A meeting of the Federal Open Market Committee was held in the

offices of the Beard of Governore of the Federal Reserve System in

Weshington on Tueesday, Merch 28, 1961, at 10:00 a.m.

PRESENT:

Mr. Martin, Chairman
Mr. Hayeg, Vice Chalrman
Mr. Allen

Mr. Balderston

Mr. Irons

Mr. King

Mr. Mills

Mr. Robertscon

Mr. Shepardson

Mr. Swan

Mr. Szymczak

Mr. Wayne

Messrs. Ellis, Johns, and Deming, Alternate Members
of the Federal Cpen Market Comuittee

Megsrs. Bryan and Clay, Presidents of the Federsal
Reserve Banke of Atlanta and Kansas City,
respectively

Mr. Young, Secretary

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr. Hackley, General Counsel

Mr. Thomas, Economist

Messrs. Einzig, Garvy, Mitchell, Noyes, Ratchford,
and Walker, Assoclate Fconomists

Mr. Rouse, Manager, System Open Market Account

Mr. Molony, Assistant to the Board of Governors

Mr. Koch, Adviser, Division of Research and
Statistica, Board of Governors

Mr. EKnipe, Consultant to the Chairman, Board of
Governors

Mr, Petersen, Speclal Assistant, Office of the
Secretary, Board of Governors

Mr. Hilkert, First Vice President, Federal Reserve
Bank of Philadelphia
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Messrs. Bastburn, Hostetler, Jones, Parsons,
and Tow, Tice Presidents of the Federal
Reserve Banks of Fhiladelphia, Cleveland,
St. Louie, Minneapclis, and Kansas City,
regpectively

Mr. Eisenmenger, Acting Director of Research,
Pederal Reserve Bank of Boston

Mr. Branmdi, Assistant Cashier, Federal Reserve
Bank of Atlants

Mr. Stone, Manager, Becurities Department,
Federal Reserve Bank of New York

The System Account Manager had submitted the following memerandum
to the Committee under date of Merch 21, 1961, recommending participstion
by the Account in the Treasury's then impending advance refunding offering:

The System Account holds the following amounts of the

issues eligible for exchange intc the new 3-3/8's of 1966 and
3-5/8's of 1967 in the current Treasury advance refunding:

Amounts in

thougands
2-1/b% Treasury bonds maturing June 15, 1959-62 § 319,049
2-1/4%% Treasury bonds maturing Dec. 15, 1959-62 693,765
2-5/8% Treasury notes maturing Feb. 15, 1963 34,000
2-1/2% Treasury bonds meturing Ang. 15, 1963 11,500

Total $1,059,11%

Among the advantages of exchanging some portion of these
holdinge is that it would be regarded by the market, the
Copngress, and the Treasury as helpful o the Treasury in
achieving a better balanced debt structure and would reduce
the Treasury's burden of refunding the outetanding issues at
maturity. From the System's standpoint, there appears to bhe
some advanbtage in acquiring some holdings of each of the short
and intermediste issues to achlieve a balanced portfolio. At
present the Account holds only $170 million of fixed maturity
issues maturing in 1965 or beyond.

Among the disadvantages is that an exchange would involve
some reduction in liquidity of the System Open Market Account,
but this is not a serious drawback since the Account will
still have very large short-term holdings, $17.9 billion
excluding Treasury bills, maturing before the end of 1962.

The System should not acquire too large a portion of the new
issue through exchange but should limit the exchange to a
moderate amount.
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Since theve gppears to be soms advantage snd no
materisl disadventapge in exchimging somes part of the
Systen's holdings of the issues in question, a partial
exchange appears appropriate. The holdinge of 2-5/8%
notes of 1963 and 2-1/2% bonds of 1963 are too small to
be gignificant ir the exchange and might be of some future
use in thelr present form. The System's holdings of the
2-1/4ts of June 1959-62 gre only 6% of that issue but the
holdings of the December 2-1/4's are 209 of that issue.
Exchange of sbout one-half of the December issue would
leave the holdings of June and December issues sbout equal.
The Manager of the Account, therefore, recommends the
exchange of $350 million of the December 2-1/11-’5 of 1959-
62 into 3-5/8's of Wovember 1967. This amount represents
about 33% of the $1,059 million total System holdings
eligible for the exchange.

This memorandum wss supplied to members of the Committee then
located in Washington, to Mr. Trieber, alternate for Mr. Hayes, and by
telegram to Messrs. Alien, Irons, Swan, and Wayne, respectively, asking
for their comment on and their epproval or disapproval of the Manager's
recommendation.

The recommendation of the Manager of
the System Account that $350 million of
System Account holdings of 2-1/4 per cent
Treasury bonds meturing December 15, 1959-62,
be exchanged into 3-5/8 per cent bonds to
mature November 15, 1967, as offered in the
Treasury refunding, was approved. Votes for
this action: Messrs. Martin, Allen, Balderston,
King, Mills, Robertson, Shepardson, Swan, Wayne,
and Treiber, alternate for Mr. Hayes. Vote
against this action: Mr. Irons.

In voting against the System Account Manager's recommendation,
Mr. Irons expressed the belief in a telegram to the Secrestary of the
Committes that an informed market and the Treasury would recognize that

there would be nc apprecisble improvement in the balance of the debt
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structure nor a lessening of the refunding burden as & result of a System
exchange of a portion of its holdings. Also, in his cpipion, the residusl
holders of exchengesble securities after the completion of the advance
refunding would be largely seekers of liquidity, and, comsaquently, the
ultimate refunding for such holders at maturity might be expected to
include relatlvely short-term securities into which the System would roll
over without consequence or without creating a problem for the Treasury,
especially in view of the relatively small System holdings of exchangeable
issues.

Mr. Irons' telegram also expressed the judgment that it was not
important that the System build up its holdings of intermediate-term
securities. Actually, there was a2 more significant need to build up
holdings of very short-term securities, those in the 90-day to 6-month
area, since, except in the case of future swaps, which should be negligible,
the System had no probeble need for intermediaste-term securities. Also,
he believed that & central bank's portfolio should be in very liquid
securities and no deliberate attempt should be made to lengthen the
maturity composition without good and compelling reasons.

Mr, Irons felt that System participstion in the advance refunding
would imply positive and contimuing acceptance by it of the recent experi-
mental policy of dealing in other than ghort~term securities, and this was
beyond the position he would want to confirm at this stage. To the extent
that the System must acquire intermediaste-term securities, he would prefer

that it be done through market purchases at an appropriate time, seeking
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particular rste effects, rather than through an exchange under advence
refunding where there was no significant advantage to be gained.

Mr. Irons coneidersd it unimportant that the System hold significant
amounts of intermediate-term securities because it was unlikely (except to
the extent of occasionzl swaps) the System would be a seller of these
isesues and, in effect, put downward pressure on prices of Government
securities. It would seem more likely System operations would be on the
buying side, as they had been in the current experiment in the intermediate-
and longer-term areas.

Upon motion duly made and seconded,
the action of the mewbers of the Federal
Open Merket Committee on March 22, 1961,
in approving, with Mr. Iroms dissenting,
the recommendation of the Manager of the
Systen Lccount that $350 million of System
Account holdinges of 2-1/k per cent Treasury
bonds meturing December 15, 1959-62, be
exchanged into 3-5/8 per cent bonds to
mature November 15, 1967, as offered in
current Tressury refunding, was ratified,
approved, and confirmed.

Before this meeting there had been distributed to the members
of the Committee a report of open market operations covering the period
March T through March 22, 1961, and & supplemental report covering the
period March 23 through March 27, 1961. Coples of both reports have
been placed in the files of the Committee.
Supplementing the written reports, Mr. Rouse commented as follows:
With the money market generally easy during most of the

periocd since the last meeting of the Committee, little in the
way of open market operations has been required to maintain
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an even keel, and the System has been able to stay out of the
market while the Treasury's advance refunding was under way.
Early in the period, a modersie volume of reserves was sup-
plied through outright purchases of Government securities
and through repurchase agreements. Later on, some massive
shifts of balances among forelgn central banks resulted in
substantial net acquigitlions of Government securities by
forelgn accounts, part of which were supplied by sales from
System Account in order to mltigate the impact on already
declining Treasury bill rates. The large sctivity in foreign
central bank balances, reflecting movements of funds through
the foreign exchange markets following the revelustion of
the Deutsche mark and the Datch guilder, proved more trouble-
some 10 the Management of ¢The Account than has been the case
in some time, and it appears possible that the activity in
these sccounts will continue to complicate our operstions.
Short-term interest rates moved lower through much of
the period, with the three-month bill rate at 2-1/4 per
cent bid last Wednesday, compared with 2.45 per cent at the
time the Commitiee last met. Money market pressures were
remarksbly light over the March 15 tax period, while demsnd
for Treasury bills arcse from the redemption of tax anticl-
pation bills on March 22 as well as from market switching into
shorter-term issues and the foreign account activity mentioned
above. Bill rates rose somewhat over the past two days, after
the Treasury announcement that it would railse $1.5 billion in
cash through an auction of September tax anticipation bills
thet will take place this afternoon, and an additionsl $300
million through additions to the regular weekly suctions.
Long-term rates moved down somewvhet earlier in the period--
partly in response to System cperations--but the Treasury's
advance refunding reversed these price movements, with the
net result that long-term rates are not far differemt now
from the levels prevailing before the System's specisal
operations were undertaken. It was of course obvious that
the advance refunding would have this impact on intermediate-
and long-term rates, but the Treasury felt, and rightly so,
that this was a reasonshle price to pay to achieve a better
distribution of the public debt, particulerly from the stand-
point of convincing foreigners that the Government meant
what 1t said sbout putting our fiscal affairs in order.
The $6.2 billion in debt extension that the Treasury was able
to effect generally exceeded what the market had expected.
The success of the sdvance refunding, in market conditions
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that were somewhat less than perfect, hes solidly established
this technigue as the Treasury's main weapon in bringing about
a8 better debt distributicn.

As to our own operations in longer-term securities, the
market generally has come Lo take a more balanced view of our
activity, although the extensive public discussion of our ob-
Jectives~--and the various interpretations placed upon these
objectives--has continued to hamper our operations. The
market has not yet become fully accustomed to normel System
activity in the intermediate area. ILast Thursday, for example,
we found that our attempte to acquire a moderate amount of such
securities on a go-around basis met with only $54 million of
offerings, and led to a significant withdrawal of offers and
bids that were in the market prior to our operations, as
potertial buyers and sellers moved to the sidelines to see
what the result of our activity would be. We have found that
the go-around, and the publicity that goes with it, tends to
change a negotiated market into an auction msrket where the
appearance of a potentislly large buyer tends to dry up other
bids and offerings. As a result, the go-around has not been
generally successful, =28 the reports of these specisl operations,
which have been circulsted to you, have pointed out. A major
difficulty is that it is well-nigh impossibie to prevent word
of our go-arcunds from spreading widely and rapidly throughout
the investment community. The consequence ig that potential
gellers tepd to withdraw from the market in hopes of getting
higher prices and potantisl buyers to withdraw because they
are reluctant to follow any upward price movement that might
develop in the wake of our cperation. The second major diffi-
culty is that dealers normally carry only modest positions in
the ares in which we are now working, and in the time interval
within vhich go-arounds must be conducted, they rarely could
develop the offers or bids that are desired even if there were
no knowledge of our activity available to the investing public.
Confronted with these difficulties, we have from time to time
acquired intermediate securities on voluntary offerings to the
Desk, or by purchasing from a limited number of dealers at sny
one time. In genersal, these methods have proved more effective
and fer less disturbing to the market.

