A meoting 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, December 3, 1957, at 10:00 a.m.
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Messrs., Johns and Deming, Presidents of the PFederal
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respeciively

Mr. Riefler, Secretary

Mr. Thurston, Assistant Secretary

Mr., Sherman, Assistant Secretary

Mr. Hackley, General Counsel

Mr. Solomon, Assistani General Counsel

¥Mr. Thomas, Economisi

Messrs. Atkinson, 3opp, Marget, Mitchell, Roelse,
Tow, and Young, Assocliate Economistis

Mr. Rouse, Manager, System Open Market Account

Mr. Carpenter, Secretary, Board of Governors

Mr. Miller, Chief, Government Finance Section,
Division of Research and Statisties, Board
of Governors

Mr. Gaines, Manager, Securitles Department,
Federal Reserve Bank of New York

Messrs. Daane and Wheeler, Vice Presidents of
the Federal Reserve Banks of Richmond and
San Francisco, respectively; Mr. Ballesg,
Assistant Vice President, Foderal Reservo
Bank of Cleveland; Messrs, Parsons and
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Coldwell, Directors of Research at
the Federal Reserve Banks of
Minneapolis and Dallas, respectively;
and Mr. Meigs, Economist, Federal Re=
serve Bank of St. Louls.

Chairman Martin presented for the approval of the Comnittee %the
revised draft of the minutes of the meeting held on November 12, 1957,
Copies of the minutes had been circulated before this mesting, together
with a memorandum showing changes that had been made in the preliminary
draft of those minutes.

Mr. Roberteon referred to the wording of the directive appearing
on page U6 of the mimeographed copy of the draft of minutes, and specifie
cally to clause (b) in the first paragraph calling for open market opera=
tions with a view, among other things, ™to fostering sustainsble growth
in the economy without inflation, by moderating the pressures om bani
reserves,® He did not recall voting to approve that part of the elause
following the comma which called for “moderating the pressures on bank
reserves."™

Mr. Riefler stated that the wording of clause (b) as recorded in
the minutes was the wording arrived at in the discussion at the meeting
on November 12 and that the wording had been read a number of times
during the discussion. There had been no indication of dissent from
that wording when the Chairman had called for comments regarding the
change.

Mr, Robertson stated that he had not understood that the direc-

tive adopted at the November 12 meeting was to have inserted im (1)/d}
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the clause "by moderating the prezsures on bank reserves,® If he had
80 understood, he would have voted against it. Consequently, he wished
to have the minutes of that meeting show his adverse vote and the
reason therefor.

There was a discussion of the procedure followed in arriving
at the change in wording of the directive at the November 12 meeting,
in the course of which Chairman Martin said that, while this was an
®after the fact" discussion, the minutes of the November 12 meeting
had not been approved and he could see no objection to having anybody
who wished to do so clarify the statement of his wiews both for the
minutes and for the record of policy actions that would be published in
the Board's Annual Report for the year 1957.

Mr. Shepardson said that he would like to have included in the
minutes of the November 12 meeting a comment that he had made and which
the Secretary had informed him was included in notesz of the mesting but
which had not been set out in the minutes. Thiz was a detail that he
had not noted when the preliminary draft of the November 12 minutes
was sent to him beczuse he did not read the minutes in full at that
time.

Chairman Martin stated that he saw no objection to including
such a comment in the mimutes, He suggested that, under the circume
stances, approval of the November 12 minutes be held over until the
next mesting of the Committee and that another revision be disiributed

80 that the members of the Committee would have the exact wording of
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the changes before acting to improve the minutes. Chajirman Martin
went on 1o say that it was incumbent on all members of the Committee
to read the drafts of minutes as they came around and to get their
suggestions in before the meeting at which the minutes were to be
presented for approval, or, if that was not possidle, to ask that they
be held up until they had had an opportunity to suggest revisions,
Otherwise, the Chairman felt there was danger that the Committee would
not have an accurate record of its meetings,

It was undersiood that the procedure suggested by Chairman
Martin would be followed.

Before this meeting there had been distributed to the members
of the Committee a report prepared at the Federal Reserve Bank of New
York covering open market operations during the period Hovember 9
through November 26, 1957, and a supplementary report covering commite
ment8 executed November 27 through December 2, 1957. Copies of both
reports have been placed in the files of the Federal Open Market Com=
mittee.

