A meeting of the Federal Open Market Committee was held in

the cffices of the Board of Governors of the Federal Reserve System

in Washington on Tuesday, October 24, 1961, at 10:00 a.m.

PRESENT :

Mr.
Mr.
Mr.
Mr,
Mr,
Mr,
Mr,
Mr,
Mr.
Mr,
Mr,

Hayes, Vice Cheirman, presiding
Allen

Balderston

Irons

King

Mills

Mitchell

Robertson

Shepardson

Swan

Ellis, Alternate for Mr. Wayne

¥essrs, Fulton, Johms, and Deming, Alternate Members

of the Federal Open Market Committee

Messrs, Bopp, Bryan, and Clay, Presidents of the

Federal Keserve Banks of Philadelphia, Atlanta,
and Kansas City, respectively

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr, Hackley, General Counsel

Mr. Thomas, Economist

Messrs. Baughman, Coldwell, Einzig, Noves, and
Ratchford, Associate Economists

Mr. Rouse, Manager, System Open Market Account

Mr. Molony, Assistant to the Board of Governors

Messrs, Holland and Koch, Advisers, Division of
Research and Statisties, Board of Governors

¥r. Furth, Adviser, Division of International
Finance, Board of Governors

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

Mr. Yager, Economist, Government Finance Section,
Division of Research and Statistics, Board of
rovernocrs

Mr. Heflin, First Vice Fresident, Federal Heserve
Bank of Richmond
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Mr. Hickman, Senior Vice President, Federal
Reserve Bank of Cleveland

Messrs, Fastburn, Lewis, Strothman, and Tow,
Vice Presidents of the Federal Reserve
Banks of Philadelphia, St. Louis,
Minneapolis, and Kansas City, respectively

Mr. Eisemmenger, Acting Director of Research,
Federal Reserve Bank of Boston

Mr, 1Link, Assistant Vice President, Federal
Reserve Bank of New York

Mr. Holmes, Manager, Securities Department,
Federal Reserve Bank of New York

Mr., Brandt, Assistant Cashier, Federal Reserve
Bank of Atlanta

There had been distributed to the Committee preliminary and
revised drafts of minutes of the meeting of the Committee held on
October 3, 1961,

Upon inquiry by Vice Chairman Hayes as to whether there were
any comments or suggestions regarding the minutes, Mr. HRobertson
stated that in light of a point to which his atiention had been called
by Mr., King, he would like to request, in connection with his comments
appearing on page 13 of the revised draft, that the next-to-last’sen-
tence be changed as follows:

He would sgree-wibh-Mepy—king SUGGEST that the Committee

should not continue to gulde its policy by the level of the
bill rate-~-too much emphasis had been put on the bill rate.

No objection to Mr, Robertson's request was indicated, and it

was understood that the change would be made.

Thereupon, upon motion duly made and
seconded, and by unanimous vote, the minutes

* Last sentence beginning on page 13 of typed copy.
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of the meeting of the Federzl Open Market
Committee held on Oetober 3, 1961, were
approved,

Before this meeting there had been distributed toc the members
of the Committee a report of open market operations covering the period
October 3 through October 18, 1961, and a supplemental report covering
the period October 19 through October 23, 196L. Coples of both reports
have been placed in the files of the Cammittee.

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

following comments:

The conduct of open market operations during the period
gince the last meeting has been complicated by unforessen
adjustments in reserve statistics, Not only has the reserve
oublook ahead been highly uncertain, but in addition there
have been some large downward adjustments of free reserves
for statement weeks that had already passed., The resulting
lower level of free reserves, however, was not reflected in
any significant firming of money market conditions. TFederal
funds generally traded around the 2-1/4 per cent level and
rates on three-month Treasury bills continued to move in
the general 2,25 - 2.325 per cent range in which they have
fluctuated since late August, Although dealers held over
$1.8 billion of bills in trading accounts as of Friday night,
more than half were bills due in over %90 days and on average
they have been able to carry the bills at a profit, With
bill rates tending to follow movements in the Pederal funds
rate, there would appear to be little likelihood of any increase
in bill rates as long as the Committee continues to maintain the
present degree of ease-~particularly in view of the purchases
required to meet the large-scale need for reserves over the nex*
two weeks. However, temporary firming of the Federal funds rate
to the 2~-3/4 - 3 per cent level would probably help shake bills
loose from dsalers! portfolios and minimize the effect of our
purchases on bill rates.