Now that the Treasury advance refunding is out of the way,
it should be feasible from a market standpoint for the System to
continue to acquire longer-term securities in order to supply
reserves as they are called for, or to acquire them against off-
setting sales of short-term securities to the extent that rate
considerations make such transactions desirable. Growing
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expectations of an upturn in business conditions appear to be
resulting in an increasing reluctence of long-term investors to
extend their commitments, and this mway facilitate purchases for
our account and for Treagury accounts.

Returning to the intermational situstion for a moment, our
bill rate, even at 2-1/k per cent, has been competitive with the
British bill rate on a covered basis. While the relationsghip
between Britlish and U. 8. short-term rates is not an immediste
problem, the dollar nevertheless ls under considersble pressure
in the foreign exchanges, and we cannot afford tc relax for a
moment, for the present situation could change overnight.

On reguest by Chairmasn Martin for any questions concerning the
System Account Manager's report, Mr. Robertson said he fzlt this to he an
excellent presentation which he hoped would be recorded in full in the
ninutes of this meeting. The report brought out the difficuliies involved
in the System's functioning in the leonger-term Government securities market,

and he wished to study it Pfurther.

Thereupon, upon motion duly mede
end seconded, the open market transactions
during the period March T through March 27,
1961, were approved, ratified, and confirmed.

Mr. Noyes presented the followlng statement with regard to
economic developments:

In introducing our round-up or the econcmic situation to
the Board yesterday, Mr. Williams pointed out that while con-
siderable factusl informetion on economic developments in
February had become available since the meeting three weeks
ago, these facts generally confirm the early estimates presented
at that time., Hence, most of what the staff reported then, and
what I shall sasy today, will have a familiar ring. It is too
soon to gay much about March, except that changes in either
direction from February are likely to be moderate. We are
still estimating that GHP will be around $500 billion for the

first quarter.
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To cite a few specific developments on which data have
become available in recent weeksg: industrial production
leveled ocut at 102 per cent of the 1957 average in February;
housing starts were up to a seasonally adjusted annual rate
of a littie over 1,150,000.-2 considerable improvement from
the December low; February auto sales conbinued at the
depressed January rate, but March will almost certainly
show some plck-up; with suto production held to very low levels
through March, there should be & contra-seasonal reduction in
inventories, which will bring dealer stocks well below year-
ago levels; used car prices turned up last month after an
extended decline; retall sales were up 1 per cent; consumer
credit outstending declined further--probably by & little
more than in January; and new orders for durable goods
increased 2 per cent. The composite index of leading indil-
cators moved up again.

As reported at the last meeting, the seasonally adjusted
unemployment rate was up slightly in February, as the sctual
number unemployed hit a postwar peak of 5.7 miliion. Seasonal
factors should reduce the actual mumber uvnemployed for some
months now. For example, a normal seasonal movement would
cause a decline of sbout 300,000 from Februsry to March.
Thus, if unerployment in fact declines by less than that
amount, &s may well be the case, we will see some further
rise in the seasonally adjusted rate in March.

The extension of unemplicoyment benefits to longer-term
unemployed workers, which was authorized last week, will
both relieve the severe hardship suffered by workers in
this category and add sbout $400,000,000 to consumer income
in the second gquarter.

Without minimizing in any way the uneeployment problem,
it ig important to keep the data in perspective. Therefore,
it should be pointed out that employment is as high as--in
fact, slightly higher than--it wag a year ago. In other
words, the increase of 1.8 million in the number unemployed
is less than the 2 million added to the labor force in the
seme pericd. This contrasts to the substantial decline in
employment which occurred from mid-1957 to mid-1958.

Paking all of the new informetion that has become
available since the last meeting into account, there seems
to be no reason to modify the earlier cobservation that we
shall gpee some improvement in the economic situation in the
second quarter., If apy modification is called for, it is with
respect to our assessment of the possible vigor of the upward
movement. More and more careful and generally conservstive
analysts in business and in Govermment are quietly edging up
thelir estimates of GEP and industrial producticn for the last
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two quarters, as the year progresses. To the extent that
these forecasts have some influsnce on businessmen's deeliszslons
oo inventory policy snd other asxpenditures, they may be self-
supporting. Any eppraisel of the prospects must take inte
account the impact of this spresading optimlsm regerding the
outlook, as well as the changes in output and employmsnt
vhich have sctually cceurred. Hevertheless, it stlll seems
most unlikely that activity will spproach critical levels,
in terms of sustainability, in the foreseeable future.

It is interesting, in this connection, that one recent
survey showed that businessmen’s expectations with respect
te the likelihoed of increases in the price of thelr own
products were near the Lowest point for the postwar period.
Wholesale prices have remsined fairly steady, despite growing
optimi=m ag to the outlock, and sensitive materials prices,
while they have chown some improvement, are still below the
1953~54 average. The consumer price index has been moving
in a very narrow range, reflecting largely seasonal Influences--
down one-tenth of 1 per cent in Jamuary; up the same amount in
February; and expected by BLS officials to be down agsin in
March. So far there seems $¢ be no evidence of either
inflationary pressures in fact or a strong expectation of
inflation in the near-term fubture.

Mr. Thomes precented the following statement on the credit

situation:

Since much of the discussion of Federal Reserve
policies recently has been focused on interest rate
effects, developments with respect to rates are of
particular interest. Contrary to trends in February
when short~term rates rose and long-~term retes declined,
in accordance with views as to System objectives, opposite
trends have been observed in March. For an explanation
of this perversity, it is necesssry to look to market
developments and expectations, rather than Fedaral Reserve
operations, Whether the System should or could have brought
about different results is st least questionsbdle.

¥actors causing the declinipg tendency in short-term
rates include the somewhat swmaller volume of business cash
needs than is customery during March; the redemption of
outstending tax bills, which reduced the available supply
of short bills and created a reinvestment demand; some
exceptional demands for bills from foreign accounts; actusl
snd, prospective acquisition of short-term securities by the
Americsn Televhone and Telegraph Company; lessened selling
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breesure by dealers following sharp reductions in their
portfolios during late February and early March; and the
pressures end the uncertainties in the longer-term markets
which induced investors to prefer short-term securities.
Finally, reserves were available in moderate amounts and
the money market was easy during the period when it is
ordinarily tight.

Increases in medium- and long-term rates reflected
Principally the growing view that economie activity may
turn up soon, bringing increased credit demands; the
congested state cf the municipal bond market, where
dealers held large inventories of unsold issues with
more in prospect; and the anticipatory effect of large
Treasury borrowing demands during the remainder of the
year. The American Telephone and Pelegraph offering of
new stock to its shareholders may have directly or
indirectly been absorbing some funds that might have
been invested in other long-term securities. The
Treasury advance refunding operation confirmed views
that some of the Treasury borrowing would be done in
the longer-term sectors elther directly or through such
an advence operation. While the bulk of the exchanges
of $6 billion are believed to represent holdings that
would not otherwise hawve been disturbed, some of them
might have some future effect on long-term markets.

Bank credit demands during the first three weeks of
March, using partial figures for the past week, appear to
have been somewhat smaller than ususal in that period. Total
loans end investments =t city banks declined on balance,
Business loans increased sbout as much as usual, but loans
to finance companies showed 8 contra-seascnal decline.
Reflecting a reduection in dealers' inventories, loans to
dealers in Govermment securities also declined by a
sizable amount, as did city bank holdings of Treasury
bills and alsc of Government securities maturing after
one year. Holdings of other securities increased.

Money supply, seasonally adjusted, which increased
sharply 1n January, has shown little further growth since
the beginning of February. The sversge for the first half
of March wae only slightly larger then s y=ar ago. The
gituation in the third week of March 1s uncertain owing to
lack of complete data and the difficulty of appraising the
effects of the timing of tax payments. Figures for the
single date of March 15 and partisl data for city banks
for March 22 {just before the tax payments are drawn and
certainly before they are paid) indicate that private demand
deposlts were relatively large on those dates. Time deposits
at commercial banks continued to increase during February and
the first half of March and are more than 10 per cent larger
than a y=ar ago. Shares in savings and loan assoclations
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have increased in the past yesr by nearly 15 per cent, with the
expansion continving during the first two months of this year.

Reserves have been available to member banks during the
vast month in amounts adequate te support sesmsonal changes in
deposits, but not enough to provide for further growth unless
banks reduced their excess reserves. Free resarves, in fact,
heve declined somewhat since the latter part of Februsry and
have been much less than in December and Janusry. It is esti~
mated that during the latest week--that ending March 22-.-a
sizable portiopn of the avallsble reserves were being held
against temporarily large United States Government deposits.
As these deposits are drawn down, as they are scheduled to be
in the course of the next four weeks, funds become availeble
for bank credit reduction or private deposit expansion. An
over-all contraction is to be expected this week and next,
but the required reserves relessed will be absorbed by a
decline in fleat and by Baster currency demends.

Unless some additional reserves are supplied to allow
for monetary expansion or unless a gold outflow is regumed
(neither of which is assumed in the projections presented),
no sustained sdditions to Federsl Reserve credit will be
needed until July. On the basis of recent experience,
however, it is questionsble whether free reserves of $500
miliion or less provide an adequate stimulus to bank credit
expangion. Therefore, to foster monetary growth, System
cperations in the course of the next two veeks may require
net purchases of nearly $300 million of securities, which
may be followed by salee of around $500 million in the third
week of April, and then fluctuate back and forth from thean on
through June.

From s lopnger-run standpoint, the Committee will need to
give som= thought to the course of policy in case the expected
economic recovery iz actually beginning. In view of many long-
run and structural weaknesses in the economy, the recovery may
not be particularly robust or threatening of speculative
excegges, It 1s mere likely to require recuperative thersapy,
rather than restralnt. The Fostering of some bank credit
expansion and greater than seasonal monetary growth will no
doubt be appropriate for the remainder of this year.

With respect to interest rates, there is & popular view
that any economic recovery will bring sbout a rise in both
long-term and short-term rates. This view is based in part
on expectations as to credit demends and in pert on beliefs
as to shifts in monetary policies. This usy not be &
necessary conclusion. Although pressurs for further declines
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in ghort-term rates might come to an end, it is not certain
that a marked rise in interest rates will sccompany the
aarlier stages of recovery.

In the first place, interest rates are now much higher
than they have been in any other postwar recession period
and are not unlike those of the recesslion periods in the
1926's. Hence a sharp reversal such as occurred in 1958
seems unlikely, Secondly, varicus estimates or projections
made by the Board's staff and by others indicate that, with
a moderate pace of economic recovery--which may be all that
should be expected--over-sll credit demands are not likely to
be particularly heasvy this year. The total of private demands
is ipdicated to be less than in any other year since 1957 or
perhaps earlier, and when Federal Government borrowing is
included, the total is sbout the same as in 1960--much less
than the high level of 1959 and also well below 1958 and 1955.
Demands are expected to be guite light in the short-term credit
area and moderate in the long-term sector.

Financial savings available for investment, moreover,
have expanded in recent years and are expected to conhinue
in large volume during 196L. Most of these funds are availa-
ble for long-term investment. Estimates of the cash flows
and liguidity needs of nonfinancial corporations indicate
that not only will their credit demands be moderate, but
also that they will probably have funds for the purchase
of securities. It appears that funds from these and other
sources will be adequate to meet credit demends without
requiring direct investment by individuals of the magnitudes
of recent years. Consumers may want to add to their holdings
of cash, as well as to those of other fixed value redeemable
claime such as savings deposits and shares.

These various factors point to the absence of strong
pressures toward rising interest rates during the months
ahesd, unless economic recovery exceeds expectations and
strong speculative Ltendencies develop. Major influences
that might determine the course of interest rates will be
the borrowing demands and debt-management policies of the
Federal Govermment and the availability of bank eredit.