Commenting on operations since the November 12 meeting, Mr.
Rouse pointed out that the directive and instructions adopted by the
Committee at that meeting contemplated a different set of circumstances
than those that actually developed following the change in discount
rates. Acting within the new circumstances emerging from the disccunt
rate action, the Account Managemeri carried out the instructionz of "N

Committee, although at times there had been differences beiween Lhe
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actual reserve statistics and those disew t the last meeting.

Mr. Rouse reported that he had not been too much concerned about the
higher-than-anticipated net borrowed reserve figures this past week
since to have attempted to reduce them in the prevailing bullish
atmosphere would have made the System look silly in the market. The
change in the discount rate had a definite easing effect on market
psychology. Also, active rumors that reserve requirements would be
changed had been an easing influence during the past woek, a2 had been
the relatively sasy raserve position of the New York banks. In supplye
ing reserves to the market, Mr. Rouse reported that as much as possible
had been done through repurchase agreements in order to make it easier
to withdraw these reserves if that vhould be advisable later,

Mr. Rouse went on to say that the projectioms suggeat the need
for a rather sizable release of reserves through open markef operations
during the next few weeks. To the extent possible, these funds also
would be supplied through repurchase agreements, g¢ that the withdrawal
of reserves after the end of the year would be simplified.

With respect to the Treasury financing, Mr. Rouse reported that
the refunding was definitely successful, but the attrition, while rela-
tively small, was etill surprisingly large. There must have been a good
many small blocks of the December 1 certificates on which the profit to
be made by selling “rights® at a 6/32nd premium was not sulficient to

Justify the effort of selling them.
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Thereupon, upon motion duly made and
seconded, and by unanimous vote, the open
market transactions during the period
November 9 through December 2, 1957, were
approved, ratified, and confirmed.

Prior to this meeting there had baen distributed copies of (a)
a letter from Congressman Abraham J. Multer, dated November 22, 1957,
addressed to Chairman Martin, requesting copies of the daily reports
of dealers' operations in U. S. Government securities for each of the
17 bank and nonbank dealers who trade in Government securities with the
System Open Market Account covering the days November 11-15, 1957, and
(b) a letter from Congressman Wright Patman, dated November 26, 1957,
referring to the photostatic copies of records of transactions of tha
System Open Market Account transmi<ted with Chairman Martin's letter
of November 12, 1957, and requesting additionzl information and
explanations concerning not only transactions for the Syestem Open Market
Account but also concerning blds submitied by Covernment securities
dealers in the Monday Treasury bill auctions.

Chairman Mar4in said that he would like 1o have an expression
of views concerning the handling of these letiers. He felt that the
Federal Resgerve should be reasonable in supplying information, but he
thought some of “n1s requests being made by My, Patman and others might
go beyond what the System reasonably could be expected to supply.

Mr. Hayes said that he and members of the staff at the New York

Bank had studied the requeste of Messrs. Multer and Patmam carefully.
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With respect to Mr. Multer's request, Mr. Hayes said that he felt it
could be turned down quickly and positively because it was a request
to reveal information which the System account received on a strictly
confidential basis. There seemed to be no question but that there wae
reasonable grounde for refusing to disclose the requested information.

With respect to Mr. Patman's letter, Mr. Hayes said that soms
of the data might represent a reasonable request and might be helpful
in understanding more about the System's operations. He felt that in
general it would be desirable to take a little time in studying this
request and in preparing whatever rusponse seemed appropriate. It was
Mr. Hayes' thought that the Secretary of the Committee, in consultation
with the Chairman, the Vice Chairmsn, and the Manager, might work up a
draft of letter for consideration at a later meeting.

At Mr. Hayes' request, Mr. Rouse then commented in some detail
on Mr. Patman's letter, after which there was a general discussion of
the requested material. In connection with discussion of the request
for dealers' bids in the Monday Treasury bill aucticns, it was sug-
gested and agreed that this was not Open Market Committee record
material and that any request for such information would properly have
to be directed to %he Treasury Depariment. Regarding Mr. Paiman's
request for information on System account ransactions up te June 30,
1957 rather than to the end of 1956, one vievw was that there might be
no objection to providing information to that date in view of subsequent
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developments in System credit policy, while another view was that no
information should be given regarding transsctions until the open
market policy record required by section 10 of the Federa)l Reservs
Act to be included in the Annual Report of the Board of Governors
to the Congress had been submitted and made public.

