A meeting of the executive conmitiee of the Federal Open Market
Committee was held in the offices of the Board of Governors of the
Federal Reserve System on Tuesday, March 24, 1953, at 10:30 a.m.

FRESENT: Mr. Martin, Chafirman
Mr, Sproul, Vice Chairman
Mr. Erickson
Mr. Evanse
Mr., Mills

Messre, Robertson and Szymczak, members of the
Federal Open Market Comiittee

Mr. Riefler, Secretary

Mr, Thurston, Assistant Secretary

Mr, Vest, Genereal Counsel

Mr, Thomas, Economist

Mr,. Rouse, Manager, System Open Market
Acecount

Mr. Sherman, Assistant Secretary, Board of
Governors

Mr., Youngdshl, Assistant Director, Division
of Research and Statistics, Boaxd of
Governors

Mr. Leach, Chief, Govermment Finance Section,
Division of Research and Statistics, Board
of Governors

Mr, Bright, Director of Research, Federal Re-
serve Bank of Boeton

Before this meeting there had been sent to the members of the Com-
mittee a report of open market operations prepared at the Federal Reserve
Bank of New York covering the period March I to March 19, 1953, inclusive,
At this meeting Mr, Rouse presented a supplemental report covering commit-
ments from March 20 to March 23, 1953, inclusive, and cormented briefly om
the reports, copies of which have been placed in the files of the Federal

Open Market Committee,
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Upon motion duly made and seconded, and
by unanimous vote, the transactions in the
System open market account for the period March
4 to March 23, 1953, inclusive, were approved,
ratified, and confirmed,

At Chairman Martin's request, Mr. Thomss commented upon recent
economic and credit developments which had been revieved in a staff memo-
randum dated March 20, 1953, copies of which were distributed to the members
of the committee before thie meeting. Mr, Thomas stated that the general
economic situation continued strong with production and incomes expanding
moderately and fairly stable prices, Credit demands were still large.

He said that the forcing of automobiles and other durable consumer goods
upon dealers was & factor which might result in price cuts for such producte
later in the year and a curtailment in production. At the present tims,
however, there was no indication of any down turn in economic activity,
Capital markets continued to reflect a very large volume of corporate anmd
municipal issues. With respect to credit, Mr, Thomas noted that consumer
and real estate loans at banks have expanded further and that following
contraction earlier in the year, business borrowing had increassd sharxply
in the past two weeks, partly as a result of borrowing for tax purposes,
Mr. Thomas stated that the outlook was for continuation of a fairly tight
market for the next few months unless there was a seasonal contraction in
the volume of credit,

Chairmen Martin asked Mr, Rouse to comment on whether recent soften-

ing in the Govermment securities market reflected a fundamental change in
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the situation or whether it was the result of profeseional activity or
other factors,

Mr, Rouse sald that the current discusesions of prospective Treasury
financing which the Treasury had been cerrying on with the American Bankers
Association Conmittee on Govermment Borrowing and others had resulted in
uncerteinty in various parts of the country concerning the course of prices
in the long-term market, There had been & small increase in selling of
Govermment securities, but the situstion was primarily one im which there
wvas little buying; although bonds were not being pressed on the market, it
vas known that variocus insurance companies and others had such securities
avallable for sale., The interest in the market presently, Mr. Rouse said,
vas almost entirely in the short-term sector,

Mr. Ralph Leach felt that recent developments reflected largely a
professional readjustment in the market based on talk of Treasury financ-
ing. Until the Treasury made an amnnouncement which would clarify its plans,
+he present uncertainty would continue, He attached significance to the
recent tendency of insurance companies to look with great interest on 1-1/2
per cent five-year Treasury notes which they could obtain by conversion of
2-3/4 per cent bonds of 1975-80, since they could sell such notes at 96 or
97 thus suffering less of a loss than if they sold 2-1/2 per cent or other
long-term bonds. Mr, Leach aleo menticned a growing concern on the part
of some investors regarding losses that might be taken on municipal bonds

purchased in the past two or three years,
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Following a discussion of the remarks by Messrs. Rouse and Leach,
Mr. Sproul referred to the recent release of the Board of Governors giving
prreliminary findings of the 1953 survey of consumer finances, BHe asked
vhether press interpretatione of the survey may not have overstated buying
rrospects during 1953, and suggested that the interpretations had been more
bullish than vere Justified by the report. While he wae not questioning
either the accuracy of the figures compiled or the wisdom of releasing the
deta, he emphasized that consumers might well change their plans for buying
if they came to realize that there was not likely to be any tax relief thie
year and that the Federal Government's budget situstion was not going to be
inproved materially in the immediate future,