The latest budget estimates just presented by the Adminis-
tration, though differing in many details, seem to confirm,
rather than alter, the estimates of the Board's staff as to
the Government's financing needs for this calendsr year, vhen
sliowance is made for portione in the Administration's estimates
as yet incomplete or uncertain.
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Ket cash borrowing for this calendar year 1s now pro-
Jected at less than $5 billion (around $4.5 billien), but
the total of all new borrowing, not including that to refund
maturing issues other than tax dills, may exceed $15 billion.

Of this total, soms $2.7 billion has been completed or already
announced. If the May refunding 1s go handied as to avoid
attrition, further borrowing might be unnecessary until July.
In the last half of this year, net borrowing will approsach
$10 billion and gross borrowing may exceed $12.5 billion.
These needs are comparable with those of similar periods in
1958 and 1959, although the calendar and fiscal year total
¥ill be less than in those years. Also, as previously
explained, total public and private credit demands in

the last half of this year sre not expected to be as

great as in the corresponding periods of 1958 and 1959.

The effect of Treasury borrowings on the structure of
interest rates will depend to some extent upon the maturity
distribvution of the securities offered to raiee new cash and
to refund mabturing issues. Some debt extension would bhe
desirable to mitigate firancing problems in the next few
years., In view of the prospects for savings and for moderate
brivate demands for long-term credit, limited extension of
the Federal debt might be possible without undue upward
pressure on long-term rates. Corporate funds should be
available to absord sowe of the short-term borrowing. The
bulk of the TPreasury borrowing, however, couwld sppropriastely
come from the banking system.

Even though savings are expected to be rather large and
credit demands only moderately large, all these demands cannot
be met without fairly sizable expansion of bank credit. In the
absence of bank credit growth, Interest rates would have to rise
sufficlently to bring forth more saving or additional norbank
investment in Government securlities. Any such ratesg might unduly
retard the developing recovery. In view of the moderate growth
in the mopey supply during the past two years, an increase of &at
least 3 per cent, or $4 billion, would seem to be essential this
year., Time depcsits at commerclal banks might be expected to
increase by as much as $5 billion.

The total of commercisl benk and Federal Reserve credit
expsnsion in 1961 may well exceed $10 billion--concentrsted
in the last bhalf of the year. Benk loan demsnds are expected
to be moderate throughout this year. The banking system should
be in a position, therefore, to supply a substantial portion of
the Federal Government's borrowing needs during the remainder of
this year, without undue credit expansion or monetary creation.
Perhapes as much as $8 billion of the $10 billion net expansion
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in Government debt in the last half of the year might be
supplied through commercial bank and Federal Reserve credit.
Same $2 billion of Federal Reserve credit will be needed
during the remainder of the year to cover seasonal monetary
and currency demsnds and to allow for some growth. At lesst
half of this increase will not be needed until the last few
weekg of the year, but additions aversging around $100 million
a month would be appropriate between now and November.

It should be possible to provide reserves for such an
increase in benk credit without keeping interest rates at
too low a level, given moderate economic recovery. In fact,
that amount of bank credit may be necessary in order to avoid
too sherp a rise in interest rates that would retard the
recovery. Reserves may be supplied through purchases of
short-, medium-, or long-term securities, depending upon
the nature of market pressures at the time of the trans-
actions and with due regard to proper admimistration of
the Account.

In reply to a gquestion from Mr. Allen concerning the extent to
vhich the Treasury might be in the market between now and the May refunding,
Mr. Thomes said that the Treasury would not be in the market except for the
refunding of the April 15 bill and the auction of tax anticipation bills
that was to be held today. There was also the small increase in the amount
of weekly bill offerings that recently had been announced.

Mr. Bayes presented the following statement of his vlews on the
business outlook, credit policy, and related matters:

For a good many months now the Committee has been forced
to keep a careful eye on both the need for resisting domestic
recessionary tendencies and the need to avoid eggravating a
sharply adverse balance-of-payments situation by allowing
short-term interest rates to fall to excessively low levels.
On the whole, I feel that we have been rsther successful In
coping with this dual problem. But on nelther front has the

battle yet been won, and I think it would be a dangerous
error to assume that it has. I was somewhat concerned st the
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last meeting by the impressicn I gained that some members
were inclined to let up on the objective of keeping short-
term rates up~~gay around the 2-1/2 per cent level--presumably
on the ground that the difficulties of the dollar are largely
behind us. I shall try to demonstrate & little later why I

do not sghare such a view.

Of our two major problems, I am incliped to the opinion
that the domestic recession may prove to be the more tractable.
While the prevailing tone of growing business optimism may be
somewhat premature, there have been further indicationgs in
the last three weeks that we are st or close to & bhottoming
out of the recession. A number of key series that had been
falling for some time have either leveled out or turned up-
ward., I am thinking of such items as new orders for durashle
goods, manufacturers' sales of dursbles, industrial production,
snd retail sales--and the smallness of the expected decline
in business plant and equirment spending is also encouraging.
On the other hand there has been no significant change in the
housing or inventory situstion, end in general there are as
yet no signs of emerging strong privete demande. Furthermore,
unemployment seems likely to stey disturbingly high even through
many months of recovery.

In the field of bank ecredit, the February statistles for
all commercial banks generally confirm earlier indieations of
considerable galns in total bank credit, total lcens, and
business loans--and early March data point in the sams
direction, with tax borrowing rather heavier than had been
expected. Figures on the public’s liquidity and on bank
liguidity suggest that our polley of credit ease is con-
tinuing to produce desired results. On the other hand, the
glower recovery of bank ligquidity in this than in previous
recessions will make it less necessary for the System to
abgorb excegs liquidity during the coming expansion.

As far as the domestic economy is concerned, it seeus
to me clear that, at least until the probable configuration
of the recovery shepss up falrly clearly, we chould malntain
credit ease and should conmtinue our attempts to nudge long-
term rates lower or, at the very least, to exercise some
"breking” influence on any rise in such rates if expectations
of business recovery induce considersble selling of longer-
term securities. (Fortunstely the volume of weak holdings
of longer-term securities overhanging the market appears to
be much less than in 1958.) At the same time there is nothing
in the domestic picture to suggest a need for lower short-term
rates. Downward pressure on such rates may develop in any case
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if sellers of long-term securities temporarily invest at the
short end to wait out the transition to a new equilibrium;
but there is no reason why we should try to push down the
short rate, and no harm should result to the domestic
economy if, because of international considerations, we

try to hold short rates where they are or even try to

press them higher.

Torning to the international situation, I would like
to point out a number of reascns why we cannot afford to be
complacent:

(1) Although the over-all balance of payments improved
sharply in January, with indications of a $100 million surplus
for that month, this was followed by an indicated deficit of
some $200 million in February, and there is some evidence
that this adverse trend has continued in March as & result
of the backwash from the mark revaluation. On balance, the
first quarter figure will show an appreciable improvement
over the last two quarters of 1960, but not nearly enough
to quiet foreign anxieties.

(2) The recent minor increases in the gold stock
reflect special circumstances rather than any strong under-
lying trend toward restoration of confidence in the dollar.

(3) Confidence in the stability of exchange parities
in general has been sadly disrupted by the recent mark and
guilder reveluations. WNet transfers of funds across the
Buropean exchanges during the first week after these events
probably approsched $1 billion. The exchange markets remain
in a state of acute anxiety, with rumors continually circu-~
lsting of further exchange rate moves to be expected. For
example, there is a widespread belief that if a renewed
heavy flow of funds to Switzerland should occur--and any
mmber of political or economlce events eould touch it
off--the Swiss might be forced into a revaluation, perhaps
followed by other currencies. The dollar has been con-
spicuously weak on the EBuropeen exchanges, especilally in
Frankfurt. Fortunately the speculative capital movements
have so far beer lergely confined to transfers by foreigners.
But a much more serious situation, comparable with that of
last falil, ccould develop if United States residents should
Jump into the game.

To some extent we have been benefiting from the
weakness of the British position rather than from a basic
inprovement in our own. While we have seen some return
flow of foreign funds to the New York stock market, there
have been no significant indications of renewed forelgn
interest in either short- or long-term U. 8. Government
obligations.
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(5) The delicate political apd military internationsl
situation makes it all the more important that we dec &ll we
ean 0 strengbthen the pesitlon of the dollar.

The level of cur bill rate has a very important effect
on foreign market psychology, quite agide from the arithmetic
relationship of our rate to market rates sbroad. I believe
thet the rate of 2-1f2 per cent reached a few weeke ago
conveyed an encouraging impression of ocur determination
to halt further outflows. In the Judgment of some foreign
central banks, a bill rate in the 2-3/4-3 per cent range
would be of very resal psychological walue.

All of this suggests to me that we would be fully
justified in giving primary consideration to the bill
rate over the next three weeks, of course within the
same general framework of credit ease in which we have
been operating. I think it would e highly desireble to
see the rate rise apprecisbly above the present level.

If, as seems likely, open market purchases are required
to maintain free reserves somevhere around the $400-$500
million level in the next week or two, I would hope thet
the Manager would be able to use longer-term securities
for the bulk of this operation, having in mind also the
added advantage of exercising sowe influence on longer-
term rates. And incldentally, it seems to me that we have
now been operating outside of the short-term area for a
sufficient period so that we might now appropriately
authorize the Maneger to use hisg discretion in cholce of
maturities, without being confined necessarily to a maximum
maturity of 13 years.

I can see no resson to consider s change either in the
discount rate or in the directive.

Mr. Ellis said that slthough some First Districet figures showed
continued weakness, spending seemed to be holding up, or even gaining.
Even safter adjusting for Easter dates, department store sales looked good,
and it appeared that Eagter sales might come close to last year's record
high. Automobile dealers had experienced & pickup in saeles, and a recent
survey of cspital expenditure plans indicated that there was a good chance

that expenditures for the current year might equal 1960. The strength in



3/28/61 -19-
these expenditure figures was traceable to electronice and aircraft. Bank
debits were up 3 per cent from 8 year ago. Average weekly hours in menu-
Pacturing were above the national average in all District States and were
up since the first of the year, while average weekly earnings were up
from Jsnuary to February. On the other hand, the drop in employment in
February, while a little less thsn last year, was still significant, and
unemployment was continuing to rise. Although there were no New England
cities classified as having more than 12 per cent unemployment, unemploy-
ment was some 50 per cent above a year ago. There was no evidence of
expansion of cutput even though corporate loan demand was high. Business
loans rose sharply over the March tax dste, and for the year to date the
increase matched the 1960 gain, which was a record for the District.
Deposits had rigen a little more slowly, so the average loan-deposit ratio
stood % per cent above the year-ago level. Thus, in thsat sense liquidity
had not been regtored. District banks were net buyers of Federal funds
during the past few weeks, reflecting particularly the seasonal situation
a5 to demand deposits, bubt borrowing from the Reserve Bank was at a low
level. Two Boston savings banks reported a lowering of the average mortgage
rate in Februsry, but cone bank outside the city raised its average rate by
1/4 per cent.

As to policy, Mr. Ellis said he viewed credit conditions in the past
three weeks with considerable satisfaction., Free reserves had been above

$500 million on average, and the bill rate haed averaged closer to 2-1/4
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than 2-1/2 per cent, which was in sympsthy with the position he had expressed
three weeks sgo. The covered spread between the U, S. bill rate and the
British bill rete had bsen narrowed to such an extent thet the incentive
to move short-term capital wese substantially reduced. Therefore, although
the Boston Bank was not as closge to the foreign credit situation as the
New York Benk, in the sbsence of a gold cutflow he would lean in the
direction of feeling that a bill rate of around 2-1/h per cent would be
preferable to a level of 2-1/2 per cent. Perhaps the hazard of a further
gold outflow was small encugh to permit providing a little more eage and
inereasing the level of free resgerves, thus continuing some of the thrust
of monetary policy toward stimulating credit expansion domestically. 4As
stated in the report of Mr. Noy=s, there seemed to be noc evidence or
expectation of inflationary pressure and no sharp credit expansion
seemed imminent. ¥From that standpoint, therefore, the hazards of pro-
viding more reserves did not seem to be too great.