After discussion, Chairman Martin stated that the suggestion
Mr. Hayes had made for denying Congressman Multer's request for informa-
tion regarding dealers® operations on the grounds that the information
was strietly confidential seemed an appropriate way to dispose of tha?d
matter. With respect to Mr. Patman’s request, he suggested that in
line with Mr, Hayes! proposal, Mes.rs8. Riefler and Rouze bo requested
to prepare a draft of reply in the light of the discussion at this
meeting for consideration at a later meeting of the Committec.

There was agreement with these suggestions, and it was under-
stood that appropriate draftez of letters would be prepared.

During this discussion, Mr. Szymcz2ak withdrew f{rom the meeting.

In this connection, Mr. Riefler noted that drafts of replles to
the list of questions submitted by Congressman Petman to Chairman Martin
on August 6, 1957 when he appeared before the House Banking and Currency
Committee in comnection with the Financial Institutions Act of 1957 were
largely completed and that they would be circulated to the members of
the Committee within the near futuree.

Chairman Martin next referred to a telegram that had been sent
by the Secretary on November 25, 1957, to the available Committoe members
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and to the Presidents who are not currently members suggesting that
because the Treasury expected that it would be necessary to borrow
temporarily from the System at times during December it would be
appropriate to reconsider the rate of interest at which specisl
certificates of indebtedness are purchased from the Treasury under

the authority contained in the second paragraph of the Committee's
directive to the Federal Reserve Bank of New York. The telegram
noted that the rate charged for this facility--currently 1/L per centee
was last approved by the Federal Open Market Committce at its meeting
on June 2B, 1949, and that the facility was last used in March 195k.
The Manager of the System Open Market Account had recommended that,
considering the existing market rates of interest, the rate on special
certificates of indebtedness purchased direct from the Treasury be
increased to a level 1/k per cent under the discount rate of the Fed-
eral Reserve Bank of New York, and the Secretary concurred in this
recommendations The telegram also stated that the Treasury was agree-
able to this rate.

Chairman Martin saild that at the tims the telagram waes sent, it
appeared that the Treasury would wish to use the facility ia December
and that in order to have a changed rate effective, a Committee decision
would have been needed that week. However, it had developed that the
Treasury would not use the facility immediately and the matter bad there-
fore been held over for consideration at this meeting. Chairman Martin

went on to say that the Treasury had been trying %o put &1l Government
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transactions on a realistic interest bearing basis and that the sug-
gestion to have these special certificates carry a rate 1/} per cent
below the discount rate would seem to be in line with the general
Treasury position. There had also been some discussion of whether

the rate for the Treasury's borrowings from the Federal Reserve might
preferably be 1/2 per cent below the discount rate. On the other hand,
the Chairman said that some individuals had spoken to him, indicating
that they were inclined to keep the existing rate of 1/h of 1 per cent
on the grounds that such Treasury horrowings were stricily an emergency
operation. Chsirman Martin said that he had no atrong feeling about
the question, although he was inclined to feel that if this type of
borrowing were to be put on & business basis a rate either 1/4 or 1/2
per cent below the discount rate would be appropriate.

Mr. Rouse commented on the origin of the 1/L of 1 per cenmt rate,
stating that when it was established in the 1940s it was with the thought
that the principle of having the Treasury pay a rate of interest should
be maintained. Several months ago, the question had come up in a discuse
sion with Mr. William Heffelfinger of the Treasury and out of that
discussion arose the suggestion thai the rate charged on these special
certificates be placed on a more realistic basis. There was no immediate
need to use the facility, Mr. Rouse said, but a short time sgo when it
appeared that the Treasury would nced to borrow direct from the Federsl
Reserve Banks during December the question was brough® up agaim. Mvo

Rouse =aid he thought the suggestion of a rate 1/L per cent delow the
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discount rate was one he would recommend, which he did, and Mr, Riefler
had joined him in the recommendation. He noted that these were transe
actions between two Governmental bodies and stated that for such transe
actions it seemed appropriate to have a rate slightly different from
that charged private borrowers.

Mr. Hayes added that the Treasury certificates of indebtednessz
were comparable to very short-term Treasury bills, which usually sold at
a rate less than the discount rate.

