balance of pay-
ments problems and inherent inflationary tendencies under con-
trol.

2. Authority to effect transactions in intermediate- and longer-term securi~
ties.

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
within the terms and limitations of the directive issued at this
meeting, to acquire intermediate- and/or longer-term U. S. Gov-
ernment securities of any maturity, or to change the holdings of
such securities, in an amount not to exceed $500 million.

Votes for this action: Messrs. Balderston, Irons, King,
Mills, Mitchell, Shepardson, Swan, Wayne, and Treiber.
Votes against this action: Messrs. Allen and Robertson.

The recording of votes on the authorization reflected no
changes from previously expressed attitudes except in one case.
Mr. Mills stated that he continued to oppose purchases of longer-
term securities for the System Open Market Account and to
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favor reduction of the volume of such securities held in the port-
folio. He now felt, however, that further experience had justi-
fied operations in short-term Government securities other than
bills as being in the interest of a flexible conduct of monetary
policy. The advantages of policy flexibility that had been gained
through these dealings would be enhanced, in his opinion, if
more emphasis were placed on sales of such securities when with-
drawing reserves as compared with the weight that had been
given to purchases for the purpose of supplying reserves.
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