The Treasury plans to amnounce the temms of its November
refinancing next week. A major question is whether the §7
billion of maturing securities, nearly all of which are pub-
licly cwned, will be refinanced on a cash basis or whether the
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Treasury will give holders pre-emptive rights to exchange
into one or more new issues, It seems likely that the
Treasury will try to achieve some debt extension whichever
method is employed, particularly since it appears that banks
have recently tended to move out the maturity scale slightly
in guest of higher earnings. Also, there haS been some
small buying interest in Treasury bonds on swaps out of
corporates as the narrowed rate spread between Treasury and
corporate issues has made the former relatively more atiractive.
4 difficulty with the cash method is that the Treasury must
specify the size of each issue it will offer, and with the
market's appetite for maturities beyond the short-term ares
uncertain as to amount, this is not an easy problem. On
the other hand, if the Treasury chooses to give "rights" to
holders of the maturing issue, it will have to face the
problem of attrition., If attrition should be normal, the
Treasury in all likelihood would have to come to market
with a special cash operation. I should mention that the
System does not hold any of the maturing issue.

Thereupon, upcn motion duly made
and seconded, the open market trans-
actions during the pericd October 3
through October 23, 1961, were approved,
ratified, and confirmed.

Mr. Noyes presented the following statement with respect to

economic developments:

& careful analysis of the whole range of econcmic
intelligence available at this juncture seems to yield
something of a dichotomy. Wwith very few exceptions
businessmen znd business economists report disappointment
with the behavior of the economy in the third cuarter,
and skepticism about the strength of the expansion ahead.

At least on the surfece, thers is considerable statisti-
cal evidence that seers to support this less optimistic
appraisal of the situation. &ven before the work stoppage
at General lotors and Hurricane Carla last month, the pro-
duetion index was showing a curtalled rate of increase.

It is difficuit to estimste Just how much of the weakness
in industrial cutput in September should be attributec to
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these transitory factors and the snticipation of the tie-up
at Ford which materialized in October, A few components of
the index continued their vigorous expansion, but most seemed
to reflect a falling off in the rapid rate of increase which
had characterized the advance in spring and early summer,

Unemployment was not significantly reduced--remaining just
under the 7 per cent rate in September, for the tenth consecu~
tive month,

The statistics on retail trade are perhaps the least satis-
factory of all the current messures of economie activity., But
even after allowing for a considerable blas on the downside,
retail sales can hardly be described as buoyant, At department
stores we find that, while activity has picked up a little in
recent weeks, it is still at about the July level, on a season-
ally adjusted basis.

The increase in personal income alse moderated considerably
in August and September, Actually, income declined from July
to August, but after deducting the National Service Life Insur-
ance dividend in July, the increase, at seasonally adjusted
anmual rates, was $800 miilion in each of the last two months,
This was considerably less than the month-to-menth incrrases
earlier in the year, and even less, for example, than the
September to Uctober advance a year ago.

Perhaps mest important of all, wholesale prices of indus~
trial products—~that is, the prices that manufacturers receive
for their products-—-have shown no significant upward mevement
during the entire recovery period and are now still more than
1/2 of 1 per cent below the March level,

If we stopped at this point, the less eptimistic appraisal
of the outlook which seems to have become so prevalent in the
business community would seem to be justified=—and one might
well ask why there is any reason to question it.

There are, it seems to me, two kinds of reasons, First,
if we look at the third quarter ss a whole, in terms of the
GNP accounts, we find that the economy was operating at levels
which few believed we could achieve six months ago. The $10
billion inecrease involved in the $526 billion third quarter
estimate, while less than the $15 billion jump from the first
guarter to the second, is large by any other standard. MNore-
over, this increase was accomplished in the face of a smaller
increase in Goverrment purchases of goods and services than
was expected and a substantial cut in net exports. Thus,
personal consumption expenditures actually increased more in
the third quarter than the second, contrary to general
expectations,
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The second set of reasons for questioning the somewhat
pessimistic view which has developed is admittedly more temu-
ous and prospective, It stems from such facts as the scattered
evidence of some improvement in the production index in October
{despite the Ford strike), the rise in the seasonally adjusted
rate of housing starts (despite a big drop in FHA financed
activity), and the moderate, but continuing rise in manufacturers!
new orders for durable goods. It 1s supported by the knowledge
that the less than expected rise in Government spending in the
third guarter provebly means more for the current quarter and
those ahead. It is further buttressed by the observation of
those who seem best qualified to thread their way through the
maze created by early model changeovers, strikes, and introduced
and unintroduced middle lines, that sales of 1962 model automo-
biles are going pretty well. There is also probably some truth
in the oft-repeated observations that unseasonably warm weabther
and the unsettled situation in the auto industry have retarded
soft goods sales this fall, and that cool weather and the re-
sumption of full-time employment at auto planmts will shortly
give a 1ift to retail activity in many areas., The recent be-
havior of bank credit and the money supply seem to me to support
a more coptimistic appraisal of the outlook.