Mr. Vardaman said that in suggesting a rate below the discount
rate, he had in mind the fact that borrowings by the Treasury from tre
Federal Reserve were properly considered temporary emergency borrowings.
He suggested that there might be an unwarranted attack on the System if
it charged the Treasury a rate for emergency borrowings that was charged
private borrowers. At the same time, he believed that it would not be
realistic to charge only 1/ of 1 per cent on such borrowings, considere
ing the general structure of rates now prevailing.

Chairman Martin said that on a strictly business basis, the bore
rowings of the Treasury on the temporary certificates should be at a
lower rate than the discount rate. e felt, therefore, that the setting
of a rate 1/l or 1/2 per cent below the discount rate could be justified,

Mr. Mills inquired whether there would be amy merit to a formula
that would set the discount rate as 2 maximum on these borrowings by the
Treasury, with a minimum rate being that which applied on the latest
issue of Treasury bills, presuming, of course, that that rate was below

the discount rate.
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Mr. Riefler said that this had been considered. The only
problem was that before the Treasury reached the point of using
this facility 1t usually had made other adjustments such as use of
the Stabilization Fund which forced down the bill rate. Thus, if
the rate on the latest bill issue were to be used in the formula,
it might get us into problems.

Mr. Allen said that he did not think it made too much dif-
ference what rate was charged on these borrowings. He would go along
with the comments of Mr., Vardaman that the rate should be below that
charged private borrowers, and he said that an offhand reaction on
his part would have been that the rate charged the Treasury might be
set at, say, 2 per cemt,

Mr. Robertson said he thought this was a lot ¢o do about
nothing., The only importance was from the public relations standpoint.
Regardless of the rate charged, 90 per cent of any earnings that the
System got from such borrowings went to the Treasurr and the actusl
cost to the Treasury could not be of much importance. FEe understood
there had been a time in the 19208 when the rats charged on these
special borrowings by the Treasury was relatsd to the discount rate
and that it got as high as L per cent or perhaps higher. The System
had not had authority to purchase securities direct from the Treasury
for several years from the 19303 up until 1542. The rate of 1/h per
cent was fixed after limited authority for direct purchases was pro-
vided in Section 1l (b} of the Federal Reserve Act in 1542, and it had
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remained unchanged since. Since theses direct borrowings by the
Treasury could be termed emergency in nature, Mr. Robertson thought
there was much to be said for considering that the use of the facility
was for the benefit of the whole country. Philosophically, he could
not see any reason for any interest charge on such emergency-nature
transactions, although he would not argue against the present 1/}

per cent rate. He did feel, however, that the direct borrowings

should be kept on an emergency use basis, and he thought the present
charge of 1/l per cent would help do that. It represented some charge
to the Treasury, but it was not a market rate and did not put the charge
on & business incentive basis. Therefore, his judgment would be 4o let
the present rate stand since he could not see that it did any harm or
that a change would do any particular good.

Mr. Thomas commented that when the 1/L per cent rate on direct
Treasury borrowings was set in the 1940s it was related to the discoumt
rate in the sense that the discount rate was then 1/2 of 1 per cent and
the System stood ready to purchase Treasury bills at 3/8th of 1 per cent
on option.

Chairman Martin said he thcought Mr, Robertson had made the case
for the status quo as well as it <«uld be made. He did not agree wish
the logic of that case because he bslieved that the rate shoulid be re-
lated to the whole business process. As Mr. Thomas had pointed out,
the history of the rate had been related to the discount rate, It

seemed to him that some relationship between the ratc charged the



12/3/517 “1)-

Treasury on direct borrowings and the discount rate was preferable
to the existing procedure. On the other hand, Mr. Robertson had
eloquently presented the reasons for the status quo. It should also
be noted that the Treasury was agreeable to & rate that would be 1/l
of 1 per cent below the discount rate. Commenting further on this
point, in response to a question from Mr. Leach as to whether the
Treasury had actually suggested this arrangement, Chairman Martin
said that he would not go that far but would say that the Treasury
was perfectly agreeable to the proposed changee.

Mr. Hayes said that he felt the question was not of great
importance but he rather preferred the procedure of fixing a differ-
ential that would move with the discount rate. If the practice of
charging practically nothing for the use of this facility were extended
along the lines of Mr. Robertson's comments, the gquesticn could be
raised as to whether anything done through the Open Market Account
should have a marke% rate. On balance, Mr. Hayes thought 1% prefsrable
to relate this rate to the discount rate, and a differential of 1/4
per cent below the discount rate seemed as good as any other.