In his opinion, Mr. Ellis said, any change in the discount rate
at this time would be ill-advised., As to the directive, his reading of the
comsents submitted to the Ad Hoc Subcommlttee seemed to indicate a rather
geperal approach toward separating the directive inbo two parts, and rather
general agreement on rephrasing ome part of the directive more frequently
to reflect changes in economic conditions that should be met by sppropriate
changes in open market policy. He had a feeling that the general thinking

had been to postpone changing the current directive looking toward the time
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when g fundamental change in the form of the directive might be made.
However, if the Committee 4id not get to a decision on mejor issues, he
would suggest that some consideration be given to a change in the current
directive so that it would provide for fostering recovery rather than
sustainable growth.

Mr. Irons reported a generally satisfactory level of economic
activity in the Eleventh District, with activity in some areas increasing.
Department store trade was good and construction was up from the preceding
two or three months. There was a lot of substantial construction going
on in some parts of the Digtriet, the situation in Houston being particularly
outstanding. In view of the more open weather shead, the prospect was for
further improvement. Agricultursl conditions appeared promising, with good
agricultural weather prevailing. There had been some further increase in
unemployment, although employment was running sbove a year ago. Crude oil
production was up in the past mornth, but probably would be off this month,
production having been dropped back to & nine-day allowable basis. Stocks
could get out of hand quickly, and there would be further cutbacks if that
were to happen.

As to banking, loans and demand deposits were up while investments
were down during the past three weeks. The banks were not highly liguid,
but they were in a reascnably liquid position. District banks were net
sellers of Federal funds during the past three-week period, and there

had been virtually no borrowing at the Reserve Bank for most of the period.
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On the whole, Mr. Iromns said, the District situstion was not too
different from the situation that appeared to be developing nationally.
As to attitudes, he believed s general feeling had developed that 1960
was not too bad a year--better than people had thought. There seemed to
be a cautious optimism with regard to 1961.

Mr, Irons expressed the view that during the past three weeks the
Desk had done a good Job in trying to accomplish the twin cobjectives of
policy, that 1g, to keep reserves adequately avallable and to avoid too
much dowvnward movement in the short-term rate structure. Although he head
advocated a short-term rate of around 2-3/8 or 2-1/2 per cent, he was not
too sorry to see the dill rate move down & bit, for this would indicate
that the System had not been deliberately trylng to peg the rate. As long
85 the rate was within a range consistent with the internmational pleture
and the economic situstion, he would favor letilng it move with the market
to some extent.

In summary, Mr. Irons said, he viewed the situation with ressonable
agtisfaction. He would like to mee a contimuation of about the same degree
of availability of reserves, recognizing at the seme time that the short-~
term rate was an important factor and should be watched closely. As to
the level of free reserves, he would think in terms of $400-$500 million
rather than $600-$700 million, but he would not be too concerned about
the precise figure because he did not consider it too meaningful. He would

not favor any chenge in the dlscount rate, and he did not feel too strongly
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about a minor change in the directive, On balance, however, he would
prefer to leave it alone.

Mr. Swan stated that Twelfth District economic behavior, over all,
was much the same as nationally. There were some additional indications of
improvement, not so much actuel as potential, in variocus areas, but these
vere coupled with continuation of a far from satisfactory unemployment
picture. Although February saw the first gaip in aircraft employment since
January 1959, this was a small gain and was related to a particular concern.
Generally speeking, the unemployment picture was a little less satisfactory
in February than in January. On the other hand, steel production had con-
tinmued to pick up; the increase in February, and apparently in the first
part of March, was considerably greater than for the country es a whole.
Perhaps the major source of optimism In the past three weeks wae the
strengthening that occurred in lumber and plywood. There had been a
considerable increase in new orders, although from a very low level, and
the increase wag followed rather quickly by a firming of prices,alsc from
a low level. It was not known exactly what this upturn in orders reflected,
other than some restocking of low inventories by distributcors and industriai
users; the basis for a sustalned increase in demand was not in the pleture
as yet. HNonresidential construction had been well sustained, but there were
few indications of changes in builders’ plams that would portend a sustained
increase in home building in the months immediately ahead, this despite

gome Further indications of increasing availability and lower cost of



3/28/61 Dl

mortgage funds. Mortgeage brokere reported a considersble increase not only
in the zvailsbility of funds but in the interest displayed by Bagtern investor
in Western mortgages.

Mr. Swan sald that mejor District benks hed been in a fairly easy
position during the last few weeks. They were net esellers of Federal funds
by a small mergin during the past week, and there was sn indication that
sales would be considerebly lerger relatiwe to purchages in the current
week, ZRorrowing from the Reserve Bank was minimal. Sevings deposlts
contimued to rise rather steadlly, and somewhat more substantially than
would have been guessed several monthe ago. The favorable experience
of the two smaller banks that ploneered in the crediting of interest on
s dally basie, along with the spread of this practice to some country
banks, had now led all major banke on the West Coast to announce that
they would be on a dally interest basis as of the first of April.

M¥Mr. Swan said that he would not argue for any overt chenge in policy
gt this time. He thought that developments had reflected about what was
indicated at the meeting three weeks ago. However, he was substentislly in
agreement with Mr. Ellis in hoping that, if anything, conditions might e
just & little easier and that additional reserves would be supplied to the
extent possible without putting too much pressure on the bill rate. He would
not be concerped if free reserves got back toward, or to, the $600 million
level, or if the bill rate reverted to around 2-1/4 per cent. Tt seemed to

him that in view of the suction yesterday and the indication of further
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Treasury borrowing in the short-term area, the System might be in a position
to increase the availability of reserves somewhat without so much downward
pressure being exerted as to push the bill rate below sbout 2-1/h per cent
in the period ahead. He would not favor a change in the discount rate at
this time. Although he did not feel too strongly shout the directive, he
would heve been happier if it had been amended earlier to provide for
fostering recovery rather than sustalinsble growth. Soon, he suggested,
it might be too late to meke such a change. Therefore, while he dld not
feel strongly on the matter, on balance he would favor making that change.
Mr. Deming commented that between May 1960 and February 1961 non-
agricultural employment in the Ninth District, seasonally edjusted, declined
less than in the nation, an occurrence similar to that during the period
from August 1957 to April 1958. In large peart this more favorsble trend
was due to the greater stability of District manufacturing employment than
in the nation as a whole. The other gide of the coin, however, showed that
employment expansion in recovery was slower in the District than in the
nation, and this ssame pettern was expected to hold this time. The Minnesota
employment pecple did not expect the State's nonagricultural employment to
top year-earlier levels until very late this fall, and not until the spring
of 1962 was more than a seasonsl gain expected. A significant part of the
currest wmployment was structural in character apd reflected depressed

activity in the Iron Range and in the copper country of Montens and upper
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Michigen. Kot only mining emplcyment, but employment in closely associsted
lines, particularly transgportation, wes saffected.

The Minnesota Poll, to which he had referred on other occasions,
hed just published its findings on consumer buylng plans from & survey
taken between mid-Jeruery and early Pebrusxry. In general, the findings
agreed more closely with the findings of the FRB-Census Jamuary survey than
with those of the Survey Research Center. Plans for new car buying indicated
a sales volume equal to 1359 but down from 1960, while used car buying
spparently would be weaker than in either of the two previous years. In
contrast, purchases of new houses should equal 1960 but be off somewhat
from 1959. More than half of the comsumers questioned indicated they
would be buying one or more of 18 household appliance or furniture items.
Unfortunately, there were no comparable data for previous years.

The snows in the DPistrict came late this year and had depressed
retail sales in recent weeks. Buying hed picked up, however, and in
the most recent week for which data were available (the week ended
March 18) District department store sales were up, relative to a year ago,
more gtrongly than national sales.

Agriculture continued to be favorable. Cash receipts from sales
in January were 18 per cent shead of last January, in cemtrast to a 1b
per cent gain nationally. As sgalnst the flve-year average, however,
the District's 13 per cent increese in January fell short of the nation's

16 per cent gain. Planting intentions in the District were not significantly
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different, relative to last year, than in the nation. There had been some
moisture recently, which helped the outlock.

In banking, an earlier than usual levelling off of the seasonal
deposit outflow at both city and country banks appeered likely. The
loan picture was about the seme as it was last year, and some bankers
expressed surprise that loan demand had been or was bacoming so strong.
Bank liquidity had improved, but it was still far from previous recession
troughs. One interestiing, and perhaps frightening, development in recent
years wag the failure of agricultural loans outstanding to decline in
the fall and winter. Thus, the spring build-up started from the high
platesu of the previocus fall, This probably reflected the pressure of
rising costs on declining income, apnd it might pose problems for farm
ares bank liquidity in the future.

Turning to the national economic picture, Mr. Deming noted that
the spring sesson had brought with it widely gquoted statements of economic
upturn which appeared to be basged on solid statictical evidence. It was
difficult, however, to characterize the upturn prospects fo far as much
better than "sluggish,” or to see any signs of significently lower levels
of unemployment.

Mr. Deming expressed the view that credit policy sghould continue
pretty much on an "as is" basis, with a elight leaning toward more ease.
It should be possible to accomplish this successfully, he felt, even with
the Treasury in the market with tex bills, an increase in the amount of

regular bllls, and refunding of annual bills. He saw no grest danger in
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& eslightly easler policy, not even much danger that short rates would
weaken, and he did not believe the System would be pressing so much
liguidity upon the banking system as to cause trouble in the future.

In fact, as mentioned eariier, bank liquidity at present secemed 4o him
to be short rather than emple. In more precise terms, he would be
inclined now to return to bemk reserves as a primary policy guide,
obviously tempering policy if short rates showed signs of weekening
significantly. He would try to keep free reserves between $500-3600
million and tobtal reserves sbout in keeping with the needs indicated by
the Board staff table. He saw no need to change the discount rate or the
directive at this time.

Mr. Allen reported that in the Seventh District there was growing
confidence, based on a number of factors, that a low point had been reached
and that a gradual upturn could be expected. Unemployment, slthough heavy,
did not seem to be rising further; the strongest lebor merkets were in those
clties producing farm machinery or otherwise orilented toward the farm economy,
while the weakest were those influenced by automotive production. The recent
improvement in sales and production of farm machinery was expected to con-
tinue. Sales of antomobiles had alsc improved, but they were still well
below last year. While production schedules were belng increased, production
would doubtless continue to run well below last year. Current estimates from
Detroit were that production for the first quarter would epproximate 1,184,000
units, and that second quarter production would be 1,370,000 units, or 24 per

cent below the 1,807,000 produced in the second gquarter of lest yeer.
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Steel production was holding steady at the moderately improved
level of late February. Although steel producers in the area had
experienced no vigorous pickup in orders, they were pleased with the
order trend, which showed some improvement in orders from most types of
customersg, and they felt that the decline in auto industry orders would
be reversed in the second quarter. Also, in recent weeks trucking lines
and railroads had found their "miscellaneous" {general merchandise) loadings
rising, indicating to their analysts that some firms which had been cutting
inventories were beginning to order additional supplies. The trend was
modest, but it appeared significant because it was quite general. Depart-
ment store sales in the four weeks ending March 18 were 6 per cent sbove
lagt year in the District. The earlier Baster was updoubtedly a factor,
but it d4id not emtirely sccount for the improvement.