Chafrman Martin egreed strongly with Mr, Sproul that there was
a poasibility of misinterpreting the data in the survey of consumer finances,
adding that the Board had been avare of this possibility in relessing the
data and had tried to guard ageinst unjustified interpretations., He went
on to say that it wvas exiremely difficult to evaluate the psychology of
the public at this time, that there had been a boom psychology as a result
of the election last November, and that there were many signs that that
psychology was continuing at presenmt,

In response to a question from Chairman Martin, Mr. Erickson stated
that, as he had reported at the meeting of the Open Market Cormittee on
March 4, loens of banks in New England vere running counter to the tendency

in the United States as a whole and were continuing to increase, the largest
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increases being in the textile, apparel, and leather-goods industries,

Mr, Erickson said that most of the banke in New England seemed to think that
loans would continue to increase., Considering the over-all economic situ-
ation, he did not feel that there was any call for an easing of credit
policy at this time. On the contrary, Mr. Erickson suggested it would de
desirable for the Board or perhaps for the several bank supervisory agencies
acting Jjointly to issue some kind of a statement on the expansion of con-
sumer credit which would be designed to bring caution to lenders inm that
fiela.

Mr, Sproul stated that one of the directors of the New York Re-
serve Benk at a meeting last week made a suggestion similar to that of Mr,
Erickson, and, in response to e question by Chairman Martin, Mr. Sproul
said that if there were indications that commercial banks were adopting
the same loose practices in granting of real estate credit that seemed to
be developing in consumer credit, he would think the same arguments for
caution could be applied in that field, Mr, Sproul went on to say that he
was & rather poor advocate of general statements of the type suggested
because he did not believe too strongly in them as contrasted with the
pover of general credit controls, He felt genseral credit controls were
having an effect in the consumer credit field, although perhaps not as
fast as might be desired,

Mr. Robertson referred to recent discussioms with the credit policy

commission of the American Bankers Association, stating that that growp
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had appointed a committee which expected to keep in touch with developments
in the consumer credit field with a view to cautioning benks whenever they
appeared to be getting out of line in their general policies relating to
such credit, He was hopeful that the efforts of this committee might keep
banks from getting too far out of line in granting credits either to
individual consumers or to finance companies,

Chaiyman Martin suggested that there be a discussion of the discount
rate of the Federal Reserve Banks and of what the attitude of the System
should be toward it during the next few weeks, including consideration of
vhat, if any, further credit restrictions should be gought and what
attempt should be made to mesh actions in this respect with debt manage-
ment problems. He referred to the current very close working relations
between the Treasury and the Federal Reserve, stating that any possible
use of the discount rate to increase restrictions should be considered
in relation to the possible offering of a long-term dond by the Treasury.
The Chairman expressed concern that there might be a bdullish movement
during the spring months of this year followed by & sharp drop; many
persons, however, d4id not fear such a boom development, While he wvas not
certain what if anything the System could do to help the situation;, he
felt that the problem should be considered in terms of whether the System
by acting now could minimize additional boom during the next three months,

With respect to the suggestion for a public statement regarding

expansion of consumer credit, Chairmen Martin said that, as he had indicated
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previously, he believed it would be desirable if the Federal Reserve
Act contained permanent authority for regulation of consumer and real
estate credit, It was a different thing, however, to try to use such
controls where euthority was given on a temporary basis in the framework
of a defense program. While he did not want credit in this field to mush-
roon to the point where it would deetroy the whole community, he felt that
any agency would be taking on a great responsibility in saying that certain
terms would be unsound in a permanent defense economy such as now seemed
to be developing, when individual credit grantors believed such terms
wvere suitable, The Chairman did feel, however, that the committee should
consider the possible use of general credit controls to bring further
restraint in the immediete future, end he called upon Mr, Sproul for
his assessment of the business picture,

Mr, Sproul's statement was substentially as followe:

"My views do not differ from the general picture presented
in the staff memorandum on recent economic and credit develop-
ments distributed before this meeting or from the general com-

ments made by Mr, Thomas, All of our reports reflect an
economy running in high gear without inflation or defletion

being dominant at the moment. There are disturbing signs, how-
ever, which suggest that a continued policy of credit restraint
is desirable. Credit shouldn't be too readily available
(a) To finance inventory accumulation--a prop to
production,
(b) To finance consumer and mortgage debt--a prop
to consumption,
(¢) To facilitate business outlays for plant and
equipment at even higher levels than last year,
(d) To postpone desirable and corrective adjustment
in production and prices, or
(e) To make it easy to grant or obtain wage increases
and float them on rising prices.
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"We don't want a bubble on top of a boom.