This leads to the conclusion that if we set aside the
troublesome developments, of which Mr. Furth will remind us in
a moment, with respect to the balance of payments, one might
describe the present situstion as cne beset with no more un-
certainty than is necessary if we are to avoid over-rapid expan-
gion and an upward spiral of costs and prices. It does not
seem to me that the signs of weakness that have appeared thus
far are sufficient to suggest any easing in monetary pelicy,
even if we were free of the constraints imposed by international
factors.

On the other hand, the widespread uncertainty among busi-
nessmen with respect to the outlook, the stability of wholesale
prices at reduced levels, and the hesitation in the advance in
output at factories and mines all suggest that overt tightening
would be ill-timed, even if a major Treasury refunding operation
were rnot just ahead.

In citing evidence of diverse trends in the economy, I
hope I have not seemed uncertain or indecisive, In fact, domes-
tic econowic conditions today give a much clearer guide to policy
than is often the case. The balance in favor of an actual and
apparent continuation of the present posture seems tc me to be
overwhelming.
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Mr. Themas presented the following statement with respect
to credit developments:

In recent weeks, it has appeared that the System was
having more success than previcusly in its doubles, often
conflicting, aims of fostering monetary expansion essential
for economic recovery and at the sgame time aveiding a de-
cline in short-term interest rates, Total bank credit
expanded more in September and alsc in the third quarter
than in corresponding pericds of any previcus year (at least
in the last 12). The money supply showed the first substan-
tial increase in several months, while time deposits centinued
to increase, These developments have been aided by substan-
tial new cash offerings of Treasury securities, which have
been acquired in large part by the banks. TFederal Heserve
operations have made reserves available for this credit and
monetary expansion,

Treasury bill rates have been relatively firm, with
yields in very short-term issues a little above the low
level and those in leonger bills close to the high levels
of this yearl!s relatively narrow range, Yields on medium-
term Government securities have tended to decline, while
those on longer-term issues have held fairly steady,
despite a Treasury advance refunding exchange into that
area. New issues of both corporate and municipal securities
nave continued in moderate volume, with the combined total
close to levels of the past two years, Yields on outstand-
ing issues have edged downward., Yields at which new
corporate issues have been offered have been relatively low,
The spread between yields on corporate and on U. S. honds
has narrcwed, imparting strength to Treasury issues.

The record bank credit expsnsion in September reflected
to a large extent increases in bank holdings of Government
securities and in loans to dealers in Govermment securities,
Banks and dealers have not only underwritien new Treasury
issues, but have also tended to increase their portfolics.
Dealerst holdings of bills have been maintained at particularly
high levels, Bank holdings of other securities also increased
by an unusually large amount in September, lLoans to business
and to sales finance companies showed the usual tax period
increase by amounts comparable with or in excess of other years,
despite some grumbling among banks about the disappointing
loan demand, Real estate loans by banks have shown an
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accelerated rise in recent months, though still quite small
relative to the continued substantial mortgege lending by
savings and loan associations and relative to the inecrease
in savings deposits at banks.,

Partial data for banks in leading cities as of
October 18 indicate a contimation of credit expansion at a
moderate rate during the three weeks since the last report
date in September, Banks reduced their holdings of Treasury
bills, after acquiring substantial holdings of tax bills in
the last week of September, but they added to their holdings of
notes, reflecting Treasury finaneing., Loans to dealers in
Government securities increased further, Business loans in-
creased moderately, while loans to sales finance companies
declined, as seems to be customary in October,

Demand deposits and currency increased much more than
seasonally in September. Further inecreases occurred at city
banks in the first three weeks of October, though daily
average figures for the first half of the month, for which
final data are not yet available, may show a small seasonally
adjusted decline in the money supply. That decline and some
of the September increase may be due to faulty seasonal
adjustments; the net result is still a substantial increase,
The money supply is now about 2 per cent larger than a year
ago, but is still little if any above the peak reached in
the summer of 1959.

Turnover of demand deposits at banks outside finaneial
centers has also increased nearly 2 per cent in the past
year, while in financial centers, where deposit growth has
been smaller, increases in the rate of turnover have been
much larger. The combined increase in transaetions—-turnover
and volume of deposits——outside financiazl centers corresponds
¢losely to the growth of 4 per cent in GNP during the past year.