Mr. Shepardson said that it seemed 4o him there wasz sound logie
for putting this rate on & business basis in line with wha%t %he Treasury
was doing generally. There would be Justification for putting it ab
the discount rate, but in view of the lower rate usually available cn
very short-term Treasury bills he thought the differential 1/4 per cend

below the discount mate was logical.
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Mr. Deming felt the status quo position was preferable.
The quarter per cent rate had applied for ten years and he could
ses little reason for changing it now and possibly stirring up
unnecessary discussion.

During further discussion, Chairman Martin indicated that,
while he did not consider the matter of great importance, he was
willing to take the risk of having to explain the basis for a change
in the rate before a Committee of Congress, if called upon to do so,
He thought it could be explained as a reasonsble move.

Chairman Martin {hen noted that the Committee had befere it
a recommendation from the Manager of the System Open Market Account
and from the Secretary of the Committee that the rate charged on
special short-term certificates of indebtedness purchased direct from
the Treasury pursuant to paragraph (2) of the Committee’s directive
to the Federal Reserve Bank of New York be fixed at 1/L of 1 per cent
below the discount rate of the Federal Reserve Bank of New York at
the time of such purchases.

The Chair put this question, and the
recommendation was approved, Messrs. Martin,
Chairman, Hayes, Vice Chairman, Allen,
Balderston, Bryan, Leedy, Mills, Shepardson,
and Vardaman voting to approve, and Messrs,
Robertson and Williams voting "no.%

Mr. Deming stated that had he been a

member of the Committee he also would have
voted against adoption of the proposal.
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A staff memorandum on Recent Economic and Financial Develop-
ments in the United States and Abroad had baen distributed under date
of November 29, 1957. At Chairman Martin's request, Mr. Young now
cormented on the economic situation as follows:

The economic report at this meeting may be capsulized,
for the picture generally is consistent with that reported
at the last meeting=--a moderate downsettling of the economy.

Industrial production continues to sag, especially in
the areas of steel and other metals, equipment and ordnance,
household durables, apparel and textiles, and mining, but
higher automobile output may have kept the Board's index of
industrial production close to the 142 level of October, or
at the worst at 1lhl.

On the other hand, new construction seems to be main-
tained, with residsntial and public utility construction up,
industrial consiruction down, and commercial and public con=-
struction about even. Construction contract awards are holde
ing relatively high for this season of the year, reflecting
especially strength for residential awards. For six months,
relative strength in housing construction has baen reflected
in 2 stabilized volume of housing starts at an annual rate
of about a million units. A point of inderest in this cone-
nection is :hat costs in residential construculon declined
in October fur the second successive month. Financing and
selling conditions for newly bhuili{ houses continue Lo show
little change.

Further sag in equipment producticn and industrial con=
struction is closely related to cutbacks in spending deci-
sions for business plant and esquipment. Information just
available on third quarter canital appropriations of large
manufacturing companies, bu% ot yet made publie, shows a
decline in appropriations of .lmost one-third from a year
ago. This is the second succ: ssive quarter showing a sube
stantial decline; second quar—er appropriations were down
over a fourth from the second quarter of 1956, While amounte
actually spent for [ixed capital by large manufacturing
corporations have been holding at advanced lovels, the back-
log of appropraatione for spending has been declining thie
year; at the end of the third quarter, it was an eighth
less than a year ago.

Data have just become available on new orders for
durable goods in October. They show no change from
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September. Unfilled orders, however, continued to decline
and were 15 per cent under a year ago.

Labor market data show a further rise in unemployment
claims, with the increases fairly widespread geographically,
The mid-November unemployment survey, not yet released, shows
& rise in unemployed substantially more than seasonally, %o
about 5.2 per cent, seasonally adjusted, of the labor force.
Although unemployment has been rising the number of markets
reporting a condition of substantial labor surplus has not
yet increased, but there has been a significant shift towards
areas classified as having s moderate surplus situation.