"The System hae continued to pursue a policy of credit re-
straint since the first of this year, Roughly, up to March 11,
the bank gain of reserves from declipes in currency circulation
and required reserves was offset by losses due to gold and
forelign account transactions and reductions in System holdings
of Governments, During the week ended March 18, banks gained
ahout 800 million of reserves, which were used to reduce borrow-
ing to about 1 billion and to increesse excess reserves to about
875 million. These gains will be reversed this week as float
goee down and the Treasury takes funds out of market, The banks
willl have to draw on their excess reserves snd increase their bor-
roving. From then on through the second guarter, banks are likely
to lose funds mainly through currency withdrawels and further
losses on forelign account, There may be some offeet through e
reduction in reserve requirements consequent upon & seasonal de-
¢line in business loane, but there could also be a further rise
in consumer loans and in investments.

"To continue our policy of credit restraint, (by keeping
the banks continucusly in our debt in amounts, ranging around
1-1/2 billion), but not to accentuate 1t, we would have to make
outright purchases of Government securities during the coming
quarter in an amount sufficient approximately to offset reserve
losses through increased currency circulation and foreign ac-
count transactions, Temporary periods of strain can be met by
repurchase agreements, but this looks like a period of continued
and persistent tightness in the money market,

"If we want to tighten the situation, we could withhold
funds from the market, That 1s when we shall run into the Treas~
ury needs, even though we want to divorce ourselves, as far a®
possible, from Treaswry flnancing reguirements. The fact appears
to be that the Treasury i1s going to have to be in the market for
new money (as well as refundings) at a time of business boom when
it shouldn't be a borrower, We can't ignore the situation Just
because it shouldn't exist, Unless inflationary pressures be-
come stronger, we would not be Justified in tightening the screws
further at this time,

"If the Treasury is going to have to do some new money fi-
nancing in May (as well as make some sort of a refunding offer to
holders of maturing F and G bonds), and if it wants to try out the
market for & long-term issue at competitive rates, I don't think
we should object, From the standpoint of credit policy it seems
desirable to dampen the capital market, which is now being used to
feed the consumer credit market and the mortgage market as well as
to support a substantial load of private capitel projects. It is
& Tressury decision, of course, but there would seem to be no ob-

Jection from the standpoint of credit policy.
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"Finally, while I think a continued policy of credit restraint
is indicated and desirable, we are now entering = period when we
should be alert to signs of a down turn in economic activity which
might call for a relaxation of credit restraint., This is particu-
larly so since, if business and consumers become convinced there ie
no likelihood of early tax relief, we may see changes in both busi-
ness plans and consumer anticipations., If such a course were fol-
loved - i.e. by keeping on the present restraint and keeping banks
under pressure to supply reserves through continuing a high level
of borrowings from us -~ action on the discount rate would depend
on the effect of our open market policy. Regardless of whether
rates in the short-term market stay where they are, or whether
they continue to move up and awey from the discount rate it coems
to me open market operations represent the first step. In other
vords, let an increase in the discount rate be an effect of de-
velorments in the open market, rather than have the discount rate
give a signal which I don't think we are in & position to give as
to ths longer range outlook."”

Mr, Mille wondered whether it might be desirable to present a
factual analysis, perhaps in the monthly reviews of the Federal Reserve
Banks, which would give scme guldance as to the reasons for changes in
the interest rate structure, By explaining the normsl relationships,

Mr. Mills thought that readers would know that the recent increase in
long term interest rates was a reflecticn of changes in supply of and
demand for funds, and not a reflection of a deterioration in the quality
of public credit,

Mr. Sproul felt that, as had been indicated by Mr. Leach, the only
kind of statement that would resolve the uncertainties and clear away the
vapor nov in the market would be a statement by the Treasury as to vhat
it is planning to do in the way of financing.

Chairman Martin noted that discussions were going on currently at

the Treasury regarding its financing problem, particularly the question
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of how to deal with maturing Series F and G bonds. He guestioned whether
anything but action by the Treasury would reduce uncertainty with respect
to interest rates on Treasury securities.

