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, August 16, 1960, at 10:00 a.m.

PRESENT:
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Balderston, presiding

Bopp

Bryan

King

leedy

Mills

Robertson

Shepardson

Szymezek

Trelbver, Alternate for Mr. Hayes
Allen, Alternate for Mr. Fulton

Messre. Irvoms, leach, and Mangels, Alternate
Members of the Federal Open Market Committee

Messrs. Erickson, Johns, and Deming, Presidents
of the Federsl Kegerve Banks of Boston, St.
Louls, and Minneapolils, respectively

Mr.
Mr.
Mr.

Young, Becretary
Kenyon, Assistant Secretary
Hackley, General Counsel

Megsrs. Brandt, Hostetler, Morget, Noyes,

snd Tow, Associate Economists
Rouse, Manager, System Open Market Account

Molony, Assistant to the Board of Governors
Keir, Chief, Govermment Finance Section,
Division of Research and Statistics, Board
of Governors

Knipe, Consultant to the Chalrman, Board
of Govermors

Messrs. Ratchford, Mitchell, and Einzig, Vice

Presidente of the Federal Reserve Banks of
Richmond, Chicago, and San Francisco,
respectively

Gaines, Assistent Vice President, Federal
Regerve Bank of New York

Anderson, Economic Adviser, Federal Reserve
Bank of Fhiladelphia
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Mr. Coldwell, Director of Research, Federal
Reserve Bank of Dallas

Mr. Stone, Manager, Securities Department,
and Assistant Secretary, Federal Resgerve
Bank of New York

Mr. Bowsher, Economist, Federal Reserve Bank
of 5t. Louls

Upon motion duly made and seconded,
end by unanimcus vote, Mr. Bslderston was
elected to preside at this meeting in the
gbgence of the Chairman and Vice Chairman.

Upon moticn duly made and seconded,
and by unanimous vote, the minutes of the
meeting of the Federal Open Market Com-
mittee held on July 26, 1960, were
approved.

Before this meeting there had been daistributed to the members of

the Committee a report of open market operations covering the period

July 26 through August 10, 1960, and supplementary report covering the

pericd August 11 through August 15, 1960. Copleg of both reports have

been placed In the £iles of the Commitiee.

In supplementation of the written reports, Mr. Rouse made the

following commente:

The lovering of the discount rate at five of the Reserve
Banks last Thursday and Friday had only s moderate impact on
the market for Treasury securities, as was also the case after
the Board announced the changes in Regulation D. To be sure,
prices of Govermment notes and bonds were marked higher on
Friday and bill rates moved lower. These movements, however,
Just sbout offset the developments on Thursdsy when note and
bond prices had declined and bill rates had risen. On Monday
there were no very significant changes in prices of notes and
bonds, but bill rates again moved higher. In yesterday's
suction, average issulng rates of 2.278 and 2.621 per cent
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vere establighed for the new three- and six-month bills, 6
and 16 basis points higher, respectively, than a week 8go.

As the written reports point out, thie development is malinly
a reflection of the heavy inventories of Government securi-
ties--particularly the longer-dated billg--that Govermment
securities dealers had built up partly ir enticipation of the
large reinvestment demand expected tc stem from the Treasury's
August financing operation. The Tirst part of this payoff
took place only yesterday, and the remainder will occur on
August 23 when the FNMA issue matures. Nevertheless, dealers
have been disappointed in the volume of demand they have seen
in the market and have had scme difficulties and expense In
financing their positicns. The split digcount rate was, of
course, reflected in the Federal funds market, which, for all
practiceble purposes, hes been two markets since last Friday.
The demend for funds in districts where the discount rate has
remained unchanged has been apparently great enough to keep
the supply of excess reserves in such districts from spilling
over into 3 per cent districts in any volume. With the New
York banks under pressure and unwilling to pay 3-1/2 per cent
for funds, borrowing at the New York Bank jumped from $17
million on Thursday night to $340 million at the close of
business yesterday. Banks in other 3 per cent distriets may
aleo have shifted from the funds market to the discount window
to meet thelr reserve needs.

There are certain problems that loom on the horizon to
which I should like to call the Committee's mttention. Ths
first has to do with the changes in the amount of vault cash
that can be counted for reserve purposes on August 25 and
September 1. While this will bring asbout a more or less
instantaneous change in bank reserve statistics, it is by no
meeng clear how soon this will be reflected in the actual
avalilebility of funds in the money morket. As you will reesall,
there was a period of considerable uncertalnty that surrounded
the last change in Regwlation D, and that experience would sug-
gest that statistics be treated with more than usual caution
and that special attention be paid tou the actual developments
in the money market over the period ahead.

Also, I should like to call the Committee's attention to
the spread sheet that accompanies the supplemesntary report
which indicates a very substantial bulge to $920 million in
the banks! free reserve position in the week ending September
21, mainly in reflection of a rise in float. This bulge can
represent a compliceting factor as far as our operations are
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concerned inasmuch &8s & further estimate now suggests a
drop to under $500 million the following week. I hope

that we can deal with thls mainly through repurchase agree-
ments, since at the present time the Account holds only
$51 million of the September 15 biils.

Yesterday was the payment date for the Treasury's
August financing operations. While there was little
doubt about the success of this aperation from the
financial standpoint, & careful analysis will have to
be undertaken before any final judgmeni cem be made on
the relative advanteges or disedvantages of the cash
refinancing technique that was used for the first time.
There were a good number of complaints from large corpo-
rations and other investors whe held the maturing issue
and who were unable to continue their investment as they
degired. The Treasury has recelved guite a npumber of
objecting letters, most of which have been answered
directly, and in this same connection we understand they
are plamning to publish the text of & reply made to the
Towa Bankers Association. A number of these complaints
have to do with the 100 per cent allotment to the Federal
Reserve System end to foreign central banks and foreign
governments. There wers alsc a pumber of problems in
making allotments, and it may be necessary to take a
second lock at the list of subscribers vho were entitled
to full allctment on the certificates.

Finally, I wish to report that dealer holdings of
Treasury securities are currently sbout twlce as large as
what we have comz to think of as their usual position,
even allowing for additicns to the dealer list. The
welghting is in short-term securities. A considerable
amount--although we have no way of measuring it--of longer
Treasuries are in the hands of other investment dealers,
and there have been pizable amounts of all high-grede
bonds--Treasuries, municipsals, and corporatas~-bought for
cash by stock exchangs houses and others, including their
customers. These purchases, like the excess dealer holdings,
represent a large-scale speculation based on the conviction
that the System will ecoutinue to promote still easler money.
It is somewhat reminiscent of 1958, although without quite
the flavor that Garvin, Bentel & Co. and "rights" provided.
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The swollen positions of the dealers are, as suggested
in the supplementary report, probably mainly responsible
for the tightness in the money market.

Thereupon, upon motion duly made and
seconded, the open market transactions
during the period July 26 through Auvgust
15, 1960, were approved, ratified, and
confirmed.

Mr. Noyes presented substantislly the following statemant with

regpect to the econcmic sltustion, the credit situation, and the money

supply:

The informstion which has become available since
the last meeting of the Commitiee reflecte very little
change in the over-all economlc situation. Sometimes
little over-all change is the result of feirly sub-
stantial counterbalancing movements in variocus sectors,
asg it was in the summer of 1957, but in the present
instance, the over-all sidewsnys movement reflects very
little chenge in any of the important components. Little
or no change in industrial production, construction
activity, employment, retail trade, and prices--and,
for the periocd as s whole, in the stock market--all
support the generalization that econcmic activity has
been going forward at a rate which is about the same
as that which prevailed at the end of the second
quarter.

Yhether this sort of sidewvays movement has favorable
or unfavorsble overtones depends to a large extent on the
expectations which preceded it. Those who anticipated the
beginnings of & strong upwerd push in the second half,
spurred by an increasing volume of investment experditures,
could certainly find the past six weeks disappointing. On
the other hend, snalysts who were concerned that many lead-
ing irdicetors were pointing down may feel reassured, both
by the course of actual developments and by upward revisions
in a numtzr of preliminary figures for June.
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Perhaps the most disappointing information which
has become available in recent weeks relates to the
second-quarter performance of corporate profits. Not
only is our current estimate down from the very high
Year-ago level and from the first quarter, but the
decline appears to have been guite genersl, rather
than concentrated, as might have been expected, in
retal and metal-processing industries. This die-
appointing profits picture will undouybtedly dampen
the enthusiasm of many companies for capital expansion
in the period ahead.

On the positive side, final takings appear to be
holding up very well, and the general observations
which Mr. Koch made at the last meeting regarding the
inventory situation seem to be equally pertinent today.
The available data do nol suggest excessive inventory
accumuilation at any stege in the procees of manufacturing
and distribution, and in some lines--ecpecially stesle=
inventories have been reduced further.

An ifrportant element in the contimuation of the
relatively high level of activity which has prevailed
has been the maintenance of consumer demand. There have
been some doubts expressed as to the likelihood that
consumer purchases will continue st this level, and these
doubts have been supported to some extent by recently
published reports of two surveys taken arcund midyear.
Both the University of Michigan and the National Industriel
Conference Board survey results were generally interpreted
as reflecting a decline in consumers' intentions te pur-
chase major durable goods, although the KICE survey did
show some increase for new automobile purchases. We heve
Just received preliminary results from the quarterly survey
of buying intentions conducted for us by the Buresu of the
Census, which wae in the Tield during the week of July iT-
23. In general, these results are not ss pessimistic as
those of the two earlier surveys, although they do suggest
some decline from the previous survey in April. They do
not indicate any substantial concern on the part of the
public generally toward the economic outlook, as indicated
by the fact that the proportion of consumers expecting
income increases over the next twelve months ls somevhat
higher than a year sgo, and the same as in April of this
year. Taken et their face value, the survey resulis would
sugeest that consumer éemand 1s likely to be close to the
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levels of recent months, but is unlikely to provide any
additional stimlus to economic activity.

In credit markets, the most noteworthy developments
of the past few weeks have been the success of the first
test of the Treasury's cash refunding technique and the two
steps taken by the Federal Reserve System last week. In
July, bank credit expanded by sbout $2 billion as net
acquisitions of Govermment securities overbalanced
considerably a $700 milllon decline in business loans. A
business loan deecline is not unususl in July, but the
magnitude this year was larger than any other for which
comparable data are available. In early August this fall-
off in lending appears to have been reversed, at least for
the time being.