GNP for the final quarter, according to preliminary estie
mates, will show little change or a moderate decline from the
third quarter. Perscnal income in October declined for the
second successive month, due to reduced wage and salary dise
bursemente. The November estimate of personal income may
show a further moderate decline for the same reason,

Preliminary indications, mainly for department stores,
point to some recovery in retall sales after the reductions
of September and October. Department store sales, however,
are still well below a year ago. In automobile markets, the
indications, especially at mid-month, are not encouraging to
producers., New car sales through the first 20 days of Novenm=
ber, which cover carry-over '57 models as well as '58 models,
although up from October, ran slightly under a year ago, and
dealer stocks rose appreciably. Used car sales were a bit
above a year ago with used car prices, after allowance for
depreciation, about steady.

The general average of wholesale prices has shown litile
change in November, and this has been broadly true of group
components-~basic material, frbricated industrial materials
and finished products, and farw products. Yhile the con-
sumer price index was unchang.d in October, becauss of off=-
sstting movements of componezts, the index is currently ex-
pected to show rise in Novemtar, reflecting higher new car
prices and additional advance in rent and service costs but
stability for other categoriss.

Data on international trade suggest that the changee
occurring in recent months have been in the dirsction of
moderating paymentg imbalances, espacially for industrisl
countries. Although U. S. exports have fallen sharply from
spring to early fall, total world trade has evidenily cone
tracted only moderately in thic peried. Evidence jusd
available confirme that economic activity in most major
industrial countries abroad declined some during the third
quarter. Evidence on the subsequent movement iz as y=i

unclear,
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Mr. Thomas then made the following statement on recent
financial developments:

Cross currents in economic forces during recent
weeks have precipitated spectacular and often paradoxi-
cal developments in financial markets. Public recogni-
tion by the System--through the discount rate reduction-e
of the evident economic adjustments, that have lessened
and perhaps removed the threat of inflation for the time
being, was followed by sharp increases in prices of securi-
ties. Stocks, as well as bonds; shared in the rise umtil
announcement of the President's illness gave pause t0 the
rise in stock prices.

Analytically, a decrease in the Reserve Banks® dis-
count rate would not by itself be a cause for such sharp
changes in securities markeis, particularly when i% wan
not accompanied by vigorous measures to add to the supply
of reserves. It needs te be kept in mind, however, thai
to a degree these trends were already beginning to be
evident in the market for Government securitieg and in
credit demands. The discount rate reduciion was in a
sense & recognition of, and adjustment to, forces already
in operation. It served as a catalys® i b
quiescent forces into action. Investment funds held
awaiting more favorable terms or a clarification of
trends were brought prompti.y into use. Investor re-
sistance in corporate and municipal bond markebs, which
had resulted in pressure on prices and accumilations of
inventories in the face of lzrge offerings of new issuves,
dissipated rapidly after the discount rate reduction.
Prices of bonds advanced and underwriters were able %o
dispose of new issues. The decline in yields on Govern=
ment securities already izn process was accelerated.

Yields on seasoned high-grade corporate and municipel
bonds have declined to the levels of lzst July and those
on long-term Treasury bonds are novw lower than at any
time since April. Yields on medium~ and shorter~term
Treasury issues, which had risen to above § per cext
last summer and were generally above long-term yiolds
for over a year, are now close to the bng-term level,
Yields on Treasury bills, which had been around 3-5/8
per cent during the latter part of October bui had de-
clined to below 3-1/2 per cen% before the discount rate
reduction, fell to about 3-1/8 per cent. Bills have
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continued available at around this level despite substantial
System purchases. Seasonal cash needs, and perhaps some
shifting from liquid assets into longer-term holdings, have
been influences moderating the decline in bill yields.

The volume of new security issues in December is ex-
pected to continue clese to the high average level of the
past year. With the announcement of plane for a record-
breaking issue of A.T. % T. convertible debentures in the
early months of next year and in view of prospective State
and local government programs, new issues may continue in
large volume for some time ahead. As yet there is no ine-
dication of a decrease in corporate issues that might be
expected to result from the anticipated decline in capital
expenditures.

The Treasury's cash and debt positions are necessarily
confined within the narrow limits fixed by the statutory
ceiling on debt and the minimum needs for a working cash
balance, As a result of new issues put on the books in
the last few days, the outstanding debt today is very close
to the ceiling, although some slight leewzy may bes provided
by savings bond redemptions. The cash balance of about
$3.6 billion, excluding $200 million transferred from the
Stabilization Fund, may be adequate, with the aid of the
Stabilizatiosn Fund borrowing, to cover nceds for the re-
mainder of thia month. It is possible, however, Lhat some
temporary borrowing from the Fsderal Reserve may bde resorted
to at least once during the next weask or two.