U, 5. Government deposits at banks, which increased sub-
stantiallv in September, have been drawn down in October.

They are still fairly large, but Treasury cash needs are also
heavy. Scme new cash borrowing may be needed in Kovember, in
addition to the large refunding operation.

Time deposits at commercial banks have continued to in-
erease at a rate of gbout 1 per cent or more a month. The
total growth in the past year has been over a sixth. This in-
crease has occurred in savings deposits and at small banks, as
well as in the much publicized negotiable time certificates of
deposit, Apparently inflows of funds to norbank savings insti-
tutions have continued at a heavy rate, though not as much as
commercial bank time deposits, Savings thus continue large.
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Nonbank holdings of short-term Governments have not
increased in the past year, although the amount of such
securities outstanding has been considerably enlarged.

Banks have absorbed more than the total addition., The
public has been satisfled to hold its liquid assets in
deposit form.

Total liguid assets held by nonbank owners--business and
consumers, and including currency, demand deposiis, time de-
posits, savings deposits and shares, and short-term Government
securities--have continued to expand. In the third quarter of
the year the total of such holdings was 6 per cent larger than
a year ago, compared with the GNP increase of L per cent.
Since the first cuarter of trhis year, however, GNF has inereased
5 per cent and liquid assget holdings less than 4 per cent, The
ratio of liquid assets to GNP is still somewhat lower than it
was in 1958, The ratio of money supply to GNP is at the lowest
level reached since the 1920ts,

This situation indicates the need for continved growth in
money supply and in general liguidity at a rate closely commen-
surate with expansion in economic activity and income. Al-
though the rapid increase in time deposits may have largely
compensated for the slower rise in the money supply, the com-
bined increase could hardly be called any more than adequate
for a period of economic recovery.

A&s brought out in the staff memorandum already submitted
to the Committee, member bank required reserves against pri-
vate deposits rave increased in the past three months at an
annual rate of 4 per cent, covering an expansion of time
deposits at an 1l per cent rate and of demand deposits at a
2 per cent annual rate. The combined increase since February
has been close to 4-1/2 per cent.,

In the latest statement week, total reserves available
for private deposits were adequate to provide excess reserves
of over $500 million, according to preliminary estimates.
About $140 million of these reserves, however, were obtained
by member bank borrowings, which have already been reduced
by abcut $100 million to a minimal figure. Free reserves were
below $500 miilion last week, and have been for the past three
weeks or so. During the curremt statement week, nearly $500
million reserves are being supplied by a return flow of
currency and the mid-month float rise. These additions have
been partly abscorbed by the reduction in member bank borrow-
ings and in System holdings of securities. Kedemptions and
sales made earlier would have resulted in a reduction in
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available reserves, but large purchases yesterday will wipe
out some of that effect.

During the next two weeks, market factors will absorb
about $900 million of reserves, while lower required reserves,
resulting from the drawing down of Treasury deposits at member
banks, may release only a small amount, In this period, System
purchases of securities may need to aggregate close to or over
$600 million in order to maintain an adequate volume of reserves
for seasonal needs. A part of these needs will be temporary,
and there could bs some sales or runoffs of repurchase contracts
around the middle of November, but in late November and early
December further large purchases will be needed,

During the remainder of this year and into January, the
net increase over present holdings, allowing roughly for this
week's operations, which are not included in the staff memorandum,
will range from around §20million in mid-November to perhaps as
much as $1,250 million for a brief period in early January., Such
operations would maintain total reserves at around the amounts
projected in the staff memorandum (table 3, column 3),

If credit and monetary demands continue at levels that would
be consistent with economic recovery of the magnitude generally
desired and expected, the maintenance of reserves at the level
indicated should not have the effect of reducing short-term
interest rates., At some stage in the future, as the economy
approaches fuller utiligsation of available resources and credit
demands increase, it will be appropriate to adjust the amount
of reserves supplied through open market operations and make it
necessary for banks to borrow some of the reserves trey want,

The economic expansion projected as necessary before this stage

is reached is in the order of ten per cent or more and the time
periecd is at least & year, or maybe two, A commensurate expan-
sion in bank deposits might require close to $2 billion additional
reserves, Uver the next year, at least $1 billion of these, pro-
viding a five per cent expansion in reserves, might appropriately
be supplied by open market operations. Any additional amounts
needed or desired could be obtained through member bank borrow-
ing,

¥r. Furth presented the following statement with respect to

the United States bzlance of payments:
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in the third guarter, transfers to foreigners of
gold, convertible foreign currencies, and dollars amounted
to $900 million. This corresponds to a seasonally adjusted
annual rate of more than $3 billion, as compared to less
than $2 billion for the second quarter {after eliminating
the influence of special debt repayments), Within the third
quarter, September seems to have been the worst month, and
whatever Uctober figures are available suggest little if
any improvement.