On balance, market interest rates have shown substantial,
further declines since the last Open Market Committee meeting.
There has been some backing up of rates since early August,
particularly in the Government securities market, bt most
yield series are nevertheless still close to their lows for
the year.

Yield declines slnce midyear have been most pronounced in
medium-term Treasury lesues, which are currently nearly half
a percentege point below end-of-June levels; while ylelds on
long-term bonds have dropped about one-eighth to one-fifth of
8 percentage point over the same period.

Although Treasury dill yields also declined sharply from
mid-July to early August, much of this change represented s
reversal of the advance that had occurred earlier in July at
the time of the Treasury cash financing. This is 1llustrated
by the fact that the average rate of 2.28 per cent resulting
in yesterday's auction of 90-day Treasury bills was almost
identical to that resulting in the second week of June, while
vesterday the 6-month bill average of 2.62 per cent was 12
basis points above the second week in June.

This brings us to the money supply, and I would like to
call your attention to the chart entitled "active money supply”
which has been distributed. The black line shows the
familiar end-of-month series by which we have measured money
supply movements in the past. The red line above is the new
semimonthly average of daily figures which has beer develgped
in recent months, and which we expect will supplant the old
series after a brief veriod of testing. You will note that
there is very little difference in the direction or amplitude
of change over longer periods, but that the new series brings
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out scme significent movements that wers lost in the end-of=-
month series and reduces the megnitude of other fluctuations
that was attributeble to the single date charmcter of the old
series. The data on which this chart are based and a brief
description of some of the technical changes will be clrcu-
lated within the System in the fortheoming issue of Banking
Develovments, and we hope to publish the beck data and release
current flgures regularly on the new basis some time this fall.
I should add that we are especlally grateful to Mr. Abbott of
the Federal Reserve Bank of St. Louils for his work on this
project.

As T am sure you have already noted, in terms of the
familiar series the szeasonally adjusted money supply increased
$300 million in July, on top of the $600 miliion increase in
June, This increase is especially notevorthy in that it
occurred in a period when the Treasury balance was being maine-
tained at higher levels than usual. As 1s spparent from the
chart, the new series showed both a smaller decline in the
preceding months and & smaller increase bince the end of June,

In the period since the last meetihg--or to be more
specific, for the three weeks ended Aughst 10--free reserves
averaged sbort $170 million. In the same period total reserves
fell from $18,762 million to $18,509 million--a drop of sbout
$250 million. We estimate that a decline of about $3%0 million
in total reserves, after allowing for changee in the Treasury's
tax and losn balance and for seasonal factors, would have
permitted the maintenance of the same seasonally adjusted
active money supply as prevalied at the beginning of the perled.
In other words, the net effect of all factors affecting bank
reserves, including the System's operations, was to supply
about $90 million more reserves than would have been needed to
meintain the seasonally &djusted money supply at the July 20
level. We can conclude from this that in the eircumstances
vhich prevailed in this particular period, the malntensnce of
a free reserve level of arcund 3170 million resulted in the
net availability of reserves sufficient to permit an expansion
in the seascnally adjusted active money supply of somewhat more
than half a billion dollars.

If you will lock at the last column which has been added
to the reserve projections, you will see similar figures pro-
Jected for the period zhead. These projections indicate that
if the Treasury's tax and loan account moves ag expected,
reguired reserves will have to increase in the next three weeks
by & little more than $200 million (the difference between
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$18,428 million and $18,638 million) to support the seme
seasonally adjusted level of active money supply which could
have been supported, but which may or may not have sctually
prevailed, in the week ended August 10. The projections would
also indicate that to bring about this level of total regerves
for the week ended August 31, the System would presumably have
to absorb on balance approximstely $100 million of reserves
during the coming three weeks after allowing for expected changes
in other factors affecting member bank reserves.

The highly tenucus nature of the estimates of both the total
reserve target and the volume of System operations is obvious.
In the first place, if the behavior of the Treasury's tax and
loan account is not as projected, or the implicit seasonal
adjustment of the money supply, on a weekly basis, is not
sccurate, then the total reserve target itself could be wide
of the mark in either éirection--by much more than $200
million. The System cperations needed to accomplish the
appropriate change in total reserves are subject to even
greater margins of error in projection--the net amount of gold
flows, the timing and amplitude of fluctuations in float, and
rwany similar factors can result in large differences between
the actual figures and projections prepared in advance, as
the period progresses. In other words, it is literally
impossible to quantify in advance either the change in total
reserves Or the volume of System operations which would be
necepsary to maintain the existing level of the seasonally
adjusted money supply or to increase or decrease it by &
specified amount.

On the other hand, it does appesar possible, in retrospect,
to determine with reasonable accuracy whether the net effect
of all factors affecting member bank reserves, including
System operations, was such as to provide more or less reserves
than were needed to support the level of the seasonally adjusted
money supply which prevailed at the beginning of the period.
However, whether such an snalysis adds substantially to the
insight which can be gained from observation of the movements
of the money supply itself on a semimonthly basis is at least
open to question. After spending considersble time working
over the data, my own jJudgment is that an appraisal of the
impact on the money supply of levels of reserve avallability
that have prevailed in the recent past can be made best in terms
of the behavior of the money supply itself, rather than the
reserve base availeble to support it. If the level of free or
net borrowed reserves which has prevailed has produced changes
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in the money supply other than those intended by the Committee,
then it should be asdjusted in the direction indicated. While
the level of total reserves is a logical link between the two,
it does not seem practical to use it directly as a guide for
current operations, on the one hand, nor does it seem to shed
light on the impact of past policy actions which is not revealed
by an examination of the course of the money supply itself.

I should add that this is a highly tentative conclusion, which

I come to somewhat reluttantly, and only very recently, end
which T might well wich to modify after further study.

There ensued an exchange of comments between Mr. Bryan and Mr.
Noyes with & view to clarifying some of the points covered in the con-
cluding portion of the latter's statement.

Mr. Marget then presented the following statement:

One of the main concerns these days of most of the headlipe
writers on internationsl fipence seems to be the matter of gold
outflow from the United States. Gold cutflow is nct a matter to
be silent about, necessarily. But one would like to see dis=-
cussion of the matter kept in perspective; and, whatever else
may be sald of much of the recent public discussion on this
point, it can hardly be said to have distinguished itself as
having retained & proper sense of elther perspective or pro-
portion.

Why does gold flow out of a country such as the United
States? Broadly spesking, for one of two reasons.

In one group of cases, gold outflow cculd be the result of
a decision on the part of a holder of an existing dollar balance
to convert that dollar balance into gold because he has lost
confidence in the fubture value of the dollar in relation to
gold. To the uninstructed, this is the only case conceivable;
and this is why, in 1958, when there was a gold outflow from
this country of some $2.3 billicn, it was represented for
months {and, unheppily, it is still sometimes described, in
retrospect) as a kind of "flight from the dollar.” The only
trouble with that description of what is supposed to have
happened in 1958 is that, as we all kmow, it doesn't happen
to fit the facts. What the facte show is that in 1958, instead
of there having been a net conversion of $2.3 billion of exlst-
ing foreign-owned dollar balances into gold, there was an



8/16/60 -11-

actual increase in the total of foreign-owned dollar balances
of over $1 billion.

Tnis notion of gold outflow as the result of the conversion
of existing dollar balances into gold because of a general
preference for gold over dollers fitted the facts even leps well
in 1659. In that year, the totsl gold outflow {exclusive of
the United States contribution to the International Monetery
Fund)} was just under $700 miilion. Instead of exigting foreign-
owned dollar balances declining by that amount, these belances
actually increased by $2.8 billion.

What of 1960? The total of gold outflow from Jamuary to
June of this yeaer was very small: $125 million in all. Again,
morecover, there was an increase--not & decrease~-in the amount
of foreign~held dollar balances, this time by something over a
billion dollers over the six months.

Quite obviously, then, during this whole pericd of gold
outflow from 1958 through June of thie year, there was no net
conversion of existing foreign-held dollar balances into gold.
There simply was no "flight from the dollar,” or anything
resembling it.

What about July and thus far in August of this year?
There hes been, undoubtedly, a very sherp step-up in the rate
of gold outflow. In July alone the gold ocutflow amounted to
over $175 million, and for August thus far the Pigure is $110
million. Since the first of July, then, = total of $285
million, as against only $125 million for the first six months
of the year. Has this intensified gold ocutflow since the
first of July been matched by a corresponding decline in the
total of existing foreign-held dollar balances? The fact is
that we do not yet know the answer to this question even with
respect to the month of July, the figures for which we should
have in a week or two. But surely a reasonable sense of
perspective would suggest that, after two and & half years of
gold outflow without the corresponding decline in foreign-
owned dollar balances that would indicate a wide«scale con-
version of existing doller balences into gold as the result
of a preference for gold over dollars, some other kind of
thing may be happening.

What was happending during the period for which we do have
figures showing that foreign-owned dollar baslances increased
at the same time thet gold was flowlng out was, &s we now cee
quite clearly, that we were having & balance-of-payments
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deficit which had somehow to be met. It was met partly by the
payment of gold, but elso partly by the transfer into foreign
ownership of dollar balances. Since, we now know, there waa
no concerted effort to convert existing foreign-owned dollar
balances into gold, it follows that if we had not had a
balance~of ~-payments deficit there would probably have been

no pet gold outflow. The basic moral, then, ought to be very
clear: the surest way to avoid having to worry sbout losing
g0ld is to see to 1t that our foreign accounts are in balance.

I have put these siwple conslderatione forward because
they seem to me to provide the background sgainst which one
has to Judge the significance, for policy purposes, of the
intensified gold outflow that we have been witnessing in July
and thus far in August. Let us assume, for the sake of
argunent--though 1t is anything dbut clear that the assumption
corresponds strictly with the facte--ithat the whole of such
changes in capltal movements as have occurred since June is
attributeble to the intensification of e divergence in the
level of interest rates as between this country and sbroed.
Would it autcmaticelly follow that we must expect every such
divergence in the levels of interest rates to lead to a
corresponding increase in the volume of gold outflow plus an
inerease in foreign-owned dollar balances? The answer,
obviously, is no: that it depends, to begin with, on what is
happening to the items other than capital movewente that make
up our total balance of payments.