Judging from data supplied by weekly reporting District banks,
business demand for credit had strengthened in the past few weeks. This
could be ascribed in part to the failure of dealers and processors of
farm products to pay down borrowing seasonally. Speclal conditiong in
the markets for cotton and soybeans had led to some speculative buying,
as well as higher prices, snd had boosted financing requirements. There-
fore, although it might be premature to assume that the cyclical low in
demand for credit had been passed, it seemed clear that a pattern of
heavy liquidstion such as obtained from Octcober through January no

longer was being followed.
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The large Chicago banks hed been sequiring Tressury bills, as
ugual, in anmticipation of the April 1 tax date. Although their acquisi-
tions this year were larger them usual, their indebtedness was smaller
than in other y=ers. They hed been buying Federal funds but had not used
the discount window for several periods. It was anticipated that they
would do so this week and next.

¥r. Allen said it seemed important that the Federsl Reserve, as
a professed practiticoer of a flexible monetary policy, glve timely
evidence in its opersticns of ite senge of the businese situstion. The
System was widely credited with heving done that a year ago when it moved
t0o a posture of ease. In his judgment the System shouwld reduce the degree
of ease in some degree when 1t helieved that an upturn has begun, among
other reasons leet substance be given to the claim that monetery policy
under the System's direction had an inflationary bias. Hindsight might
in the future indicate that as of the present date the economy was definitely
in a periocd of recovery. However, in the light ¢of unemployment and the
faet that any upturn, even if the Committee did not sense it, had surely
heen quite modest, and also in view of current and forthcoming Treasury
operations, he would favor conbinmuing for the next three weeks the same
degree of ease, the same discount rate, and the same directive, unless
it should be decided later in the meeting %o alter the form of the
directive.

Mr. Clay commented that the moderateness of the national recession

had been gpparent in the minimal nature of the Tenmth District adjustment.
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Cyclicel adjustments in Distriect gemeral business tend to be comparastively
nild, and the developments of 1960-6) provided additional confirmation of
that experience. The contrast in cyclical experience in the District
relative to the nation was largely explained by the lesser concentration
of hard goods industries and by the stabilizing influence of agriculture.

Currently, the trend of nonfarm employment was displaying evidence
of renewed strength in several District States. However, business cycle
developments were nearly submerged in some local areas by the adjustments
resulting from the shifting composition of national defense spending. The
reclasgsification of Wichlta and Tulsa into the subgtantial lebor surplus
category last week was & cage In point, At the same time, other areas in
the District were experisncing expanding militery production sctivity.

Except for some local areas, 1960 was a good year for farm income
in the Dlstrict--granting that individual farmers felt the impact of the
structural readjustment through which agriculture was moving. Cash
receipts from last year's crope, favorable cattle prices, abundant feed
supplies, generally fevorable moigture conditions, and excellent wheat
erop prospects had combined to get 1961 off to a good start in Tenth
District agriculture.

On the national scaene, Mr. Clay noted that there was further
evidence that a turnaround in economic activity might be in the meking. He
suggested that in furtherance of that development, monetary policy should

continue to be directed toward ease. This stage of the cyclical movement
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appeared to call for such a policy in amy case, but the need was under-
scored by the amount of unemployed regcurceg that would have to be

absorbed in the course of recovery. In implementing this policy, the
System's open market operations should be conducted with a view to their
possible dovnward pressure on the rates of the longer maturities. While
these rates had declined appreciably from the pesk of early 1960, they
8till remained unusually high, as pointed up by the fact that the long-term
rate on Treagury securities was now substantially ebove the low of the

1958 recession and slightly ebove the peak levels of the 1957 boom. The
difficulties encountered in attaining lower long rsteg under present
clrcumstances should not deter the Committee from pushing ite operations

in that directlon, recognizing that the main effect might be to prevent a
premature tightening of the longer end of the market. Some encouragement
could be derived from reports of lower resldential mortgsge rates, portfolio
lengthening of some institutional investors, and s strong flow of funds to
savings institutions. Mr. Clay considered it unnecessary to take any
action designed to move the Treasury bill rate up again. He hoped, however,
that the bill rate would go no lower then 2-1/4 per cent.

Mr. Wayne stated that business activity in the Fifth District was
marked by the diverse trends that usually indicate a furning point in the
business cycle. Scatiered figures for March showed a distinet and slightly
grester than seascnal improvement over the mixed and slightly weaker con-

diticns revealed by the more comprehensive data for February. As in the
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Minneapolis District, & cubstantial portion of the uremployment was structural
and would continue for some time. A small sample of the larger banks in the
District showed that they were planning for a consistent rise in loan demand
as the year progressed; they had shortened thelr investment position in
recent months so that they were now in a reasonably good position to meet
that increased demend. There hed been encouraging increases in new orders
in seversl fields such as furniture, lumber, steel, and textiles. This,
coupled with the fact that prices were helding firm, made most manu-
facturers moderately optimistic for the near future. Department store

sales were quite good: after ellowance for unusual seasonsl factors, it

was possible that the March index of department store sales for the

District might equal or exceed the previous high record.

For the country as a whole, Mr. Wayne seild, recent informetion
strengthened his belief, expressed three weeks ago, thaet the decline had
ended. Almost all of the information on Merch activity showed improvement
over the February level, and thus far there had been no news of unfavorable
developments in any mejor sector of the economy. The most significant
improvements were the sharply higher sales by department stores, increased
automobile ssles, plens for expanded production by sutomobile producers,
and reduced claims for unemployment compensation.

The position of banks in the Fifth District was comfortable but
somewhat less easy than esrlier this year. Holdings of short-term Govern-

ments had risen considerably, and time deposits continued to rise.



3/28/61 -34-

Mr. Wayne expressed the opinion that in view of the mounting evidence
that the recession had reached bottom, and in view of the eagy conditions
in the money market, it would not be appropriate to move toward more ease at
this time. On the other hand, it would certainly not seem wise to tighten
credit just as the first signs of a possidble recovery had begun to appear.
As he saw 1%, therefore, the loglcal course to pursue was to continue the
present open market policy and to keep discount rates unchanged, at the
same time keeping & clome eye on the 90-day bill rate.

Mr, Mills said that it seemed desirable for the Committee to
redirect its thinking from time to time. At this time he would suggest
turning sway from some of the more extranecus factors that properly
entered into policy deliberstions such as the marked improvement in
business confidence and the devoted consideration in scme quarters to the
status of the money supply. What the Commitiee might preferably do was
to turn its thinking back to its fundsmental responsibility for determining
that there was a credit availability within the commercisl banking system
sufficient %o nourish the eccnomy in its present stage. In other words,
the Commitbtee should devote its efforts to providing s credit base that
would accommodste the existing and prospective needs for credit through-
out the economy. In his opinion, the reserve climate that existed in the
past three weeks was appropriste to that cbjective snd sleo the sdditional
objective of fostering a short-term Interest rate comsistent with short-

term rates in the international sphere of finance. He agreed with Mr.
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Hayes that it would be a grave mistake for the System to lower its guard
at the pregent time and to feel that the international situation had
become stabllized to a degree that eliminated the responsibility for
providing a domestic scene that would be regsrded by foreigners as
congervative and responsible.

To set up the money supply ag a factor that deserved the complete
attention of the System in its policy-meking, Mr. Mills said, could pre-
sumably lead to questioning abroad because, as he understood its proponents,
acceptance of such a policy would require exerting determined efforts to
increase the money supply as a means of fostering credit expansion. It
would seem to him more logical to regard the money supply, and ite growth,
ag an accompaniment of growing demand for bank credit than an element that
ghould be stimulated in the hope that an expanded money supply would of
itself permit the growth of credit. At the present time, when there was
internatiocnal foreknowledge that the Federsl budget was coming into a
deficit and that there wcould be deficit financing on the part of the
Government, there would be good reason for dsveloping a monetary and credit
policy that in a sense would act as a counterweight to the expectation that
the deficit financing might lay a seed bed for future inflation. In his
opinion the policy of the past three weeks had accommodated credit needs
and at the game time had permitted stability in the international interest
rate structure, both of which were desirable in view of the preospect that

the Treasury would be coming to the market for new cash af intervals over
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the monthe shead. There would he adaguate opportunities on thoee occasions
teo pernit at least some part of that fimsacing to be accomplished through
the banking systom, snd i that msnmer give the support that would be
desirable for fostering a growth in the money swpply which would come

from & credit demend associated with the needs of the Government and not
from a policy that would Just aim at puwsping up the money supply as and

of itzelf.

Mr. Milis said in conclueion that he sew no resason t¢ change the
directive or the diecount rate at this time.

Mr. Roberitson commented that, as the Committee wae aware, it had
been his view for many months that the Committee had not permitted mene-
tary poliey to meke the fullest comtribution it could towsrd changing
the trend of economic eventa. This 4id not mean thai{ the System had
not done a good job. It had moderated the recession; but he thought it
could have dope much more than it did. One of the reasons for the
failure to act in the mamner that he considered proper was the undue
emphesis on the bill rate. Rven in the past three weeks, he felt there
had been undue concentration on the bill rate, at the expense of inject-
ing encugh reservas to permit the money supply to be augmented. There
was at least a possibility that the System might be faced within the
next few months with an entirely different picture, one in which a

posture of restraint would become necessary because of the speed of
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recovery, and it would be difficult to follow a policy of augmenting the
money supply at that time. Therefore, he felt that the System should be
acting now and that it should be aiming toward ar easier position than at
pregent,

With regard to the current experimentation in longer-term securi-
tiena, Mr. Robertson said he supposed everyone had been endeavoring to
appraise the effect of that experimentation and that everyone might have
a different view. Personally, he could not see that much had been gained
from the experimentation. He doubted that many would feel that the
experiment had gone on long enough to Judge whether or not it was possible
to tinker succegsfully with interest rates to the advantage of the economy.
However, he saw a possibility that the System might be subjecting itself
to a charge in the fubure that it had entered upon this experiment for chow
purposes only and had not attempted to make it work. It might be contended,
on the other hand, that the System should experivent gingerly to be sure it
was not meking s mistake, but in his opinior if the System was really going
to experiment, it should experiment on a sufficiently large and broad basis
to provide proof cne way or the other concerning the efficacy and desirability
of the operation.

With respect to the comments that had been made this morning about
the foreign situation, Mr. Robertson sald he felt that this factor had been
permitted to dominate the direction of System policy for too long. A comment

had been made by Mr. Hayes to the effect that recently there wag Llittle
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indication of foreign interest in the Govermment secuvities merket, long or
short, but that there had been laucrsaged interest in the stock market. This
might mesn that people 14 not like to piay & game 1T they did not know
what rules were being fecllowed. This wes one of the difficulties involyed
in goling into the longer-term area.

Mr. Robertison concluded by repsating that in his opiniocn the Committee
cught to be alning at an essier position. This ghould not be intexprated,
however, to mesn that he advocated flooding the market with reserves. To
indicate the type of ease of which he waz speaking, he would move up free
reserves by sbout $150 million over the next three weeks, irrespective of
what that did to the »ill rete. He would not amend the directive at this
time uniess the form of the directive was to be changed.

Mr. Shepardson said that from the standpoint of the domestic situa-
tion it seemed to him this was a time for cautious optimism. There were
some indlcations thst in the not too distant future conditions might
improve, tut he gquesticned how fast that improvement might be. The
forelgn situation was in his opinion still a significant factor. In the
light of both situstions--domestic and internationsl--it appeared to him
that the System would do well to continue about "as is." To judge by the
aveilability of Federal funds, there had been adequate ease. Alsc, there
had been an increase of savings funds that might be characterized as

funds held temporarily in abeyance due to uncertainties. He questioned
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whether they were long-~term eavings funds and felt that they could essily
become part of the mcney supply if and when people gained more confidence.
However, in view of the domestic situation, the prospective deficit in the
Federal dbudget, and the very uneasy and uncertain internstional situation,
he thought it likely that there was going to be a contimied accumulation
of these so-called savings funds held temporarily ocut of the spending
stream. In summary, he believed that the degree of ease at the moment
was adequete and would favor continuing at sabout the same level.