Mr. Evans stated that he still questioned whether the policy of
restraint followed by the Federal Open Market Committee in recent months
had been as restrictive as would have been desirable, that moet classes
of bank loans were now higher than a few months ago when the Federal Open
Market Committee felt the expansion then teking place should be restrained,
and that while he did not know whether this was the time to increase the
discount rate, he would be in favor of some tightening in the situation
generally,

Mr, Sproul said that he 4id not believe that bank credit could de
gotten easily for any purpose at the present time, that loans had not been
increasing since the first of this year, aud that he would anticipate some
seasonal decline in bank loans during the next few weeks.

At this point Mr, Carpenter, Secretary of the Board of Governors,
Joined the meeting,

Mr. Szymczak said that if there were to be further tightening along
the lines suggested by Mr. Evans, the question was whether it should be
done by en increase in the discount rate at this time, by teking other
action to limit advances made by the Federal Reserve Banks, or whether
restriction should be by open market operations. He felt that im any

event 1t would be necessary for the System to supply reservee to the



3/24/53 -11.
market for temporary periods to avoid excessive strain,

Mr, Robertson expressed the view that, in the light of the com-
ments made by Mr. Sproul and the views on the economic and credit situs-
tion discussed at this meeting, it would seem difficult to Justify not
"throwing up a red flag" to indicate the dangers in the gituation. He
suggested that if this were done by an increase in the discount rate and
the situation turned out differently, the action could guickly be reversed,

Mr, Rouse said, in response to Chairman Martin's question, that he
felt an increase in the discount rate would have guite a noticeables effect
in the money market at this time, that such effect would depend upon the
amount of the increass, and that if an increase of as much as 1/2 per cemt
were to be made, the effect would be very marked,

Mr. Sproul inquired as to the purpose of the "red flag" mentioned
by Mr. Robertson, BHe said that he was not particularly worried about the
present situation except iIn the sense that, after the economy has been going
along at high levels for a long period, it seemed inevitable that there would
be a dscline in activity at some time, The present situation appeared to
be strong with a danger of some dropping off later on, but at least in terms
of prices it did not appear to be inflationary. Mr. Sproul felt that use
of open market operations would prove a much more flexible instrument at
this stege than would the use of the discount rate, Continued pressure on
bank reserves through open market operations would not try to express

a judgment of the Federal Reserve on the economic outlook, in the same



3/24/53 -12-
vway and to the samé extent as would an increase in the discount rate, and
would be instantly reversible if that seemed called for., He also felt it
would not be desirable to try to shock the whole conmunity by taking action
on the discount rate when the Treasury was about to go to the market for

nev mouey.,

In response to a queetion by Mr. Szymczak, Mr. Rouse stated that
the Treasury would find it necessary to make some kind of a statement aa
to its handling of maturing F and G bonds within the next 10 days.

There followed a general discussion of poseible changes in the
Treasury balance, in excess reserves of member banks, and in borrowingse
at the Federal Reserve Banks during the next several weeks, during which
it was suggested that by early April borrowings were likely to be some-
where in the neighborhood of 1-3/4 to 2 billion dollars assuming that scme
further gold outflow took place,

Mr. Youngdahl noted that the Treasury had drawn down its balance
to very lov levels, that "float" is now very high, and that the preesent
money market may not be a good indicator of short-term interest rates
because of the reserves that have been made available from the Treasury
balance and float., He felt that in the next two weeks there would be a
substantial adjustment in the money market and that the rate on Treaswy
bills, which is now around 2 per cent, might move back to 2.10 or 2,12 or
higher, if banks became less willing to borrow, Mr. Youngdahl suggested
that it might be desirable to have some additional pressure againet borrowing
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in the form of an increase in the coste of discounting,

Chairman Martin said that a persuasive case could be made for in-
cressing the costs of borrowing at the Federal Reserve Banks, that the
principal offsetting consideration wae that the Treasury would find it
necessary to go to the market very shortly. If the Treasury should de-
cide to go the market for long-term funds, the Chairman said, such
action would fit in extremely well with credit policy.

Mr. Thomas felt that it might be better to act now to increase
restraint on the money market and get the adjustment out of the way before
the Treasury came into the market, since otherwise it would be difficult
for the Federal Reserve to tighten conditions after the Treasury had
made an announcement.

Mr. Sproul said that while the committee would not wish to support
a Treasury financing as such through open market operations, he d4id not
think it could ignore the Treasury situation; that we wers now in s war-
time economy with war-time financing having to be done at a most inappropriate
time in terms of the economic situation end credit policy. By use of open
market operations, the System could get pressure in the best possible way
without having to make a Judgment as to future prospects which it wae not
in a position to forecast with any degree of certainty.