The point can be i1llustrated by the balance-of-paymants
estimates for the second guarter of this year that were released
some days ago by the Commerce Department. Dissppointment has
been expressed, in some quarters, that the over-all deficit
for the quarter, at an annual rate of close to $3 billion,
was not much different from the over-all deficit during the
first quarter. But I suggest that quite a different light
is cast on this result if we recognize a further fact;
napely, that as between the first and second querters of this
year there was an increase in capital outflows of around $i
billion; and that the reason why this did not result in an
increase in our over-all balence-of-payments deficit for the
gquarter was that there was mn improvement in our trade balance
of pearly $1 billion {anmual rate). And if we teke the past
year as a whole--beginning with the improvement in our balance-
of -payments position that set in around the middle of last
year--we £ind that an increase of around $2 billion in capital
outflove and other payments has been prevented from belng
registered in & corresponding deficit in our over-all balance
of payments because the irprovemsnt in our trade position
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(pa:ticularly as the result of the increage in our exports by
around $% billion, ammuel rate) hes been sbout twice as large
as the increase in capital outflow.

It is this type of consideration which helps to explain
why, while of course we mist pay close attention to inter-
nationel capital movements, snd to the effect which monetary
policy may be expected to have on such movementa, in many
ways the more basic question is whether the monetary poliey
being pursued is such as to affect adversely the movements in
our trade account. At a time vhen inflastionary precsures are
streng and the trade account is seriously deteriorating, &
policy of monetary ease would obviously represent the height
of irresponsibility. But, equally cbviously, the situation
is entirely different when inflationary pressures are not
strong, when there is widespread evidence of the existence of
the kind of competitive pressures which we need to maintain
if we are to maintain our international trade position, and
when we find in the trade account itself evidence, not of
steady deterioration--of the kind that we had up to the
middle of last year, for example--but of steady improvement.

The net of the argument, then, is that a country in a
strong reserve positicon which is giving evidence not only of
e sensitiveness to the competitive forces which may be expected
to bring sbout steady improvement in its trade position, but
also of sasctual and sustained improvement in the trade position,
can afford to take steps in the direction of monetary ease
which countries less favorably situsted in these respects
cannot afford to teke. This proposition holds with equal
force even when--as may very well be the case in the period
immediately shead--the geographical distribution of the
recipients of new claims on the United States economy is such
as to make 1t likely that a larger percentage of these new
claims on us will be taken in the form of gold than in the
form of increased dollar balances. The one kind of gold cut-
flow that we could not stand 1s vhe kind which, as I suggested
at the cutset, so many people have assumed was occurring,
particularly in 1558; pamely, & gold outflow which would be
primarily the result of a loss of confidence by the foreign
holders of existing dollar balances in the soundness of the
currency of the United States--which is to say, in the
soundness of the policies pursued by the fiscal and monetary
authorities of the United States. These forelgn holders of
dollar balances did not so act when the trends in our basic
situation, with respect both to the internal fiscal position
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and the externsl trade position, were much less favorable
than they are as of now. If, contrary to present expectation,
they were so to act, this country would be confronted with a

policy dilerma which would be very serious indeed. But it would

not be fair to say that that kind of policy dilemma is before us
as of now.

Mr. Aller raised the question of having Mr. Marget's statement
available for presentation at the next meeting of the directors of the
Chicago Reserve Bank, and other Presidents likewise expressed an interest
in having the statement., No objection being seen with regard to the use
of the statement in such mgnner, if desired, it was understood that
coples would be sent to all of the Presidents following the meeling.

With respect to a further suggestion, relating to the possibility
of making the statement available for wider reading, perhaps in the form

of an article in the Federal Reserve Bulletin, certain polnte were raised

by menbers of the Committee and by Messrs. Marget ard Young vhich sug-
gested that due consideration should be given to questions of timing as
well as to the problems involved in converting a statement prepared
specifically for presentation at a meeting of the Open Market Committee
into an article suitable for genersal public consumption.

Mr. Treidber then presented the following statement of his views
on the business outlook and credit policy:

Recent information on the business situation has done

little to resolve the uncertainties as to which direction the
economy may teke. Business activity is high and prices are
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relatively steble. While the economy continues to produce at
a record level, there are divergent movements in modest amounts
in the various factors that make up total demand. Employment
and unemployment statistics for July show a slight improvement
over June. There is, however, little reason to expect any sub-
stantial reduction in unemployment.

Whlle wholesale prices have not changed significantly during
the last year, the consuners' price index has been slowly moving
upward; this movement is bothersome. The strong demand for
bank loans during the first half of the year appears to have
tapered off. The decline of businesg loang in July wss importantly
influenced by repayments by metal and metal-products firms--the
same group that borrowed so heavily earlier in the year. Yet
total loans and investments were up in July because the banks
increased their investments at a much greater rate than in pree
vioug years, The banks were able to do this because the Federal
Regerve made the reserves available. The shift eway from loans
toward investments has improved bark liquidity positions. The
rise in total loans and investments in July was accompanied by
a $300 million rise in the seasonally adjusted money supply;
this is the second consecutive month in which the money supply
has increased. The large Government deposits at the end of
July provide & potential for & further increase in the money
supply, aside from any increase in total benk credit. Thus a
further increase in the money supply in August is probeble.
Total reserves, nonborroved reserves, and required reserves
have risen substantially in the lest three months.

Forecasting business developments is an especially diffi-
cult job at this time, but such forecasting is not necessary
tor the determination of current credit pclicy. There is no
evidence of inflaticnary pressure on prices, of inflationary
eredit expansion, or of inflationary psychology. The absence
of such prospects and the unclearness of the business outlook
counsel a relaxed credit policy. The Federesl Reserve has been
following a policy of increasing relexation over the last six
months. To this end it has taken & nurber of steps. Viewing
these steps as & whole, they constitute an ilmpressive list of
relaxing mzasures in a period that is still marked by high
business activity. It seems to us that open market cperations
should continue to be directed toward supplying reserves
readily, resolving doubts on the side of ease. This trend
toward further ease should be graduasl, however, and not aggressive.
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Such & policy would be symbolized by free Teserves in

the neighborhood of the level of last week, with further
expansicn in total reserves and total nonborroved reserves.,

As seasonal pressures develop in the central money markets

in the next few weeks and as reserves are rdéleased through the
reduction of reserve requirements and the uge of more vault
cash for reserve purposes, the Manager should rely principally
on the feel of the market in order to echieve & gheadily easy
tone. Such reliance on the feel of the market is particularly
important in view of the uncertainty, in the light of our
experience with the wvault cash release last Decesmber, 8s to the
extent To vhich banks will use vault cash to meet thelr reserve
requirements.

At the last meeting of the Committee Mr, Balderston suggested
the possibility of deleting the word "moderate" from that part of
the present directive that calls for "providing reserves nceded
for moderate credit expansion." We think that it would be
appropriate to change the directive in this wey.l/

Mr. Balderston commented thet Mr. Johns had made availeble to him
prior to this meeting & possible revision of clmuse (b) of the policy
directive thot the latier intended to suggest.

Mr, Johnes having indicated that he would have no cobjlection, coples
of the proposed revision were distributed, The suggestion contemplated
providing, in clause (b), that open market operations would be conducted
with a view "to stimuiating growth in economie activity end employment by
providing reserves needed for bank credit expansion.”

Mr. Erickson reported that there had not been much change in
conditions in the First District. The New England production index had
gone up from 118 to 124; the Reserve Bank had checked and could find

nothing wrong because 211 of the corponent parts had increased. The New

1/ &uotation shonld Tesd: “providing reserves needed for moderate
benk credit expansion.”
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England purchasing agents' survey in July showed them slightly more
optimistic than the nationsl figures. Construction was still lagging,
but there was & suggestion of an upward trend because the Engineering
Rews Record showed engineering contracts in July up 19 per cent from
last year. The seasonal geins in employment continued, primarily in the
nonmanufacturing field. Mamufacturing employment was still going down.
Department store sales and automobile registrations continued good,
while the vacation business this year was excellent. There was still a
strong demsnd for consumer and real estate loans; less s0 et the moment
for business loans. In the past three weeks District banks hed been
sellers of Federal funds except on two dsys, and the banks had rarely
used the discount window. Average borrowings were less then $10 millicn
per dey during the three-week period.

Mr. Erickson said he was pleased by the Board's recent sctions on
vault cash and reserve requirements. As to the directive, he felt that
he would prefer the suggestion made by Mr. Belderston at the July 26
meeting, namely, to omit the word "moderate" from clause (b). As to the
discount rate, the Boston directors were scheduled to meet next Monday,
and he anticipated that the directors would act at that time to reduce the
rate to 3 per cent.

With regard to open market operations, Mr. Erickson sald that in

view of Mr. Rouse's comments regarding dealer holdings of Government
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securitles, and also in the light of the comments by Mr, Noyes, he felt
the Comnittee mist leave it in the hands of the Account Manager to main-
tain the same degree of ease as had prevailed, with free reserves in the
nelghborhood of $200 million. If it should become necessery, he would
resolve doubts on the side of greater ease. As he saw 1t, the fortheoming
period would be a difficult one in view of all the factors that were to
come I1nto play.

Mr. Irons reported that conditions in the Eleventh District hed
et ghown much change in the past three weeks. There were mixed trends,
but the over-all level of econcmic activity was ebout as it had been. In
some sectors, jrcreases had been iecorded. Industrial production in
Texas was up & point and thus stood within 2 points of the all-time high,
while construction contract ewasrds moved upward in the latest month for
which figures were available. The agricultural picture was favorable;
it looked as though productlon would be larger than last year, which was
a good year. There had been no substantial change in the petroleum
situastion. Production in August was on en 8-day allowable basis, and it
appeared likely to continue at sbout that rate. Employment in July was
down a little, but unerployment insurence claims in eerly August showed
8 declining tendency.

With reference to the banking situation, Mr. Irons said that loans

and deposits were both down over the past three-week period and that
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unquestionably there had been some relaxation in the pressure on bank
reserve positions. Distriet banks were not borrowing heavily from the
Reserve Bank; borrowing, which had been averaging arocund $14 to $16
million, was on the part of smaller banks for seasonal purposes. The
major city banke had not been borrowing nor had ihey been using Federal
funds so extensively.

On the whole, Mr. Irons said, conditions were good in the Eleventh
District. He sensed no real pessimism but, on the other hand, no greater
exuberance as yet. The general psychological reaction was that this was a
time of uncertainty, not only because of the summer season but because of
the forthcoming election and other things now in the picture. Therefore,
the general attitude was one of caution.