Mr. King referred to Mr. Shepardson's comment about cautiocus
optimiem and said his own gtate of mind might be characterized as one of
cautious pessimism. With regard to the gquestion whether the degree of
monetary ease had been sufficlent, he said it was difficult for him to
see how, if monatary policy had been too restrictive, it could be sug-
gested that 1t might contribute to a very rapid recovery. If monetary
policy had been too regtrictive, he would think that the recovery was more
likely to be dull. The current posture of the System seemed to him
reagsonasble; in hig cpinion, it was sbout as helpful and as good for the
general econcmy &8 any policy thet could be developed. Actually, the
System had been pursuing guite an easy policy for some time, the only
indication of restrsint having been that assoclated with the meintenance
of the bill rate, As to the bill rate, it was his hope that 1t would con-
tinue to be regarded as a significant factor in the future, &t least

during the next few weeks. BHe considered the present level prefersble
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to the level of three weeks ago, and ke hoped that the Dill rate could
stay in the pregent rangs, verying not too much in one direction or the
other. As to free reserves, he felt that a level somewhers arcund $600
million would be appropriaste. A comment had been msde earlier that
perhaps the time had come vhen the level of free reserves should again
be regarded as a more important policy guide, but he did not see how
that was possible as yet., He expected that free reserves night fluctuate
rather widely within the range of $500-$T700 million. In general, however,
he would hope thet the present degree of ease and the present tone of the
market might contimve for gome time.

Mr. King suggested that the directive might be amended at the
appropriate time simply to provide for fostering recovery rather than for
encouraging monetary expansion for the purpose of fostering sustainsble
growth in scopomic activity and employment. He believed that such language
would permit the System to operate flexibly and that there was some danger
of misunderstanding in the protracted use of the phrase "encoursging mone-
tary expansion.” Mr. Swan, he noted, had suggested that before long it
might be too late for such a change to be appropriate. As he saw it,
howaver, it might not be reasonsble to start "encouraging recovery” until
there was evidence that the recession actuslly had bottomed out. In his
view, therefore, it might only now be appropriate to make a change of
that kind. On the other hand, he did not feel strongly about the matter.
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Mr. King sald he saw no occaslion for a changes in the discount
rate. If open market operationa could comtimme to be conducted along
gbout the ssme lines as in the past thres weeks and i1f the same general
tone could be maintained in the market, he would be well satisfieg.

Mr. Hilkert reported that like the couniry as s whole, the Third
District seemed to be moving along the bottom of the recession. Three
wesks ago the indicators hinted at this. Now they had improved further,
and the signs appesrad Telrly consistently in the various sectors of the
economy--in production, labor markets, and consumption. The new index of
electric power consunmtion by manufacturipg concerrs showed an increase,
seasonally adjusted. in January and agsin in February--the first two-
month increase since early inm 1960. Furthermore, the increase was con-
centrated in durable goode industries. Steel production was up, along
with carloadings. Unemployment claime were declining, and in February
manufacturing enplorment picked up in several cf the Pistrict's labor
market areas. Depsriment store sales had increased substantlally, and
only part of this was ettributable to the earlier date of Baster this
year.

The banking picture had changed little since the end of January.
Although some decline is usual at this time of year, bank credit had
shown congiderable strength. Loans and investments at reporting banks

bad declipned since the last Committee meeting, but total deposits of all
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District banks had incressed, and by a larger amount then in the comparable
period last yeux.

Mr. Hilkert commented that in view of current Treagury finsmcing
operations, any significant departure from recent policies would not be
in order. Even aside from considerations of Treasury fimancing, however,
it seemed to him that it would be appropriate to continue the same degree
of esse. The economy had only bottomed out at best, and it was still far
from certain how strong and rapid the recovery might be. Interest rates
already were higher for this phase of the cycle than in other postwar
recessions, and with recovery on the bhorizon, pressures would seem to be
on the side of still higher rates. For this resson, it would seem
desirable to continue to supply reserve needs mainly by purchases of
intermediate and long-term securities. If the volume of purchases neces-
sary to prevent any slgnificant rise in intermediate and long-term rates
resulted in some increase in free reserves, he would not bhe disturbed.

He would make no change in the directive or the discount rate.

Mr. Bryan said that the situation in the Sixth District differed
only se to details from the situation reported in other districts and
nationally, and that he &id not believe it was necessary to recite those
details et thizs time., Az to the situstion nationslly, he agreed with
nearly everything that had been said. His own Judgment was that the botiom
cf the recession wase very near, if not already at hand, thus leaving the

System with the problem of trying to determine whether there would dbe a
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slow recovery of the kind that had followed some recessions or & sharp
recovery of the kind that had occurred in other cases. He did not care to
venture a prediction in that respect. However, on the matter of how far the
Systen should go in trying to nourish recovery, he brought ocut that at times
in the psst the System had been subject to :riticism--and he thought with
som2 cause--on the ground that it had overstayed its position of ease in
the recovery stage and then finalily clamped down rather sbruptly.

At the moment, Mr. Bryan said, he found himself quite pleased with
the reserve position. On the Board's seasonelly ndjusted series, total re-
Berves were almost exactly on the long-term trend line, and other figures
were in about the same shepe. Therefore, he found himself leaning toward
the position expressed by those who had suggested that the System should
move cautiously In providing any further ease. Thus, for the next three
woeks he favored & policy of supplying or absorbing reserves in an amount
adequate to cover the usual seasonal varistion, plus something to allow for
necagsary growth in the ecopomy. Moreover, as he saw it, the System should
mova ceutiously not only in that respect but in gome other mstters such a8
short-term retes. However, he would prefer to withhold any detailed comment
on those matters.

Mr. Johns said there was slmost nothing in the Eighth District
situation that sgeemed to weyrant specific comment at this time. The

employment and unemployment statistice were rather perplexing, particularly
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in the St. Louis aree, because of the fiuctuationms occasioned by inter-
mittent shutdowns at automobile assemply plants. Eliminating thset factor,
the gitumtion in the Districet was sbout in lime with the natiopal picture
in ferms of employment and unemployment as well as in other respects.

Mr. Johne sald he contimied to bellewe, as he did three wesks ago,
that in the present situation the policy dirsctive, which called for
encouragement of monetary expansion, was appropriate. He had no strong
feeling a3 to whether clsuee (b) should provide for fostering sustainsble
growth in econcwic activity and employment or for fostering recovery; If
the System fostered sustainsble growth it would also be fostering
recovery. However; he would like o gee complisnce with the directive
insofar as it called for contimued encouragement of monetary expansion.
He would hope that the Committee could gradually recover the deficiency
in actual reserves, as chown in the memorandum from the Board's staff,
and do a little better than the projections set forth in Table 2 of the
staff memorandum. He would not favor a change in the discount rate at
this time.

Mr. Szymczak said that he would favor no change in monetary
policy. He felt that the Desk was doing an excellent Job, and he hoped
the Committee would contimue to do everything possible to prevent the
short-term rate from going dowm.

Mr. Balderston presented the following statement:

In the second and third quarters of 1958, the three months'

moving average of apmuel rates of momey supply growth rose to
between 3 and 5 pexr cent.
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With the disappearance of free reserves &t the end of 1958,
the rate of money supply growth slackened, and after a lag of
seven months becszme negative.

¥hen free reserves climbed between the last half of 1959
and eerly 1961 to over $600 million, the money supply growth
rate responded and after the middle of 1960, changed from
negative to positive.

After the first half of this past February, however, the
money supply growth rate fell and since February has been at 2
standstill. In fact, the money supply, in absolute terms, is
currently about the pame as in the last half of October.

Comclusicn: With the gold outflow stopped, at least for
the moment, it seems that the Commiftiee should experiment with
free reserves of 3600 million or more until the money supply
responde. In 1953, $500 million of free reserves induced a
3 to 5 per cent annus) rate of money growth. Now, with the
counting of vault cash, the free reserve figure required to
make the money supply respond seems to be higher than in 1958.
How much higher can he determined only by probing, which in
my view should start at once.

While this probing is under wsy, the bill rate is likely
to decline despite significant help from the increased supply
of bills being offered by the Tressury. Although I would not
wish to see the bill rate below 2 per cemt, or 1-1/2 per cent
&t the very minimm, the differential rate advantage of London
has disappeared for the time belng and the pound rather than
the dollar is under pressure. It would be a plity if a lowered
bill rate were to be interpreted ag an indicaticn that this
country's belance-¢f-payments problem is solved, and the
Committee should countimue to employ devices to avoid depressing
the rate by heavy buying of bilis. However, the time seems
to have arrived to risk some decline in the bill rate and to
resume the stimulation of money supply growth. If the cyclical
bottom has been reached already, the economy should be prepared
to put additional reperves to constructive use.

Prior to the presentation of this statement, Mr. Balderston had
distributed copies of & chart portraying the relationship between the

bank reserve position and the active money supply over the period 1953-61. 1/

1/ A copy 1s sttached to these minmutes.
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This chart, he said, had been developed for him by Mr. Bekert of the
Board's staff. In further comments, Mr. Balderston explained that he wes
gseeking the answer to the question often posed by Mr. Thomas; that ia,
the level of free reserves that ls necessary %o cause the money supply %o
contime to risa. He was unhappy about the fact that the money supply
hed not risen since early PFsbruary, and he was no longer willing %o
console himself with the faect that time deposits had been rising &t a
rapid rate. There waze a geculsr trend in time deposits that would cause
them to rise anyhow.

Chalrman Martin said that in hie opinion the telance-of-payments
problem was not being exaggersted. Domestic economic recovery might be
under way, or it might not be, but in any event he was apprehensive that
the balance-of-payments problem would be increased rather than resolved
by the recovery. It seemed to him that the wage-cost spiral had reached
the point vhere, if it was ignored and recovery develcped, the temporary
improvement in the gold situation could reverse itself quickiy. Accord-
ingly, it wae his cpinion that the problem was an extremely serious one.

As to the current position of the domestic economy, Chairman
Martin said he could not help but lock et the situation from a longer-
range point of view. Im that perspective, he wondered whether the current
period actuslly represented anything more than a wrinkle in the 1958-59
recovery from the preceding recession, rather than a serious business

decline or recession. Assuming that the economy was now at the bottom
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of the current recession--and he did not want to say whether this was
actually the case--it should be noted that the decline had been moderate;
the industrial preoduction index had fallen oniy from 111 to 102. Think-
ing of the events that led up to the 1957-58 recession, including the
excesses that occurred and the time bowb resulting from the end of the
war and the accompanying inflatiopary forees, it might well be that in
looking at the chart at a later date one would conclude that the current
recession was only a slight wrinkle in a sustalned upswing. For this
reason, he dld not think it material whether one talked of "fostering
recovery” or about an adjustment process ln the economy precedlng an
upward movement. It zeemed to him that the System had done surprisingly
well 1in a perlod of great difficulty.

Turning to the recent operations of the Open Market Account in
longer-term securities, as suthorized at the February 7 meeting,
Chairman Martin noted that one finencial writer had already concluded
+hat thege operations could be lsbeled = failure. Personslly, he did
not know how one could make a judgment within the space of only about
five weeks. Mr. Robertson had pointed that up well when he said that
no one could hope to find proof one way or the other in such a short
period. As to the view that the results of the experimentation could
be proved one way or the other by dramatiec action in the market in a
given period of time, he {Chairman Martin} was afrald the problem was

not that easy.
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It must be recognized, the Chairuzsn said, that there might be
some fundamental chsnges in the Govermmant securities market. To em~
Phasize this, he would only relterate his opinion that if there should
be enother situation suck as developed in 1958, when the 2-5/8 per cemt
Tressury bonds fluctusted inm price more than common stockse, one could not
expect the Govermment securities msrket to bdbe contimued in its pressnt form.
There had been the Tressury-Federal Reserve study of the Government
securities market, started in the spring of 1959, and many different
views would be expressed op how the market cught to be organized, or
reorganized. Thusz, the matter was in & transiltion stage at this time.