Some additional cash borrowing by FNMA may be obtained
around the middle of January and somewhai more than $1 bil-
lion will be needed by early February. The situation will
not be comfortable until mid-lMarch. The Treasury faces &
large refunding operation early in February. A most ig~
portant question is when and how to take advantage of theo
strong bond market and extend the debt maturitlies by offer-
ing a long-term issue.

Bank credit has continued to decline, centrary to tho
usual seascnal tendency at thie time of the year. During
the four weeks since October 31, banks in leading citlies
showed declines in loans, in holdings of Government securi-
ties, and in other securities, amounting to around 5200
million in each case. The total decline of $600 million
compared with increases of approximately the szame amount
in November of the two previouc years.

Demand deposits adjusted at city banks have been in-
creasing during the past three weeks at a somewhat slower
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pace than in the same period of the two previocus years and,
owing to an unusually sharp drop in the first week of Novem-
ber, showed a net decline for the month as a whole. U. S.
Government deposite increased only moderately. Time deposits
have declined as is usual in November. Demand deposits
adjusted are apparently smaller now than they were a year ago,
as are Treasury deposits, but time deposits are much larger.
Deposit turnover declined, on a seasonally adjusted basis in
October, and showed a somewhat smaller increase over a year
ago than has been the case in other months of this year.

As a result of slackened growth in bank credit and de-
posita, required reserves of member banks failed to show the
customary seasonal increase in November, thus reducling the
projected need for bank reserves. In addition; reserves were
supplied by a reduction in Treasury balances at the Resarve
Banks (including that of the Stabilization Fund) and by sub-
stantial System purchases of bills last week, Currency in
circulation, however, after lagging somewhat in September
and October, iicreased a little more than the normal amount
in November. TFloat failed to show the usual seasonal in-
crease in mid-November and declined much more sharply in
the last %two weecks than was expected, thus exerting a drain
on reserves.

As a consequence of these offsetting influences, net bor-
rowed reserves remained above $300 million in the last week of
November. In other words, member bank reserve positions con-
tinued fairly tight, notwithstanding the continued slsckening
in eredit expansion and the System's efforts to follow a less
restrictive policy. Conditions became easier, however, in the
New York money market. The principal shift was a decline in
excess reserves and increase in borrowings at country banks
toward the end of the semimonthly resesrve period.

The cumulative 1results of the easiny measures are, howvever,
being reflected in member bank reserve positions this week, when
net borrowed reserves are expected to average less than $200
million. If the Treasury continues to kesp its balances in the
Reserve Banks |including that of the Stabilization Fund) at a
low level, net bhorrowesd reserves will continue relatively small
during most of D~cembar. Projected incresses to nearly $400
million next wesk and to around $600 million in the lant week
of the month could be kept down through repurchsase conirachs
or moderate outright purchases in those weeks. To0 provids the
liquidity ucuxily desired at this season, an abuncant supply
of reserven will be appropriate.

These nsrds, however, will be short-lived. In January
the seascn~ ~-=urn flow of currency and decreass in required
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reserves may be expected to release a substantial volume
of reserve funds. While some part of these will be abe
sorbed by a decrease in float and eventually by restora-
tion of Treasury balances to normal amounts, a reduction
of several hundred million dollars in the System's port-
folio will be needed to avoid creating excessive temporary
sloppiness in the money market.

While the present situation calls for a lessening of
previous restraints, it would hardly be desirable to let
a normal seasonal decrease in credit and monetary demands
result in building up a large volume of temporarily re-
dundant reserves. Only if credit contraction sxceeds
usual seasonal amounts should further case be permitted
to develop. After this month positive measures 1o supply
additional reserves should not be needed until March.

Chairman Martin said that Mr. Balderston had suggested that in
the statements to be made by the individual Reserve Bank Presidents,
each include a comment as to whether loan volume had declined in his
district and, if sc, whether the decrease reflected lessened loan demand
from borrowers or whether it reflected decisions by banks to curb their
lending or to force the repayment of loans.

The Chairman then called upon Mr. Hayss.