As to credit policy, Mr. Irons said that the operations of the Desk
during the past period had been gquite satisfactory to him. The actions
taken by the Board on vault cash and reserve requirements seemed to him to
be actions that would add up to an impressive move toward ease. He viewed
that trend with a little reluctance becmuse such & trend tends to feed
upon itself and build up. In saying this, however, he did not mean to
infer that he did not favor what had been done. He favored & reasonable
amount of ease but simply injected a note of caution because the situation

could build up more than would be liked if the System was not careful.
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With regard to the discount rate, Mr. Irons explained that at the
Dallas Bank no meeting of the Board of Directors is held in August except
on gpecial call. Further, it is not the practice for the Executive Com~
mittee to act to change the discount rete. The next meeting of the Board
of Directors was scheduled for September 8§, with an Fxecutive Committee
meeting to be held on August 25. If enough directors were available, the
meeting on August 25 might be converted into a meeting of the Board of
Directors and action perhaps would be taken on the discount rate. Other-
wvige, the rate might not be changed prior to the September 8 meeting.

As to policy Tor the next three weeks, Mr. Irons sald that he was
still a little concerned about the poseivility of additional rate declines.
He would prefer to maintain sbout the degree of firmness that had prevailed,
although he would not cbject to erring on the side of eass if necessaxy.
In general, he felt that it might be well to take stock of what had been
done and to give the actions already teken an opportunity to teke effect
before continuing to move in the direction of ease. Of the alternatives
suggested with regard to the directive, he would prefer Just to delete the
vord "moderste" from clause (b).

Mr. Mangels said that in the past three weeks not too much new
Twelfth District information had become available, The information made
availeble was rather mixed, leaning somewhat on the side of weakness.
Three States in the District showed declines in employment, while the

other Stetes showed increcses, with the result that July was st sbout
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the same level as June. The unemployment figures reflected B scmewhet
more difficult situation. In the Stete of Washington, unemployment was
at the rate of 8.6 per cent in July against 7.8 per cent in June. There
had been declines in lumber, shipbuilding, and metals manufacturing, with
a slight increase at slrcraft production plents. The aircraft increase
was contrary to the experience in southern California, where employment
was at an 8-year low., However, eleetronic manufacturing industries in
California were now picking up.

Continuing, Mr. Mangels reported that lumber prices were dowm,
with inventories high at the mills. Neverthelees, two large plywood
manufecturers had annocunced gmal) price increases. Construction in June
was higher than in May, but down from & yesr ago. Most of the increase
in June wag in public works, while there was only a modest increage in
residential construction, which stood 17 per cent below a yeer ago.
There were some expectatione on the part of builders that the remainder
of the yeer would see an improvement in residential construction. On
the other hand, vacancy rates had incressed in all Western States; the
rate of 10.6 per cent for the second quarter was up 1 per cent from the
first quarter and represented almost an all-time high. Steel production
continued to move downward in July, and the first half of August found
the mille operating at 48 per cent of cepacity, somewhat less than the
national rate. Departmsnt store sales were 3 per cent below & year ago,

but there were some indieations that autonobile sales were picking up.
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In agriculture, smaller wheat and deciduous fruit erops were anticipated,
and there were still lsbor difficulties having to do with picketing of
the orchards in Caiifornia. However, the cotton crop spparently would
be at a record level. Livestock people in Californie were somewhat con=
cerned sbout the substantial increase in mutton end lemb imports, with
the first third of 1960 showing an increase of 113 per cent over 1959.
In 1956 sbout one million pounds of mutton and lemb were imported, while
in 1959 the figure increased to 58 million pounds. Oregen lamb prices
were now 16 cents & pound compared with 20 cents & year ago.

Mr. Mangels reported that demand deposits were down in the three-
week pericd ended August 3, while there was a moderate increase in time
deposite, ineluding savings accounte. Loans and Government security
holdings both were down. Borrowinge from the Reserve Bank had been
nominal, averaging ebout $10 million & day over the past two weeks.

Turning to policy for the period ahead, Mr. Mangels said he agreed
that this was & period in which the Account Manager should be given more
then the usuel leeway because of the general uncertainties in the busliness
situation and the fact thet the recent changes in reserve requirements
and venlt cash sllowances might reguire some revisions in the projections
of bank reserve positions. In any event, however, he would lean toward the

side of ease,
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As to the directive, Mr. Mangels sald that he would suggest
changing clause (b) so as to provide for operations with a view "to
encouraging monetary expansion to foster sustainable economic growth."
In response to a gquestlon, he added the words "and expanding employment
opportunities.™ Mr. Mangels went on to say, however, that he had no
strong feeling in regard to the language he had suggested.

With respect to the discount rate, Mr. Mangels explained that the
situation of the San Francisco Bank was somewhat similar to that of the
Dallas Bank., The next meeting of the Board of Directors was scheduled
for the first of September, with an Executive Committee meeting to be
held this Thursday. Depending upon the views of those directors sttending,
it might be decided to poll the remalning directors by telephone; other-
wise, consideration would be gliven to the rete at the meeting on the
first of Septenmber.

Mr. Deming reported that the Ninth Distriet banking picture had
improved somevhat in terms of ease and liquidity. Bank deposits at both
city and country banks now were sbout where they should be seasonally
relstive to the end of last year. This represented an improvement since
they haed been running below their normal level; but they still remained
below the level of & year ago. Loan growth in July was smaller than a
year earlier at both city and country banks, and the net result was an
easier banking situstion. This had been reflected in a sharp reduction

of borrowing from the Reserve Bank, The recent vault cash action would
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release some reserves in the District; however, due to the fact that
Ninth District vault cash relative to demand deposits tends to run
below the national average, relatively fewer District banks would be
affected than nationally and a relatively smeller amount of Teservee
would be released,

In sgriculture, Mr. Deming said, the outlook was for = slightly
less favorable crop than forecast a month earlier. Thus, while agri-
cultural prospects were substantially better than a year ago, they had
deteriorated somawhat in the past month due to overly hot and dry
weather. Iron ore shipments from the Lake Superior region this year
were now expected to total ebout TO million tens. While this would be
much better than in 1959, shipments would be swmaller than in any other
postwar years except the recession yeare of 1949, 1954, and 1958, and
those years wvhen shipments were affected by strikes.

Turning to the national picture, Mr. Deming sald there seemed to
be a tendency to emphasize sll of the unfavorsble developments that were
occurring and to gloss over anything that looked faverable. As a result
the atmosphere, both in the Ninth District and elsewhere, was one of more
pessimism than he thought the facts warranted.

Mr. Deming expressed the view that System policy had been good and,
on the whole, guite well timed, and in this comment he ineluded the recent
move on vault cash allowances end reserve requirements. He suggested

continuing to maintain about the sams degree of ease, or restraint, that
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had prevailed. Due to the obscurity of the outlook over the next four
weeks, he sgreed that the Manager of the Account should be given somewhat
more letitude for the exercise of discretion than would normally be the
case. As he understood it, the problem was not so much the statistics
themselves as the problem of interpreting their meaning in terms of ease
or restraint. A majlor problem, 1t sypeared, would come after the next
Comittee meeting.

With respect to the directive, Mr. Deming said that he would prefer
the suggestlon of Mr. Balderston. BHe alsc raised the question whether the
word "needed” was necessary in clause {b) of the directive.

Mr, Allen said that the Seventh District businass picture seemed to
include both favorable and unfavorsble signs. Consumer buying had become
somevhat less vigorous. On the other hand, some business economists and
business lesders who had been expecting continued deterioration only &
month or two ago now reported inprovement in order trends, modest lu most
instences, but an improvement nevertheless. Thus, whereas in the spring
many businessmen were disturbed about current irends and consumers
appeared confident, the reverse was true at the present time. The lines
in which it was heard that there had recently been & noticeable improvement
in orders included copper products, aluminum extrusions, tool and die shops,
metal fasteners, foldlng paper boxes, television and stereophonic egquip-

ment, electroniecs, mobile homes, and varlous wood products used in industry.
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Alrline travel was at & high level, and there had been & substantial growth
in alr express business. The Illinois Bell Telephone Company had advised
that new installations were stronger in July and August than expected and
that toll calls continued to run 5 to 6 per cent ebove last year, this
being ebout the long-term growth rate.

On the other side, Mr. Allen said, retail sales of all stores
in the country in July were 1 per cent below June, and in the lasgt two
weeks department store sales in both the Seventh District and the
United States ran slightly behind last year. BRecent nationwide surveys
of consumer buying intentions showed a substantisl drop in anticipations
to buy mejor items other then sutomobiles. Automobile sales slipped
below last year for the first time in July, vhen they were off 2 per
cent. The car inventory remained near the million level, about the
same as last year, but at that time dealers' stocks had been built
up in enticipation of the steel strike,

In the field of bank credit, Mr. Allen reported that Seventh
Distriect banks showed a slightly stronger picture than all banks in
the country. There had been some loen expansion in the last two weeks
and a small net increase for the period since midyear. Im this seme
period lest sumear there was an unusually strong rise, but it should
be noted that loen levels, both in dollar amcunt snd in relation to

deposits, were now substentially higher then a year ege. The effects
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of progressively greater credit emse had showm up among all three classes
of Seventh District member banks. The baslic deflcit showm by Chicago
central reserve city banks was heevily concentrated at one dealer bank,
and the regserve posltion of other large Chicago banks had improved.

Both reserve city banks and country banks sharply reduced their use of
the discount window in the past two weeks.

Mr, Allen said he presumed that the Chicago Board of Directors
would vote for a 3 per cent discount rate at its meeting on August 18.
The several moves in the field of monetary and credit policy toward
greater ease, some of which would not become effective for a couple of
weeks, seemed to him to be enough for now, and he would favor resting
on the oars for the present. He would suggest trying to keep net free
reserves in the area of $200 to $300 million until the next meeting.

Mr., Allen agreed that it would seem appropriate to remove the
word "moderate" from clause (b) of the directive, as suggested by
Mr. Balderston at the lest meeting, and he also agreed with Mr.

Deming that the word "needed” was not necessary.

Mr. leedy reported that egriculturel conditions in the Tenth
District continued to be exceptionally good. Expectatlons had been ex-
ceeded, especially with regerd to the wheat crop. The August 1 report
of the Department of Agriculture showed very favorable conditions for
the District, as it did for the country gemerally. Figures that had

recently beccze avallable indicated that cash receipts from farm marketings
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in the Tenth District during June were 22 per cent larger than in June
last yvar; crop receipts were 37 per cent higher and livestock receipts
10 per cent higher, The June increase caused cash receipte to be about
1.5 per cent higher for the first six months of this year than for the
same perlod last year, while the comparable comparison for the nation
was slightly on the minus side.