Chairman Martin stated that if a signal such as Mr. Robertson sug-
gested was given by raising the discount rate when it would lead the mare

ket, as it would at the present time, it might achieve vhat wes wanted in



3/24/53 -1k-

the way of restraint; it would, moreover, be a most effective psychological
factor indicating the Judgment of the centrel bank as to the economic ocute
look, quite apart from any judgment that might be indicated on the interest
rate structure. With respect to Mr, Sproul's suggestion for letting open
market operations determine the additional pressure, the Chairman said he
assumed this reelly meant a lack of open market operations, a lack of sup-
plying additional reserves to the market,

Mr, Sproul stated that he meant to avoid supplying reserves beyond
vhat was peeded to offset the effect of foreign transactions and currency
demand on the reserve position of the member banks, and then the Fedsral
Reserve should follow up, rather than anticipate, the losses in reserves
resulting from a gold outflow or increase in currency. BHe felt that this
general approach should be followed, As to the next few weeks, the course
of open market operations would depend on vhether the committee wished to
permit drains resulting from further gold outflow and currency demand to
have their full effect in the money market, It was not a question of
putting esse Into the market, Mr. Sproul sald, but & question whether
ths System should maintain the re-created pressure that could be expected
in a week or ten days, or whether it should take affirmative or negative
action to tighten the money market further,

Mr. Mills felt that any further gold outflov and increase in cur-

rency demand should be permitted to have their full restraining effects,

and Mr. Evans agreed with that view,
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During the ensuing discussion, it was suggested that the next meet-
ing of the executive committes would be held in about two weeks whenm the
rebullding of the Treasury balance and seasonal increases in currency
circulation would be having their effects. Under these circumstances,

Mr. Mills felt that e decision in the matter should be delayed umtil that
timse,

At Chalirman Martin's suggestion it was agreed that the next meeting
of the executive committee would be held at 10:30 a.m. on Wednssday, April
8, 1953. 1In the meantime, he stated, it appeared that the market would
continue tight and it wae his suggestion that operations of the System ac-
count be carrled on during this period so as not to encourage ease, This
suggestion wes approved unanimously.

In discussing the general instructions to be issued to the New
York Bank, Mr, Rouse suggested that the limitation in the second paragraph
regexrding purchases of special certificates of Indebtedness for the temporary
accommodation of the Treasury be reduced from $2 billion to $1 billiom,

Thereupon, upon motion duly made and
seconded, the executive committee voted
unanimously to direct the Federal Reserve
Bank of New York until otherwise directed
by the executive committee:

(1) To make such purchases, sales, or exchanges (in-
cluding replacement of maturing securities and allowing
maturities to run off without replacement) for the System
account in the open market or, in the case of maturing secu-
rities, by direct exchange with the Treasury, as may be
necessary in the light of current and prospective economic

conditions end the general credit situation of the country,
with a view to exercising restraint upon inflationary
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develoyments, to correcting a disorderly situation in the
Government securities market, to relating the supply of funds
in the market to the needs of commerce and business, and

to the practical edministration of the aceount; provided
that the total amount of securities in the System account
(including commitments for the purchase or sale of securi-
ties for the account) at the close of this date shall not

be increesed or decremsed by more than $1 billien;

(2) To purchase direct from the Treasury for the ace
count of the Federal Reserve Bank of New York { with discre-
tion, in cases vhere 1t geems deeirable, to issue participa-
tions to one or more Federal Reserve Banks) such samounts of
special shoitv-term certificates of indebtednese as may be
necessary from time to time for the lemporary accommodation
of the Treasury; provided that the total amount of esuch
certificates held at any one time by the Feleral Reserve
Banks shall not exceed in the aggregate $1 billion,

Mr, Carpenter withdrev from the meeting at this point,

Chairman Martin then referred to a memorandum from Mr, Vest dated
Mexrch 20, 1953, concerning implementation of actions taken at the meeting
of the Federal Open Market Cormittee on March 4 and 5, 1953, relating
primarily to the recommendations contained in the report of the ad hoc
subcommittee on the Government securities market, A copy of Mr, Vest's
memorandum had been sent to each member of the executive committee before
this meeting, There was a brief discussion of the memorandum, during
which 1% was egreed that the matters referred to therein be teken up at
the next meeting of the executive committee,

Thereupon the meeting adjourned,
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