Mr. Hayes said, in response to the question suggested by Mr.
Balderston, that the experience in the New York District pointed to
both of the factors mentioned as playing a part in the reduction in
loan volume. The banks certainly had felt a substantially lessened
demand for loans in the last two or three months, but before that they
had exercised a very considerable control on loan expansion because of
their liquidity position. Mr. Hayes thought that the banks had cone

tinued to exercise that control. Most of the banks talked in terms
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of restoring their liquidity positicn as funds became available to them.
He did not think that in the New York District it would be correct to say
that either one or the other of the factors mentioned in Mr., Balderston’s
question was mainly responsible for the decrease in loans.

Mr. Hayes went on to present his views on the economic situation
and credit policy as followss

Since our last meeting the System has surprised the
country and the rest of the world with a sudden overt
signal that our posture with respect to monstary policy
has undergone a mubstantial change. Time will tell whether
the timing and form of this actlion were the best we could
have chosen. It had seemed to most of us at the lagi meet=
ing that some preparation in the form of diminished re-
straint througr omen market operations would be advisable
before any chango vas made in discount rates. However, the
move has been made, and it may well turn out %o have been
useful on purely monetary grounlis--at lsast it is now even
clearer than it was three week- ago that the economy ia
experiencing a rather broad anc general decline, s¢ far very
moderate in degree, but carrying with it some risk of a
cumulative recession.

Confirmation of the business decline is to be found in a
wide variety of statistical meazures of current irends, in-
cluding figures on employment, average hours worked, personal
income, retail sales, and indusirial production. Other
statistical data foreshadowing future levels of activity, such
as reports of new orders, point to a continuation of the decline.
Besides the expected drop in private plant and equipment ex=
penditures, which may of course be accentuaied by future adverse
psychological factors, I have in mind also the likelihood that
business expectations, the ready availability of goods and the
current level of inventories may lead to some inventory liquida-
tion in the next few months. Uncertainties and depleted monetary
reserves in a number of counmtries point to a decline in exporise
Among the few remaining strong spots in the economy are non-
Federal Government expenditures and construction in general.

The greatest uncertainties with respect to the future level
of activity concern consumer spending and Federal Government
spending. As for the first, the Christmas season will provide a
significant test. Over the next few months the crucial factor,
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apart from the course of personal income, may be the degree of
willingness of consumers to defend their level of living by
means of reduced savings or increased borrowing. By and large,
consumers are in a strong financial position and may be ready
to reduce their liquid assets and/or to incur further debts,
if their confidence is not shaken. As for Federal spending,
the short-run outlook is for only a mild expansion, but it is
quite possible that over the longer term heavier defunse out-
lays may involve substantial Government deficits and may give
new impetus to inflationary influences in the economy.

It is evident that intangible elements such as the Russian
satellite development, political uncertainties abroad, and now
the grave question as to the President'shealth, will play a
major and unpredictable role in shaping the future course of
business activity.

Meanwhile, wholesale and consumer prices seem to have
achieved a considerable degree of stability for the time being.
And the latest figures on bank credit offer further evidence of
the pronounced slackening in credit growth as compared with
last year. According to our rough estimates the money suppiy
at the end of 1957 may be nearly 1 per cent lower than it was
at the end of 1956.

Fortunately our decisions with respect to credit policy
over the coming weeks can be taken with a minimum of considera-
tion of the Treasury's problems, since no major cash or refund=
ing operation is now in prospect until around February.

It seems to me that the basic uncertainties in the present
situation are so great that any policy based on definite anticle
pations of future developments may well prove dangerously wrong.
Accordingly, the most appropriate criterion of policy may be
that of minimum risk, whatever may be the course of economic
developments. On the one hand, I think we should avoid forceful
action, such as that taken in 1953-5h, to flood the economy with
liquidity, for this might easily prove to be a most unfortunate
prelude to a program of heavy defense expenditures and possibdly
reneved inflationary pressures, On the other hand, if we were
to confine our easing of credit policy to the discount rate cut
already made, we would run considerable risk of seeing the
development of an undesirable degree of tightness in the ecredit
markets at a time when credit demands are slackening appreciably
but when liquidity needs are likely to increase seagsonally.
Also there is alveady some confusion in ¢he merke? as to the
meaning of the sudden rate cut without a definite easing of
reserve pressures, and for the sake of clarity and eonsistgncy
open market policy should be brought into alignment with dig-

count rates policy.
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