Exeluding the State of Colorado, Dictrict employment in June
wae slightly below the level of last year but this declinpe could he more
then accounted for by the serious and widespread construction strike in
the metropolitan Kansas City area, For the four weeks ended August 6
department store sales showed a 1 per cent increasse, although for the year
sales were down about L per cent compared to the national increasse of about
2 per cent.

Mr. leedy comrzented that bank deposits contipued to move upward
during July. ¥For the week ended July 27 reserve clty member banks showed
dally avarage deposits $143 million higher than a month earlier, of which
about $72 million represented interbank deposits. Over the same period
daily average deposits at country member banks increased $121 miliionm,
reflecting the unusually lsrge wheat crop which wag then being hurvested.
Ioan demands continued to be moderate and borrowing from the Reserve Bank
hed been at a lower level, reflecting generally easier money market cone

ditions and undcubtedly some increased use of Federel funds due to the

more attractive rate,
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As to policy, Mr. leedy said it seemed to him that the System should
be moving--trending a little Purther--in the direction in which it had been
moving in recent wesks. Certainly there should be an evoidance of tight-
ening reserves through using statistics and not teking acecunt of the
uncertainties involved in the counting of additional wvault cash as part
of reguired reserves. As he understood 1t, for the past period it was
felt that a level of free reserves of around $200 million would be appro-
priate. For the month shead, it wes his view that a figure of perhsps
$300 million would be more nearly indicative of the proper cbjective.

Mr. leedy expressed the view that actions taken since the July 26
meeting had gotten policy ehead of the directive. It seemed to him that a
change such ag Mr. Balderston had suggested would be gppropriate, slong with
leaving out the word "needed." However, he would be inclined personally to
g0 a litile further in order to indicate that pollcy was now moving actively
in the direction of promoting the economy by making bank reserves more avall-
able. While the suggestion made by Mr., Johns would be agreseable to him,
he would prefer language thet would call for providing reserves to encourage
bank credit expansion, or perheps for "increasing the availebility of bank
reserves with a view to encouraging bank credit expansion.” Such a change,
it seemed to him, would afford a needed indication of the concern of the
Committee about encouraging actively, or attempting to stimuiate, the growth

of the economy by making bank reserves more avallable.
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Mr. leach seld that although prospects were clouded by scattered
weaknesses and indecisive trends, the current volume of business in the
Fifth District continued on & high level. There had been no large changes
in economic activity in the Fifth District over the past month, but nearly
all the changes that had occurred were dowrward. The cheracteristic
plcture of recent industrisl activity appeared to be one of declines in
unfilled orders and rises in inventories; this was particularly true in
the cotton textile industry. The volume of orders received by furniture
factories last month declined more then had been antlcipated, and no
improvement was expected until the next important market in late CQetober,
The easing sltuatlion in gereral in manufacturing was evidenced by the
latest reports on man~hours end employment, both of vhich had slight but
widespread declines. The seasonally adjusted index of debite fell k4
per cent during July--the second straight monthly drop--and July was the
first month this year that debits had fallen baliow those of the
corresponding month last year.

Mr. Ieeach went on to say that the psst three weeks had brought
signs of easing at District banks, even though the banks were slov to
gdmit it. Borrowings at the discount window were light. Average out-
standings were only $20 million in the past three weeks as compared with
$67 million in the corresponding period of 1953. Reserve clty banks had
been ocut of debt to the Reserve Bank most of the time during the past two

weeks and hed been on the selling side in the Federal funds market.
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Mr, Ieach sald he was well plaspged with recent actions of the
System and did not think therewas need to do anything exciting in the
immediate future. He would continue to maintain & comfortable atmosphere
in the money market. Because of scheduled actions with respect to vault
cesh and reserve requirements, he would expect greater than usual variations
in free reserves, but he hoped they would average at least $200 millionm in
the period shead.

Mr. Leach said 1t was his view that the Committee should not go
tooc long st any time without changing the directive. In his opinion the
directive should be modified when economic copnditions changed and when
Committee policy changed. Thus, he felt the Comnittee was at least six
weeke too late in changing to the present directive. At present, however,
this directive seemed about in line with what it sppesred that the Com-
mittee proposed to do, that is, to foster substantial growth in econcmic
activity and employment by providing reserves needed for moderate bank
credit expansion. In the discussion saround the table regarding the next
four weeks, no one hed suggested a policy going much dbeyond providing
reserves to meet seasonal needs. If the word "moderate” were eliminated
from clause (b), then the discussion should be in terms of free reserves
of $300 or $400 million rather than $200 million. On the other hand,
unless the thinking was in terms of substantial ease, the directive should

not be chenged to indicate a policy essier then was sctually contemplated.
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Mr. Mills sald he sdmitted to being more Dessimistic about the
business outloock than others who had dlscussed conditions &g they saw them.
He sensed that in the fubure economic historians were going to lock back
at this perlod ms one in vhich the earller abmence of & dynamie monetary
policy contributed to & loss in forwerd economic momentum at a time vhen
a major downward movement in the business cycle was dbrewing. Against
that reasoning he wished to address himself o the two factors that he
regarded as being of most lmportance to the Committee at this time. Onae
was the money supply, while the other wag the position of the United States
Government securities deslers.

Mr. Mills then presented the following statement:

Since midyear, the "Condition of Weekly Reporting Member
Banks in Leading Cities" statements provide ineressing evidence
of a coptraseasoual reduction in bank loans, which trend agein
raises puzzling guestions about the money supply. The continued
failure of & Federal Reserve System monetary policy to obtain an
increase in the money supply in response to overt actions tsken
to inject edditional reserves into the comeercial banking system
superficially would suggest more ezgressive policy acticons slong
similar lines. The arguments in favor of using the leverage of
monetary and credit policy to induce an expsusion in the money
supply would be persussive 1f the contraction in bank joans had
come sbout through a foreed liquidation of eredit. If that hed
been the case, an effort to stimilate en expansion of bark de-
Posits through monetary and credit policy actions would be in
order so ms to offset the current shrinkage of deposits that is
consequent upon a contraction in bank lcans which 1s egpecially
apparent in the central reserve cities, However, there are
reasopsble grounds to believe that the contraction that isg
occurring in comsercial benk loans and deposite 1s a reflaction
of the general slackening in econcmic activity and is in no wise
a result of eny forced liguidstion of bauk credit except as that
term might be loosely eppllied to the pollieies of banks who are
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uwilling to permit the level of their loans to rise higher,
and in order to forestall such a happening are curtailing their
outetanding loan commitments in some areas. Under such cone
ditions indicating that the contraction of bank loans and deposits
is the result of the conscious actions taken by borrowers to
repay their loans rather than actione taken by the banks to de-
mand loan repayments, it Pollows that aggressive actions taken
by the Federzl Reserve System,snd intended to produce a bolsters
ing influence on the segging money supply, would have only &
minimum effect in that direction, but could have & devastating
effect in forcing dowm the level of short-term interest rateg.
The gquestion, therefore, becames whether it 1s better policywise
to attempt to stimulate an increase in the money supply at the
expense of producing an artificially low level of interest rates
carrying an inflaetionary bies, or whether it would be wiser to
recognize the downtrend in the money supply as a combination of
reluctant lender and reluctant borrower attitudes which should
not be interefered with.

In the iight of current credit developments, Federal Regerve
System policy makers would be well sdvised to svoid actions
that would aggressively attempt to force an expansion of the
money supply that would have the harmful effect of exerting
unduly heavy downward pressure on interest rates to the detriment
of commercial bank earnings at & time when their retention is
necessary in order to strengthen bank cepital positions. Every-
thing considered, and particularly as an overly easy Federal
Reserve System monetary and credit policy could be expected to
produce only minimum effects toward expanding the money supply,
it is essential that policy actions skirt the pitfalle that
have been described. The kind of monetary and credit poliey
now cailled for is one that will comtinue to maintaln a moderate
volume of free reserves, with the free reserve level partly %o
be gauged by the movement of interest rates, to the end that
the supply of positive free reserves will be brought down on
such occasions as there are indications that monetary and credit
policy actions may be causing interest rates to fall unduly.
Furthermore, due to the fact that previous Federal Reserve
System policy actions have permitted member banks to reduce
their discounts at the Federal Reserve Banks to & low level,
the expansive effects of & relatively low level of positive
free reserves are now greater than at times when the member
banks were more heavily indebted to the Federal Reserve Banks.
Therefore, there is no longer any urgency to aggressively force
new reserves into the commercial banking system.
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Contimuing, Mr. Mille said it wes an impressive fact to him that
the volume of Government securities currently held in dealer positions
represented, percentegewise, & very considersble proportion of the expan-
sion that had occurred in member bank holdings of Government securities since
the time that the Federal Reserve System commenced to supply reserves more
freely. He would Judge that the dealer positions might represent perhaps
one~third of the $6 billion increase. In & sense the dealer positions
seemed to be both an overhang in the market and also en element of stability
in the market, in that the deslers had cutdone themselwves in creating s
market having breedth and depth. At a time like this it would seem L0 be
the self-interest of the dealers to protect their investments and pro-
tect their positions. Their lovestment in United States Government
securities at this very high level in a real sense tended to aid and abet
System policy intentions in that the dealers would wish to retain those
investments until the flow of investment funds into the market reached
a point where they could move their securities into permanent hands.
If there was rationality in that reasoning, dealer positions were in a
sense importent in maintaining the interest rate structure and would con-
tinue to be until those positions were lowered to a degree. This brought
him back to his original thesis that a monetaery policy cbjective combining
both & lower level of free reserves and a fluctuating level of free reserves,
say around $100 million or thereabouts, would be in order and would have
the concomitant outside assistance coming from the position of the dealers

in CGovernment securities.
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In reply to a question, Mr. Mills said that he would perhaps érop
the word "moderate™ from the diresctive, but thet otherwise he would be
inclined to leave the directive in its present form.

Asked what he would suggest with regard to reserves coming inte
the market through the actions on vault cash and reserve requirements,

Mr. Mills saild he egreed with Mr. Rouse that the reserves provided through
a release of vault cash tend to work themselves through the banking system
slowly enocugh that there might not be any immediate impact. If there wvas
some seasonal increase in bank loane, this would tend to absorb & portion
of those reserves. In his opinion the reserves supplied to the central
regerve clty banks through the forthcoming reduction in reserve require-
ments would have & much greater impact at the time it occurred. If reserves
should be superfluous, they could be more easily withdrewn from the money
market when they had gone into the position of central reserve city banks
than any other market area.