The Chairmen then commented that the Ad Hoc Subcommittee that
had been locking into the Committee's operating procedures held snother
meeting yesterday afterncon. After discussion, the Subcommittee came to
the unsnimous view that it was too early to try to declde on a revision
of the Commitiee's coperating policles and that it would be desirable to
take more time. Probebly the Committee ocught to consider in due course a
division of the directive to put it in more orderly form, but the operat-
ing policies had been in effect for a long period of time. Recently
they were modified by the February T avthorization to operate in longer-
term securities, and public notice of this modification had been given
by the statement issued by the Manmager of the Account on February 20, 1961,
at his (Chairman Martin's) direction and with the Manager's full concurrence.

Thus, with one exception, the Committee had now untled its hands completely.
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This exception was the limitation of 10 years on the maturity of securi-
ties in which the Account Manager was authorized to conduct operations.
The Manager was not particularly anxious to do too much in the ares beyond
10 years, but the Subcomittee felt that the Manager's hands probably
should not be tied even to that extent,

In the eclrcumstances, Chairman Martin suggested that it might be
well for the Committee to consider today a renewal of the special
authorization given en Febrmary 7, and renewed on March 7, but in doing
so to give the Manager of the Account freedom to cperate in all maturities.
This would give the Committee more time to look at the problem before
coming to grips with the kind of directive that it wanted to write.

Continuing, the Chairman commented that some pecple might feel
that the System had not made a bopa fide effort in its experimentation
in operations in longer-term securities because 1t had not scted more
aggressively. On the other hand, some people felt that the System had
acted too aggressively. He hed found market opinion divided, some saying
that the System's operations had dried up and undermined the merket while
others said that the market already was beginning to improve. He did not
know how to appraise those cpinions, but he had talked with competent
people and had gotten conflicting views.

Chatirmen Martin expressed the view that to let the bill rate go
down to 1-1/2 per cent would invite disaster. Such a move would call for

a reduction in the discount rate, and the problem with respect to forelign
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markets would be compounded. As he saw it, the whole problem was one of
not getting too far out of line on intesrest rates. Should the bill rate
drop substantially, the Bank of England, for example, might feel that it
had to make an adjustment. It must be remembered that countries abroad
were facing inflationary problems.

In his opinion, the Chairman said, the Committee should give the
Manager as much leeway as possible. It should not bind itself to any fixed
level of free reserves. He felt the System had been operating quite well
racently, and it should continue to try to keep the short-term rate from
taking a dive. All one had to do was to look at the market to know that
it was easy; Federal Punds were practically going begging periodicaliy.

If the System was going to try to prime the pump to force the money supply
statisties up, it might only create a sloppy situation which would be
difficult to correct.

Chairman Mertin said he did not know exactly how to pull together
a meeting of this kind because there appeared toc be some rather broad
differences of cpinion. However, he would first put up for consideration
the unanimous recommendation of the Ad Heoc Subcommittee, which reflected a
motion made by Mr. Mills and seconded by Mr. Irons. The recommendation
was that consideration of a revision of the Committee's three statements
of operating policies again be tabled and that, pending their later
congideration, the Committee contimue %o operate as at present, except

that the restriction on the special authorization for the Account Manager
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to operate in maturities only up to 10 years be eliminated. In this con-
nection, the Chairman alsoc noted that Mr. Rouse had some question about
the use of the go~around technique when operating in longer-term securi-
ties, as indicated by the latter's comments today. There were also some
differences of opinion on that point within the A4 Hoc Subcommittee. Even
there, however, it was recognized that if the Open Market Committee was
going to be able to make any appraissl at all, it must have some experience
on the basis of which %o reach judgments.

There ensued a colloguy between the Chairman and Mr. Balderston
regarding the policy envisaged@ by the statement that the latter had
presented, and Mr. Balderston stated that essentially his recommendation
was to probe toward a level of free reserves of $600 million or more.
While he did not want to see the bill rate go down, if the Committee was
going to force an increase in the money supply by an increage in the
amount of free reserves, other forces in the market might be such that
the bill rete would have to go below 2 per cent. At that point he would
be concernmed, just as he was in June 1958 when the bill rate fell below
1 per cent. TFor the past several months, he noted, it had been necessary
to take time out to fight the outflow of gold. He did not think that
the problems that had caused the gold ocutflow had been corrected, but
now that the outflow had stopped for the moment he felt that the System
should pay attention once more to the money supply. As indicated by the
directive, encouragement of monetary expansion was one of the objectives

of System policy.
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The Cheirman then said that apparently he had misunderstcood the
nature of Mr. Balderston's recommendstion. It now appearsd that the
difference in thinking was principally between aiming at a level of free
reserves of $400-$500 million or a level of $600-$700 million.

Turning to the policy directive, the Chalrman stated that as he
understood it the consensus was against changing the directive at this time.

Mr. Irong observed that normally the Committee had followed the
practice of changing the wording of the directive coincident with some
basic change in policy, usually at some turning point of the business cycle.
He inguired whether & change in the wording of clause (b) to call for

Ll

"fostering recovery,” as had been suggested, would involve merely a matter
of semantics, or whether it would infer a basic change in policy. He was
not ready for the latter.

Chairmen Martin replied that this question illustrated the basic
difficulty. The point had been mede that it might soon be tco late, if it
was not too late alresdy, to adjust the directive so as to provide for
fostering recovery. However, another Committee member had made the point
that recovery actually started only when the recession had bottomed out.
The consensus today sppeared to be against any change in open nmarket
policy; as Mr. Irons had indicated, it was customary to change the wording
of the directive only when the Committee was changing policy. Therefore,
on the basis of past practice, there would seem to be a case against
meking any change in the directive at this time.

In further discussion, several members of the Committee indicated

that they did not favor a change in the directive in the current circumstances.
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Mr. Shepardson suggested that a mere change in words might be mislesding,

since the consensus todey was agalpst any signficant change in open market

policy.

The Chairman inquired whether anyonme felt that the consensus today
was not as stated by Mr. Shepardson, and no comments were heard. Accord-
ingly, the Chairman sald that this would be taken as the consensus. He
next inguired whether anyche felt strongly enough about a change in the

directive to want to record a vote to such effect, and esgain no comments

were heard.

Thereupon, upon motion duly made and
seconded, it was voted unanimcously to direct
the Federal Reserve Bank of New York until
otherwise directed by the Committee:

(1) To make such purchases, sales, or exchanges (including
replacemant of maturing securities, and allowing maturities to
run 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 may be necessary in the
light of current and prospective econcmic conditions and the
genersl credit situation of the country, with a view (a) to
relasting the supply of funds in the market to the needs of com-
merce and business, (b) to encouraging monetsry expansion for
the purpose of fostering sustainable growth in economic activity
and employment, while taking into consideration current inter-
national developments, and (c¢) to the practical administration
of the Account; provided that the aggregate amount of securities
held in the System Account (including commitments for the pur-
chage or sale of securities for the Account) at the close of
this date, other than special short-term certificates of
indebtedness purchased from time to time for the temporary
accommodation of the Treasury, shall not be increased or de-
cressed by more than $1 billionm;

(2) To purchase direct from the Treasury for the account
of the Federal Reserve Bank of New York (with discretion, in
cases where it seems desirable, to issue participations to one
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or more Federal Reserve Banks} such amounts of special shori-
term certificates of indebtednese as may be necessary from
time to time for the temporary accommodation of the Treasury;
provided that the total amount of such certificates held at
any one time by the Faderal Reserve Banks shall not exceed in
the aggregate $500 million.

Mr. Robertson inguired concerning the proposed implementation of
the directive over the next three weeks, and Chairman Martin said he
understood that open market operaticns would be guided by the consensus,
which, as had previocusly been agreed, favored no change in existing
policy.

Mr. Robertscn then said that he would like to be recorded as
dissernting from such implementation of the directive because, although he
had voted for renewal of the directive, he did not agree that the existing
open market policy represented a proper implementation of the directive.

Secretary's Note: Mr. Robertson subse-
quently submitted the following statement
for inclusion in the record of the meet-~
ing in explanation of his dissent:

Mr. Robertson dissented from the decision to maintain,
until the next meeting, the existing degree of ease. At the
past several meetings, as at this one, he had vobted to
spprove the current directive, on the ground thet it
correctly specified that open market operations should be
conducted with the aim of "encouraging monetary expansion.
Howaver, in the last few months the degree of easzse which he
thought appropriate to achieve the sim of the directive, and
which he thought had been sought by the Committee, was not
reached--principally, in his opinion, because too much
emphasis had been attached to seeking to prevent a reduction
in the interest rate (i.e., yield) on short-term Government
bills. Conseguently, in his view monetary policy had been
precluded from making its full contribubtion to a reversal
of the economic downtrend.
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Now that the gold outflow had abated, he believed there
wag even less reason that heretofore to gear open market
action to the mesintenance of a particular bill rate rather
than to the provision of what he would think were sufficient
bank reserves to stimulate businese activity and economic
growth, and thus contribute tc the solution of the serious
economic problems that arise from failure to utilize fully
our human and material resources. Believing as he did that
the supply of bank reserves should be inecreased in an amount
sufficient to encourage monetary expension and thereby to
promote economic reecovery, at a time when there was little
danger of reviving inflationary pressures by such further
monetary ease as he sought, he deemed the proposed policy
decision inadequate to meet the needs of the time.

Mr. Balderston stated that he alsoc would like to be recorded
as dissenting from the consensus as to implementation of the directive
because he felt, for the reasons indicated in the statement he had made
earlier, that it would be desirable to probe toward free reserves of
around $600-$650 million.

Mr. Swan likewise indicated that he would dissent from the deci-
sion on implementation of the directive on the ground that, as he under-
stood it, that decision would not contemplate probing toward the level
of free reserves mentioned by Mr. Balderston.

Mr. Ellis stated that if he were a member of the Committes he
would dissent on the same basis as Mr. Swan. Mr. Johns indicated that if
he were a member he also would dissent because he would favor being a
little easier than envisaged by continuation of the existing policy.

Accordingly, it was understood that Messrs. Balderston, Robertson,

and Swan dissented from the majority decision that until the next meeting
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of the Comnittee the policy directive, as approved by unanimous vote,
would be implemented by open merket operations seeking to maintain sbout
the existing degree of ease in the reserve position of banks. It was
understood thet Messrs. Ellls and Jobhng, not at present members of the
Committee, also dissented.

Chalirman Martin then referred again tc the recommendstion of
the Ad Hoc Subcommittee. This recommendation, as previocusly stated,
was that the special authorization for operations in longer-tern
Government securities which was given by the Committee on February T,
1961, and renewed on March 7 be changed to remove the restriction
against operations in securities having & maturity longer than 10
years. The recommendation of the Subcommittee also contemplsated tabling
further consideration of any change in the Committee's operating policies,
which meant that the Committee would proceed for the time being in the
light of the policy directive to the Federal Reserve Bank of New York,
as supplemented by the special authorization to engage in operations in
longer-term securities. The special authorization, in the form in
which it would stand following the proposed amendment, was as follows:

The Committee authorizes the Federal
Reserve Bank of New York, between March 28,
1961, and the next meeting of the Committee,
within the terms and limitations of the
directive issued at this meeting, to acquire
intermediate and/or longer-term U. S. Govern-
ment securities, or to change the holdings

of such securities, by an amount not to
exceed $500 million.
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Mr. Allen said he regretted that the Ad Hoc Subcommittee could
not have presented a recommendation at this time for a change in the
statements of the Committee's operating policies. He understood the
difficulty and did not mean to be critical. The reason he regretted
the lack of a recommendation was that he did not like to have to voice
disapproval at each meeting concerning the areas of the market in vwhich
operations for the Account were now authorized. He would like to get
that matter out of the way. He still felt as he had expressed himself
at the February 7 and March T meetings about extending Open Market Account
operations to longer-term securities. However, since the majority of the
Committee had chosen to authorize such operations, he was in agreement
with the recommendstion of the Subcommittee that the restriction against
operations in maturities beyond 10 years be removed from the special
avthorization.