Asked whether he would sell securities if free reserves for the
banking system 85 & whole resched larger proportions than $250 or $300
miliion, Mr. Mills said that he might be so inclined. Here again, howe
ever, he would follow movements in interest rates and dealer positions
closely.

Mr. Szymczek noted that meny dealers apparently had bought and
held securitiee looking towerd a rise in prices, at which timz they would

gall on the basis that there would be larger free reserves. That was the
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time they would start unloading. In his opinion the holdings today were
based on the expectation of a rise in prices.

Mr. Mille commented that the desalers must have a market and that
the market in & sense would reflect the supply of reserves. By careful
handling, he hoped that the interest rate structure might be maintained.

Mr. Szymeczek then noted that many deslers apparently expacted &
greater demand than had come forth, and Mr. Mills commented that the
dealers would not vant to sell at a loss if they could help it.

Mr. Rouse commented that the dealers would try not tec sell st a
logs; they would endeavor to protect themselves, Thus far they hed hed
an extremely profitable year, and they had guite a cushion on which to
operste. He also noted that bidding on bills comes up every week. Some
dealers would get to 2 point where, if they were not sble to reduce their
holdings, they cculd not bid for new bills. Thus there would be & higher
bill rate in order to move the securities. The dzalers could not go far
beyond where they were now. In sddition to carrying sbout $2 billion of
securities, they were using ancther $500 or $600 million of credit in the
form of a type of repurchase egreement called an investment repurchase
agreement. He had not included that in the figures he used. Only &
frection was bank eredit, the largest amount having been provided by nonbank
BOUrces.

Mr. Robertson commznted that he hoped the Committee would not

formmlate policy on the basis of trying to outguess the dealers. As to
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the economy, he felt that the country was not on a marked downslide at
the marent. However, the econcmy eppeared to be on a fairly even level
with perhape & little sliding-down. Conseguently, in the next month the
System could afford to permit the actions that had been taken thus far %o
work in the direction of providing a relaxastion that would enhance the
growth of the money supply. As he saw it, there would be & fall upturn,
and the System would not want to go 80 far that it could not switeh the
other way. 1In all the circumstances, he would recommend tbat the Desk
not endeavor to offset all of the additional reserves that would come into
the market through the actions that had been tsken, but rather that it
permit those actions to support the current trend to some extent without
getting greatly easier. This would involve providing a greater latitude
for the exercise of discretion on the part of the Msnager then would be
ordinarily the case, partieuwlarly in view of the statistleal picture
that would be presented. He would not let that statistical picture
overbalasnce the feel of the market. Rather, he would try to hold the
feel of the market, while permitting e moderate emount of ease to develop
over the next month.

Mr. Robertgon said he would carry this out by amending the policy
directive in & way that would not merely take out or insert a word, for
that would tend to overerphasize the irportsnce of the particuler word.

Tnstead, he would prefer to see the policy directive expressed in a



8/16/60 ~38.

different set of words, such as "to encouraging monetary expansion to foster
sustainsble growth in economic activity end employment."™ This would carry
out the view of Mr. Mangels and also that of Mr. leedy, he believed. Hs
wae fully aware that the Committee probably would want to change this
directive a month hence, or at least not too far in the future, beceuse

he expected the Committee to be swinging in the other direction. If he

was wrong, hovever, thut would not hurt anything. At this particular
perlod the Committee could afford to be easy in view cf the state of the
economy and the lack of inflationary pressures &t the moment.

In reply to & question, Mr. Robertson said he would prefer to use
"encouraging” rather than "stimileting" in the directive at this pertiecular
Juncture. In hindsight the word "stimlsting" would have been fine if it
could have been used two months ago.

Mr. Shepsrdscon said he copcurred with those who vilewed the picture
as one of falrly level activity with no widely divergent offsetting trends.
There were some divergent trends, 1t was true, but in genersl the economy
was moving along at & good level., The future was somevhat clouded by the
impact of varioue fectore, including uncertainty as to the fall upturn,
However, with a high level of activity and the economy comtinuing on a
plateau for the moment, it seemed to him there was no resson for any marked
shift in the policy that the System had been pursuing. Current Comnlttee
policy, as set forth in the present directive, appeared to be in line

with the comm=nts around the teble sbout providing for some expansion in
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the money supply. This, he thought, was desirable. Expansion should be
permltted to take place at a rate that would not create an unduly easy
condition and would not have & further depressing effect on rates. With
uncertainty existing as to the timing of the effects of the vault cash
release, he thought there was much to be seid for giving a good deal of
leeway to the Manmger of the Account In appraising the effects of the
released reserves as they came into the market. For that resson it was
difficult to set a statisticel free reserve target, whether it be $100
million, $200 million, or some other figure. In all the circumstances,
he felt the Committee should ask the Manager to try to maintain about the
same condition in the market--whether it be ealled restraini or ease-«
that now prevailed, taking into account the delayed effectiveness of the
regerves released through the action on vault cash. He agreed with

Mr. Irons that the Coxnittee should be cautious about inercasing ease too
fegt at the present time.

With respect to the directive, Mr. Shepardson sald that he would
not object sericusly io removing the words "moderate” and "needed" from
clause (b). However, he would prefer to leave the directive as 1%t stood,
since he felt that the present language more nearly expressed vhat most of
the comzents sround the table today seem2d to regard as the appropriate
cbjective.

Mr. King said that Mr. Allen had expressed in his commente most

of whet he (Mr. King) would have said. FHe believed that the economy had
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been in a dip of some kind, but that this may have bottomed ocut and the
eéconomy was now rebounding. Thus, he was a little more optimistic today
than he bad been in some time. His contacts with small businessmen and
emall commnities indicated that the economy may have bottomed out within
the past two weeks.

As to open market operatlions, Mr. King said he thought that any
effort to try to fix a target within & certain range of numbers would be
rather hopeless and would not serve any purpose &t the present time, He
could not see that trying to work within a certain bracket of free reserves
would neceesarily produce any certain results. The situation would
require discretion on the part of the Account Management, but in his view
the situation also called for minimm action on the part of the Desk.

The policy acticns teken recently would have thelr effect in due course;
and it seemed to him that a procedure of sbsorbing and supplying reserves
alternatively would be rather fruitless. Accordingly, his views were on
the side of a minimum amount of open market operations, although he would
not want ease to develop to such & point as to set in motion all kinds of
worries. To summarize, unless he was informed of errors in his thinking,
his preference would be & minimum amount of open market operestions, leaving
the market to fluctuate pretty much on its owm. In view of the fact that
recent policy actions would result in injecting reserves, it seemsd to him
that it would be of questionable wisdom to put in those reserves &nd then

withdrew them through open market operations.
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Mr. King went on to say that he could not work up enthusiasm for
changing three or four words in clause (b} of the directive periodically.
In his view, the important thing wes the consensus for open market operations
developed at the respective Open Market meetings. He would be inclined to
agree with eny of the proposals mede thus far, but he did not think there
was 8 great deal of difference between them. While he was not stating this
as a suggestion, his inclination would be to go so far as to leave clause
{v) in a permenent form calling for open market operations with a view
to fostering sustainsble growth in economic activity end employment., He
recognized that 1t hed been the practice of the Committee to change clause
(b) periodically. Even within this context, however, he did not see a
great deal of need for any change at this time.

Mr. Hostetler said that the year 1960 probably had been a greater
disappointment to people im the Fourth District than to pecople ip any
other digtrict. This might explain why a certain recent policy action
(reduction of the discount rate) was initieted in the Fourth District.

On the other hard, &t the end of July a mseting of industrial economists
representing leading industries in the District was held gt the Regserve Bank
and the participsnts were nearly unanimous in expecting econcmic ectivity
before the end of the year to reach a new record high in terms of the

industrial production index.
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Mr. Bopp said he did not have too much to report on Third Distriet
business developments and would say slmply that there waes nothing too
encouraging in the picture. However, the reserve positions of member
banks had essed significantly. The basic reserve pesition of Phlludelphia
banks had moved from roughly $75 millicn net borrowed reserves to Toughly
$30-$35 million. 1In the past three weeks only one Philadelphia bank had
borrowed from the Reserve Bank, and then only for one day.

Although he agreed with the thought that open market poliecy
should not be changed significantly and that a change in the directive
might not make much sense when one locked to the pericd ahead, Mr. Bopp
recalled that three weeks ago the Committee felt that a change in the
directive might not be appropriate 1p view of the Treasury financing.

The theory of catching up therefore might mske a change appropriete at
this time. He was not too much concerned s to the precise wording, but
on balance he would prefer something along the lines suggested by

Mr., Robertson.

Turning to the discount rate, Mr. Bopp sald that he and his
associates at the Philadelphia Bank were surprised to resd on the ticker
on August 11 that some Reserve Banks had moved on the discount rate be-
cause at the time the news appeared on the ticker the Board's wire had
not yet been receilved. He felt that in ell probability the directors of

the Philadelphia Bank would sct to reduce the discount rate at thelir

meeting this Thursday.
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With regard to open market operastions in the fortheoming four-week
period, Mr. Bopp suggested that present conditions be maintained to the
extent possible, with any doubts resclved on the side of ease. He
agreed that the circumstances would require giving & great deal of leeway
to the Account Manager. In view of the dealer poeiticns and other matters
that had led Mr. Rouse to say that the situestion was perhaps reminiscent
somewhat of the summer of 1958, it might be that the Account Management
would have its work cut out and that sympathy for the Account Mansger
would be needed.

Mr, Bryan sald he did not see anything in the economic situetion
in the Sixth District that required a report today. Neither 414 he
belleve he had any comments on the general economic situation that would
add significantly to the dlscussion. One could make Ilmportant arguments
on the genersl thesis that the economy was bottoming out of its dip, or
that it was going to move upward from the present plateau or vwhatever one
might want to call it. However, one could also make Important arguments
that the economy was golng into a downslide.

Mr. Bryan pointed out that he had never favored doing anything in
recent months that went beyond the idea of providing a reserve base for
moderate credit expansion. If the Comnittee wished to leave the policy
directive essentially unaltered, he would think 1% appropriate to omit
the word "moderate™ from clause (b) of the directive, which would then

fully express his own feeling. If, however, the Comaittee sghould decide
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to alter the directive further, he believed that it ought to change the

lingulstic spproachk. On the matter of glving a directive in terms of frees

or total reserves, or on the basls of any other concept, it seemed to him

that this would be extracrdinarily difficult at present because the market

repercuseions of recent actions teken by the Board were not yet known.
Mr. Bryan said he wished to point out that in August of last

year daily average reserves were $18,613 million. Thus far this

August, daily average reserves were sbout $18,500 million. Further, on

the basls of the Board's staff projections circuleted this morning,

it appeared that the dally average for the full month of August would

be well under $18,500 million. If so, the banking Bystem ef the

country hed less reserves with which to support credit expansion this

August then last August apnd the policy was not ope of ease as far asg

total reserves were concerned. This illustrated the difficulty in glving

directions in terms of free ressrves. Looking at the projections for

the weeks ending August 24 and August 31, one noted soms rather radical

shifte in the components. A free reserve projection of $455 million for

the week ended August 24, would result in an average of $18,373 million

of total reserves; however, for the week ended August 31, free reserves

projected at $305 million would produce & substantisl rise in total

reserves. The net result would be an average for the month well under

the figure for last year. Therefore, if the Mavager was expected to pro-

vide for moderate easing and some provision, say $50 million per month of
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total reserves, was to be mzde for sscular expansion of the economy, then
in the week ending August 24 the Manager would have to let free reserves

run vell ebove the figure of $455 million, and in the week ending August

31, he would have to allow ancther variation from the free resesrve

brojection if hLe was to average out with anything remotely comparable to
what he (Mr. Bryan) felt the result should be in terms of total reserves.
One thing obvious was that the free reserve figure, if it had been
projected at all accurately, would have to fluctuate radically to produce
what, in his judgment, would be an appropriste total reserve figure.

Mr. Bryan said he would favor a direction to the Account Manager
in terms of giving him latitude for the exercise of discretion; that is,
telling him to manage free reservec, depending on the components, so as
to provide for & moderate growth in totel reserves.

Mr. Rouse noted that the daily average figure of totel reserves
through August 12 wes $18,503 million.

Mr. Johns presented e statement substantislly as follows:

Without engaging in debate on the question whether the
economy is in recession or on the brink of recession, it is
generally sgreed, I think, that production is substantially
below practical capacity and that inflation is not an lmmedi-
ate problem. Economic activity is at approximately the level
of 15 months ego. The current posture of monetary policy,
which I take to be one of stimuleting rather than restraining,
is therefore, in my opinion, appropriaste and worthy of con-
tinuance. It seems to me that recent policy actions by the
Board of Governors in its exclusive Jurisdiction, along with
discount rate actione end cperztiocns carrying cut the policy
adopted by this Cozmittee in its directive of May 2h, all
indicate clearly that the System is faced in the right
direction.
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With respect to the total reserves of the member banks, and
for the purpose of arriving at & conclusion as to the size of
desirsble increments in the immediate future, I observe that in
the period April through July of this year the increase in the
supply of reserves, seasonally adjusted sccording to the Board's
series, was at the annual rate of 5.6 per cent (the July figure
is et1ll preliminary). Our own figures indicete thet this rate
persisted in the first ten days of August. In my view such a
rate of growth in reserves is appropriate, and I suggest it ss
our approximate objective, subject to review, of course, at the
Committee's frequent meetings. T would again protest against
permitting a free reserve target to divert us from this objective
or distract us. I would urge that a free reserve target or range,
if such there must be, should be epprecieted and used as a means
to an end and not es the definitive gulde to open wmarket operatioms.
Free reserves should be ceused or permitted to vary and fluctueate
a5 needed in order to bring sbout the desired growth in total
Tregerves,

As to the directive, I might polnt out that one of the
disadvantages of having a suggestion for a change distributed
at an early stage of the meeling is that this permits the sug-
gestion to be shot at before there is an gpportunity for the
person making the suggestion to stete his reascns.

Be that &8 1t may, at the last meeting it was suggested that
the word "moderete” be removed from clzuse (b) of the directive.
I see no inconsistency between that word ard recent developments
in reserves and bank credit because I do not think bank credit
expansion has been more than moderate. However, I support the
suggestion for removal of the word "moderate.” It is not a very
precise word, but I think its connotations are, in present circum-
stances, on the wrong side. At this time I would prefer not to
use a word which seems to suggest illiberality. I would prefer
to conncte generosity.

Two cther words in clause (b) also merit scrutiny, I think,
First, I suggest that for present purposes, and for the reason
Just mentioned, "stimulating" is a better word than "fostering.”
Perhaps I should say it is a stronger word. BSecond, 1t seems to
me that et this particular time the word "sustainable” puts the
objective of growth in activity and employment & bit out of focus.
Of course we want growth to be sustainable in the long runm, but
in the present situstion no cause sppears for worry ebout too
repid or unsustezinable growth. We are now concerned--or perhaps
T chould say I am--gbout lack of growth or possible contraction
in activity and employment. For these reasons 1 sucgest deletion
of the word "sustainable" and in fipal result a revised clause (b)
in the form previcusly distributed.
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I think I agree with Mr. Deming that the word "needed” is
not required, and I would agree to its deletion. Also, I would
not object to Mr. Ieedy's suggestion for use of the word "sncourag-
ing," unless it should be considered redundent to the idea we
suggested by use of the word “gtimulating.”

I am in favor of a discount rate reductlon, of course. Howe
ever, 1 mist confess to some unsettled feeling sbout the current
actiona. If it is true, ss I have read, that the reduction to 3
per cent is only a technical sdjustment to the market, I think it
has to be sald that less than the indicated technical adjustment
has been made, unless we wish to imply that market rates are lower
than we think they ought to be. If we do not intend such impli-
cation, why do we underadjust? I, myself, have argued in recemnt
days~~and I feel sure others must have--that to do more would
flash a "gcare signal." In the cold, gray dswn of the morning
after, I vonder whether this is right. I wonder whether we tend
to take opurselves too seriously and to overestimate our power to
determine the attitudes of people who have attitudes about things
like thig. I wonder how gocd our conjectural attempts to psycho-
analyze the public are, I wonder whether it might be altogether
reaponable to6 assume that the public would take comfort and
assurance from Federal Resgerve sction vwhich is resolute and all
thet is indlicated by facts visible to everyone, I wonder whether
it would be more frightening to lower the rate a whole polint at
one time when such is indicated and the public is expscting rate
reduction, or to take smaller steps in fairly repid succession.
The latter course, perhaps, could be nervously interpreted as
meaning that the Fedsral Reserve sees or thinks it sees progressive
degneration. Parenthetically, if degeneration should unhappily
come, requiring bold action, and we heve deferred action to catech
up besides, we could find our difficulties compounded. Be a&ll
this ag it may, I think the discount rate ought to be under 3 per
cent, and I wish it were.

A special meeting of the St. Louis directors has been called
for Thursday of this week. When I left the Bank yesterday, it
seemed assured that a quorun would be present. These matters I
have jJust presented mey form the substance of the questions I
will have to answer when the directors meet.

Mr. Szymczak said that, along with the others who hed expressed the
thought, he felt this was & time vwhen the Account Manager should be given

all of the leeway he had ever had. This was because of the policy actions
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taken recently and the question of their effects over the next four weeks.
He agreed with Mr. Mills that a problem wes crested by the holdings of
securities on the part of the Government securities dealers. He would
not favor any sudden or abrupt change in interest rates; if a change
should come, it should develop gradually and slowly.

Mr. Szymczak noted thst the actions taken by the Board of Governors
recently were announced &s & further implemcntetion of the law so far asp
the additional release of vault cesh was concerned and as & first step in
implementing the law sc far as the reduction of reserve requirements at
central. reserve city banks was concerned. As announced, these actions
were taken at a time when, in the opinion of the Board, there would be &
seascnal need for credit. In other words, the Board was implementing the
law at a time when it felt that the lew could spproprietely be implemented.
It might be, of course, that the asctions would supply more reserves than
should have been provided.

Continuing, Mr. Szymezak brought out that the change in the dis-
count rate was announced, as indlceted by Mr., Johns, primarily &as a
technical edjustment. Perhaps the new rate was not quite at the peint to
which the adjustment should have been made, but it was a step in that
direction. 'Thus far no one had said officlally thet the System was
changing its policy, although each person might have different ideas es

to what the actions meant end as to vhat actions the System should take.
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In his cpinion this wes & time when the Manager should follow the same
pattern. Therefore, if the total reserve pattern or the reserve position
of the banking system was such as to affect the rate structure too gresatly,
this should be taken into sccount. On the other hand, if the vault cash
release did not affect the money market excasgively, that should be teken
into account. The Account Manager should feel his way along until he
could see the entire picture.

Mr, Szymezak added that when the System formulates mometary poliey
it doee not want to disturb the financial structure of the country unduly.
Ho one could know what was going to happen t¢ the economy after early fall.
Personally he felt that it would move upward, that it hed gone down and
would firm up somevhet, ard that there would be some positive change
upward i1f for no other reason then seasonal factors. Further, there weuld
be Governmental expenditures for defense, and perhaps there were other
things that could not be foreseen at the moment.

Accordingly, Mr. Szymeczak said, it was his opinion thet the System
should feel its way at this time and watch the situsticn from day to day.
Be felt that the paper distributed recently from the New York Bank on the
use of chort-term sccurities other then bills was & good one, and he hoped
thaet at some poimt it would be possible to discuss the matter further at
an Open Market Committee meeting. FHe also felt that the actions taken by

the Board on reserve reguiremsnts to this point had been good. On the
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guestlon of their effect on the whole structure of reserves, one would
have to wait.

Mr. Sezymezek noted that the Board had been endeavoring to formulate
a bagls for the classificetion of reserve cities pursuant to the law
enacted in 1959. When the Presldents received material bearing on this
matter, he hoped they would review it gerlously apnd give the Board the
benefit of theilr thinking because this wag something that also would
effect the structure of the banking system. At some point, of course, it
would be necessary for the Board to do somsthing. It must move forward
to eliminate the differential between the central reserve city and the
reserve city banke, and t0 provide bases for the classification of reserve
cities and the exemption of individual banke from reserve city regquirements.

In summery, when talking sbout the possible reserve plcture he
wished to say again that he thought it would bBe necessary for the System
to feel ite way along. In his opinion, free reserves anywhere in & range
from $100 million to $250 million would be all right, However, whether
the figure was $10C million, $250 million, or even $300 million, he felt
that open market operations must be guided pretty much by the effect
rather than the figure.