Mr. Robertson said that he would want to be recorded 2s dissenting
from the proposal to remove the 10-year maturity limitation on securities
covered by the special authorization because the recommendation involved
continuing the authority to engage in operations in other then short-term
securitieg. For the reasons he had stated at the February 7 neeting and
reiterated on March 7, he was opposed to the granting of such authority.
In essence, his reasons were that he considered the authorization inappro-
priete and that the Account Manager was glven no guide for operations in

the longer-term ares.
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Mr. Bryan said that if he were a member of the Committee he would

vote to approve the recommendation of the Ad Hoc Subcommittee that the

restriction against operations in maturities beyond 10 yesrs be removed.

However, he had sympathy with the view expressed by Mr. Robertson. He

would approve the recommendation only because he falt that if the Committee

was going to experiment it might Just as well experiment boldly.

Thereupon, the Committee suthorized the
Federal Reserve Bank of New York, between
March 28, 1961, and the next meeting of the
Committee, within the terms and llmitatlons
of the directive iesued at this meeting, to
acquire intermediate and/or longer-term
United States Govermment securities of any
mebturity, or to change the holdings of such
securities, in an amount not to exceed $500
million.

Votes for this action: Messrs. Martin,
Hayes, Balderston, Irons, King, Mills, Shepardson,
Swan, Szymczak, and Wayne. Votes against this
action: Messrs. Allen and Robertson.

Mr. Allen's vote was subject to the understanding that since the

authorization to operste in longer-term securities was being continued in

effect by majority vote, he would not object to removal of the restriction

against operating in maturities beyond 10 years,

Secretary's Note: Mr. Robertson subsequently
submitted the following statement for inclusion
in the record of the meeting in explanation of
his dissent:

Mr. Robertson expressed at the February T, 1961, meeting

his reasons for dissenting from the proposal to carry on open
market operations in other than short-term Governmert securities.
He now dissented from action to expand the original proposal by
authorizing the Manager of the Account to buy and sell securities
having maturities exceeding ten years, not only on the basis of
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his conviction that the whole operation was unwise, the risks
being too great to be offset or counterbalanced by all the
alleged potential benefits, but also because this proposal
represented a further delegation of authority from the Com-
mittee to the Manager of the Account without any plan or
program to guide him in his operations. He did not believe
the Manager could be expected to carry out the Committee's
unspecified oblectives~-whatever they were--solely on the
basis of his own intuition.

With regard to the earlier reference by Chairman Martin to the
possibility of changes in the Government securities market, Mr. Rouse said
he would like to comment along the same lines. The speculation in rights
in 1958 was only a facet of a larger problem affecting the whole bond
market. The price swings of the past 10 years, in two or three cycles,
had reached the point where, if they contimued, there was not going to
be any bond market. They were wide enough to drive people out of the
bond market and into the stock market or cother forms of investment, and
they had brought a large speculative element into the Government securi-
ties market. This problem was something that deserved serious consideration
on the part of the Open Market Committee because the System plays & sig-
nificant role in the market climate in which the swings in prices and
rates occur. The swings could not continue to be as wide as they had
been if there was going to continue to be & bond market, Government,
corporate, or municipal.

Mr. Rouse then turned to the general instructions that he considered
had bsen given by the Committee to the Manager of the Open Market Account,

particularly with respect to the experiment--or whatever it might be
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called--in operating in longer-term securities. In this connection,
incidentally, he hoped that the word "experiment" would not be used in
talking with outside parties for, as he had said at the February 7
meeting, the use of that word had a tendency to kill the effact of the
operations. As he saw it, there were two things involved. One was the
insertion and withdrawal of reserves in an area of the market that the
System had not used for many years, in order to see whether that was a
feasible operation in relation to the market. Then there was the
secondary item, which involved rates. The Committee had regarded the
short-term rate with a great deal of concern; therefore, some of the
Desk's efforts had been devoted to keeping the short-term rate from

going below 2 per cent, and preferably keeping that rate in the area

that it had been in for the past several weeks. In addition, to the ex-
tent that the insertion or withdrawal of reserves had had, or might have,
an effect on longer-term rates, that was a factor to be considered in
operations for the System Account. Mr. Rouse said his interpretation of
the general instruction was that the System was not trylng aggressively
to bring down longer-term rates, but that this was in passive terms.
However, if they did come down as a by-product of opersting in the longer-
term area, that was something the Committee would consider desirable. The
removal from the special authorization of the restriction against opera-
tions in maturities beyond 10 years did not suggest to him active partici-

pation in the long-term area of the market in an aggressive sense, although
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the Desk ought to be active enough to indicate a degree of flexibility.
In this area the New York Bank had on hand orders from the Treasury for
trust funds or other funds that were sndeavoring to get into higher-yielding
securities, However, this was primarily an investment operation, rather
than an experimental coperation in driving down interest rates.
Mr. Robertson asked whether the Committee had contemplated that
the expaorimentation in the longer-teim area was to be passive, or an active
effort to push down longer-term rates while holding up short-term rates.
Chairman Martin replied that he thought he agreed completely with
Mr. Rouse on that point. The Committee did not intend to change monetary
policy by authorizing a change in operating technigues, and it did not
intend to make interest rates the scle criterion. The Committee had earlier
stated in its operating policies that transactions for the System Account
in the open market were to be entered into solely for the purpose of pro-
viding or abscrbing reserves. However, in providing or absorbing reserves,
the System does axert an effect on interest rates. The technigues by which
the System deals in the market and the way in which the Treasury issues
securities have scome impact on infterest rates. As pointed out in his
recent statement before the Joint Economic Committee, the Chairman said,
he did not know whether a meaningful change could be developed as a by-
product of System cperztions in longer-term areas of the market. Im any

event, he was sure the Committes @id not intend to shift the whole fulerum
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of monetary policy from the providing and absorbing of reserves to
interest rates.

Mr. Robertson said he appreciated this point. However, he had
thought that the comments of members of the Committee, and also certain
statements of persons connected with the Administration, had referred to
twin objectives; namely, making money available at lower cost for mortgages
and so forth, and holding up short-term rates. Now it appeared that the
Committee wanted to be passive in operating in the longer-term area.

Mr. Hayes indicated that his thinking differed a little in degree
from that expressed by Mr. Rouse. The Committee had as its major objective
the maintenance of a certain type of credit policy; that is, one of moderate
ease. Although this was hard to measure statistically, it probably involved
maintaining some reasonable kind of reserve position for the commercial
banking system. However, he saw no reason why the Committee could not
have at the same time the aforementioned objective of monetary ease,
the objective of not permitting the short-term rate to go too low, and
also the objective of trying to exert some positive effect on longer-
term rates. In his mind, the Committee had all of those objectives.

There were limits in terms of the market in pressing too hard on any
one of these things, but the Committee could recognize all the oblectives.
He did not feel that one could drew & clear line between an active and a

passive approach in the longer-term area.
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Mr. Robertson commented that this was a good illustration of how
unfair the Committee had been to the Manager of the Account. He gues-
tioned how the Manager could be expected to carry out the views of the
Cormittea when they sppesred to be so varied. He thought Mr. Hayes was
correct in feeling that the Committee had intended to affect the longer-
term rates. However, he did not think the Manager should be asked to
carry out the will of the Committee unless given more specific guidelines.

Mr. Mills sald that, to paraphrase what the Chairman had said, he
believed that the recent change in the Committee's operating policies in-
volved a matter of techniques. The effect of the special authorization
wes to permit the Manager of the Account, within the context and limita-
tions of the broad ocutlines of monetary policy, to throw the weight of
transactions undertaken for the Account on some occasions toward the
long end of the market and on other occasions toward the short end, with
the prospect that the weight of those transactions might exert some in-
fluence either on the long-term or the short-term rate.

Mr. Shepardson commented that this, however, was without any
objective of attaining a specific rate.

Mr. Mills said he did not believe that anyone had the concept of
g8 fixed rate, and Mr. Hayes agreed.

Mr. Swan suggested that, although this might be stating the matter
in too elementary a fashion, the expression "active", as opposed to "passive”,

seemed to be related to whether the System was or was not supplying or
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abgorbing reserves at any particular time. Chairman Martin noted that the
use of certain techniques in carrying out operations directed at a&n ob-
Jjective could have by-product effecte at times.

Mr. Rouse then said that in the period immedistely shead the Account
would be putting reserves into the market, and that would be done in the
manper he had described. Then there would be a period whemn there probably
would be no occasion to inject reserves. However, for the seke of con-
tinuity, and having in mind continuing pressure on short-term rates, he
contemplated that there would be offsetting cperations; that is, selling
short and buying long. To the extent that those offsetting operations
might affect longer-term rates, there would be a desirable by-product.

Mr. Hayes said that he would congider that the transactions Mr.
Rouse was depicting would constitute an active role. Mr. Deming commented
that the Committee had given an explicit instruction that it did not want
the short-term rate to fall too far. In fact, the Committee had talked
in terms of a rather specific range. As to the longer-term area, however,
the Committee had treated this more or less as s by-product. If there could
be some lowering of those rates, that would be desirable. There was no
reason not to push down longer-term rates in the course of Account opera-
tions, but operations were designed more specifically with a view to their
effect on the short-term than the long-term area.

Mr. Hayes said he had not meant to imply that the three cbjectives

to which he had referred earlier were necessarily of egual importance.
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Of the three, he would agree with Mr. Deming that the objective of least
importance was the lowering of the long-term rate. If a consemsus of the
Commitiee were taken, he felt that probably it woeuld indicate a view that
the most important objective was the maintenance of a moderate degree of
ease. At some times, however, the short-term rate probably was regarded
by at least some of the meumbers of the Committee as having as much
importance.

Mr. Rouse stated his understanding that the primary objective of
the Committee in authorizing operations in the longer-term area was to
learn by experimentation over, he would say, a matter of months whether
it was feasible for the System to operate in the whole range of the Govern-
ment securities msrket rather than in one limited segment of that market.

Mr. Robertson replied that he felt all of the conversation todey
would indicate that the resl reason for operating in the longer-term
market was to affect interest rates--whether cone spoke of pegging, holding,
or reducing--rather than to provide the reserves necessary to meet the
needs of the economy. In other words, he felt that the emphasis was on
interest rates rather than reserves.

Chairman Martin indicated that he would not agree with that state-
ment. He added that the complexity of the problem could be seen in the
words that had been used. Words mean different things to different people,
he noted, and he doubted that a useful purpose would be served by further

digcussion of this particular point at this time.
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It was agreed that the next meeting of the Federal Open Markst
Committee would be held on Tuesday, April 18, 1961.

Chairman Martin noted that Mr. Young, who had been serving as a
member of the Treasury-Federal Regerve Steering Committee for Study of
the Government Securities Market, had been sppointed Diresctor of the Board's
Divieion of Imternational Finance,in addition to contimuing as Adviser to
the Board. In the circumstances, the Chairman suggested that Mr. Koch,
Adviser, Divieion of Research and Statistics, Board of Governors, be
pamed to succeed Mr. Young as a member of the Stesring Committee.

There was unanimous agreement with this suggestion.

The meeting thenadjourned,
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