Mr. Szymczak sald he would prefer to lesve the directive as it
stood.

Mr. Balderston referred to the presentation by Mr, Marget earlier

in the meeting and said his reaction was one of coufort as far as the
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prudence of the ections tzken by the System over the past week was con-
cerned but one of no comfort as to the longer-run future as long as a
favorable trade balance of arcund $4% billion failed to wipe out the
unfavorable balence of payments. He saw no long-run solution until a
decision was made to bring home the soldiers and their dependents who
were baing supported ebroad, thus leeving to others, to the extent
possible, the financial burden of supporting troops, particularly in
thelr respective countrles. This country might have to provide the
hardwere, but it did not have to provide the men and thelr dependents
and still pay for the burden of thelr upkeep. He merely threw this out
as & word of caution in comnection with the distribution of the explanatory
statement presented by Mr. Marget this morning.

Turning to corporate profits, Mr. Balderston suggested that the
second-quarter reports, as referred to by Mr. Noyes, were significant
because a change in profits and expectations influences business deci-
sione regarding plent expansiocn, inventory policies, and other things.
He recognized thst the second gquarter of last year was exceptional, the
$51.7 billicon of profits recorded by corporstions during that guarter
having been the largest in history. He also recognized that the drop
from the second quarter of 1959 to the second quarter of 1960 was only
in the order of sbout $5 billion. While this was not very large in the

asgzregate, whet impressed him was that corporations having no conceivable
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link with steel found that cost pressures had made it difficult to earn
as much In the second quarter of this year as the corparsble gquarter of
last year. Some TO per cent of manufacturing corporations earned less
in this quarter than in the same quarter last year, end in looking over
figures provided by Miss Stockwell of the Board's staff he found that
only four types of busipesses had done better thism year. Despite the
fact that the second quarter of 1959 was an exceptional period, it

gave him gome concern that all of the other categories found it harder
to make profits during the second quarter of this year than a year ago.
Statistically, there was yet another unusual aspect of the matter. Only
in three other postwar years--1547, 1949, and 1951--had manufacturing
corporations failed to make a better showing in the second quarter of
the year than in the first quarter.

With regard to the consensus of this meeting, Mr. Balderston said
he gathered that the Committee favored a continuance of the current policy,
giving to the Account Mansger more than the usuel frcedom to feollow the
feel of the market because of the changes in reserve requiraments that
were to occur in the near future.

As to the directive, Mr. Balderston noted that the views expresesed
had been mixed. OFf the members of the Committee, it appeared that six,
other than himself, were inclined to meke a change and that four were
inclined to make no chenge. Of the other Presidents attending this meet-

ing, it eppeared that five favored & change and that one would not faver a
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change. He had the feeling that, of those who wished to make a change,
the sentiment early in the meeting was simply to drop the two words
"moderate” mnd "needed,” but that later in the meeting, efter there had
been the benefit of further dlscussion, there was increasing sentiment
for the adoption of wording along lines such as Messrs. Mangels, Leedy,
and Robertson hed suggested. More specifically, he sensed that perheps
there was some feeling toward going along with the language suggested by
Mr. Robertson. He then inguired whether those who had spoken early in
the meeting now would deem it preferable, after hearing the subseguent
discussion and suggestions, to go further than merely to eliminate the
two words he had mentioned.

Mr. Treiber gaid that this would be agreeeble to him, while Mr.
Erickson said although he had no fixed feeling his preference would be
simply to omit the words “moderats” and "needed.” Mr. Irons said he had
no strong feeling and would be willing to accept the suggestion of Mr,
Robertson, and Mr. Msngels indicated to the same effect. Mr. Deming
stated that his views were similer to those of Mr. Erickson. Mr. Allen
stated that he would be willing to omit the two words, but that otherwise
ke would favor no chenge, while Mr. Leedy stated that he would accept the
Robertson proposal. Mr. Leach said that he would favor no change; 1f a
change vere to be mzde, however, he thought it would be better to adept
somathing along the lines Mr. Robertson hed suggested, rather than Just to

omit the word "roderate.” Mr. Mills sald that he would accept the Robertson

proposal.
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Mr. Shepardgop sald that he would favor no chenge. If a change
were to be nmade, howgver, he would do something other than just omit the
word "moderate.” With reference to the suggestion of Mr. Robertson,

Mr. Shepardson proposed that clause (b) might read more smoothly if it
provided for operstions with e view "to encouraging monetary expansion
for the purpose of fostering sustainuble growth in economic activity and
employment . "

Mr. King stated that he would prefer to leave the directive un-
changed, and Mr., Bopp indicated that he would favor the Robertson proposal
as modified by Mr. Ehepardson. Mr. PBryan expressed a preference for
leaving the directive unchanged but added that if a change vere made
he would prefer the Robertson proposal to the ¢thers that had been
mentioned. Mr. Johns said that the Robertson suggestion would be agree-
able to him, and My. Szymczak said he would favor no change in the
dlrective.

The suggestion was made that, in the light of the discussion, 1t
might be possible to accept by acclamation the language for clause (b)
suggested by Mr. Robertson, as modified by the suggestion of Mr. Shepardson.
However, there was an indication on the part of at least one of the members
of the Committee who favored no change in the directive that it would be
desirable to have the votes recorded in the minutes and in the policy

record of the Commitiee.
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Thereupon, upon motion duly made and
seconded, 1t was voted, with Messrs. King,
Shepardson, Szymczak, and Allen voting
"no," to direct the Federsl Reserve Bank
of New York, until otherwise directed by
the Committee:

(1) To make such purchases, seles, or exchenges (including
replacement of maturing securities, and allowing maturities to
Tun off without replacement) for the System Open Market Account
in the open market or, in the case of maturing securities, by
direct exchange with the Treasury, as mey be necessary in the
light of current and prospective economic conditions and the
general credit gituation of the country, with a view (a) to
relating the supply of funds in the market to the needs of
commerce and business, {b) to encouraging monetary expanelon
for the purpose of fostering susteinable growth in economic
aectivity and employment, end (c¢) tc the practical adminis-
tration of the Account; provided that the aggregate amount of
securities held in the System Account (including commitments
for the purchase or sale of securities for the Account) at the
close of this date, other than special short-term certificates
of indebtedness purchaesed from time to time for the temporary
accomodation of the Treasury, shall not be increased or
decreased by more than 31 billjon;

(2) To purchase direct from the Treasury for the account
of the Federal Reserve Bank of New York (with discretion, in
cases where it secoms desirable, to issue participations to one
or more Federal Reserve Banks) such amounts of specisal short-
term certificates of indebtedness as may be necessaxry from
time to time for the terporary accommodstion of the Treasury;
provided thet the total amount of such certificates held at
any one time by the Federal Reserve Banks shall not exceed in
the aggragate $500 million.

Mr. Balderston then inguired whether there vere any commente on
the consensus for open market operations during the forthcoming period as
stated by him earlier during the meeting.

In discussion of this point, Mr. King raised the question whether

the Committee could continue the policy that it had been following in

view of the change agreed upon in the policy directive,
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Mr. Robertson said he sensed that meny of those at the meeting
felt that the Desk should not erdeavor to offset the whole amount of
regerves that would be released through the action of the Board relating
to vault cesh and reserve requirements. ‘Then, after noting thst the record
of the July 26 meeting indicated that the Committee was siming et a given
figure of free reserves, he asked whether the consensus today did not mean
that the Desk would lock more to the total plcture. The figure of free
regerves might rise, but this stil) might not represent any further essing.

Mr. Rouse noted that the figure might rise or that it might go
down.

Mr. Balderston said he gathered from listening to the discussion
today that the Committee deslired to carry over the goals discuszsed at
the July 26 meeting. The same goals would be carried over, but in view
of the shifting situstiocn the Committee degired to glve the Account
Mansger more freedom.

Mr. Robertson sugzested that the goals today included &8 guell-
fication that the Desk would mshe ervors on the side of eape.

Mr. Rouse ptated the matter in terms of resolving doubis on the
gide of ease, a revision with which Mr. Robertson expressed agreement,

Mr. Shepardson said that, as he understood it, the goal was also
to provide for some moderate growth in the money supply.

Fr. Rouse steted that this vas to be hoped for although, as Mr.

Royes hsd pointed out, it wes & 1little difficult to figure on. Mr.
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Balderston commented that this wvas particularly true in view of the
Treasury tex and loan account balance at the moment being larger than
customary, to which Mr. Rouse added that the Desk should have an assist
in that respect in viev of the prospective paymsnts by the Treasury.

Mr. Balderston then inquired of Mr. Rouse whether the general
instructlion was what he thought he needed for the next few weeks, %o
which Mr. Rouse replied that it sounded like & vote of confidence but
that he was still a 1little fearful. He then steted that he had no
questions.

It was agreed that the next meeting of the Federal Open Market
Committee would be held in Washington on Tuesday, September 13, 1960.

Mr. Johns, speaking as Chairman of the Presldents' Conferencs,
said he had been interested in the indication that material night be
coming out to the Presidents at some point with respect to the study of
the clessificatlion of reserve citles. In view of the fact that the
Presidents' Conference would be meeting on September 12, he inguired
vhether there was anything the Presidents could do to prepare for dis-
cussion with the Board at the joint meeting of the Board and the Presidents
the following day, if in fact it -was intended to have discussion at that
time. He noted that it was frequently found to be helpful to have time
for & Comuttee or Subcormittee of the Conference to study such & matter

end precent sugsestions to the Presidente.
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It wes indicated that materis)l on the subject probably would dbe
Aistributed to the Presidents within a wveek. Mr. Balderston commented in
this connecticn that the material to be sent represented tentative sug-
gestlions based on tentative assumptions. The Board 4id not wish to send
out just m blank piece of paper, and it would therefore sepd what was
availeble with & request for criticism and ildess,

Mr. Szymczek commented that the Board had taken no position and
that the materisl t0 be sent out was in the neture of a coliection of
working peapers.

Mr. Johne suggested that it might be appropriate to refer the
meterial to & Conference Committee, and thet perheps the Subcommittee on
Legislation might pick up vhere it had left off in the latter part of
last yeer.

Mr. Balderston replied that the matter of procedure would be one
for the Chairman of the Conference and the other Presidenis to decide. In

any event, however, the Board would eppreciate all of the help it could get.

The meeting then ed}ourned.