The third-gquarter transfers reflected az deficit in
the so—called basie balance of U. 3. payments (current
balance, Government expenditures, and long-term capital
movements), In the second quarter, basic U. S. payments
were approximately in balance,

The main reasons for this deterioration are primarily
that U. 5. imports increased last summer faster than r~xpected
and that the net capital outflow apparently has failed to
show the expected improvement.

A=z to the current quarter, our export prospects are
not good in lLatin America, Japan, and the United Kingdom,

In all these countries domestic inflationary pressures have
either already led to restrictive policies or are likely to
make trem necessary in the near future. Prospects are only
moderately good in Continental kurope, where the boom mav be
petering out, especially in Germany, arnd in Canada, whare the
effects of the upswing on imports are modified by those of
the recent devaluation of the Canadian dollar.

It is true that exports of some categories, such as agri-
cultural commedities and machkinery, are expected to rise; tut
a considerable part of them will be financed by grants or
long~term loans urder aid and agricultural disposzl programs,
and will tlrerefore be of little immediate benefit to our
balance of psyments,

Imports may nct rise much more, as the slowing-down of
our recovery in recent months may be followed by a similar
behavior of imports. There is ne¢ reascon to assume, bowever,
that they will actually decline,

Similerly, theres is no indication of a slowing-—down of
our capital outflow, Lending to Japan, vhich accounted for
a very large part of tre outflow in the first half of the year,
may be further reduced or possibly even reversed., OSimilarly,
massive capital rmevements to Germsny and Switzerland may not
be resured. However, any improvement due to these changes
could be offset if the cutflow of funds to the United Kingdom
were to gain momentum, as the fragmentary Cctober data suggest.
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This outflow presents U. 3. monetary polic; with some-
what of a dilemma. A gradual inerease in U. 5. interest
rates, together with the expected gradual decline of U. K.
rates, would reduce incentives for investment in U. K.
shert-term assets, unless offset by a reducrtion in the forward
discount of sterling,

There is evidence, however, that a sizable part of the
outflow is going into U. K. long-term securities., For this
kind of investment, expectations of rising U, 5. interest
rates, together with expectations of a further decline in U. K,
rates, might activate the outflow of funds, with some investors
seeking capital gains, While these movements would come to an
end once a new equilibrium level of interest rates was reached,
they would in the meantime aggravate U. {,. balance-of-payments
problems,

In any case, we must expect the pressure on the dollar and
the drain on the U, 5, gold stock to contimie, These pressures
may be lessened later this year, as December usually shows a
seasonal improvement in the U. 5. balance of payments. This
improvement will give us a welcome respite but should not detract
attention from the basic problems,

4t this point Mr, Haves related certain personal observations
growing out of +is recent trip to Furope, during which he attended
the annual meetings of the International Monetary Fund and the
International Bank for Reconstruction and Development in Vienna,
Austria, In general, it seemed to him that the meetings were fruit-
ful and resulted in 2 considerable net gain to cooperative international
efforts, particularly because of the general agreement expressed with
regard to the plan to shore up the resources of the Fund to provide
standby credit arrangements to cover exceptional needs. 1In the press,
he noted, there had been some articles interpreting certair speeches
by representatives of other countries as attacks on the United States.
However, no one within the United States delegation regarded them as

such, and actuzlly a harmonious feeling existed among the representatives
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of the principal nations. Rather than attacks on the United States, the
speeches to whicl the press referred appeared to constitute attacks on
loose fiseal, monetary, and economic policies in general. They seemed to
be aimed at any country, whether underdeveloped or industrialized, that
did not display enough self-discipline when such discipline was needed,
Some countries, notably France, expressed rather specific reservations
with regard to the circumstances under which they would like to see the
standby eredit arrangements utilized, and it was generally understood
that the credits were not to be used for normal IMF purposes but only
in case of major disequilibria among key currencies,

Mr. Hayes went on to say thst at the meetings there appeared
to be a rather high degree of confidence in the dollar, a view he
had also noted in visits to london, Paris, and Frankfurt. However,
these views reflected statistics for the first half of 1961, and
early estimates that this year!s balance-of-payments deficit would
be under $1 billion, which had led to a feeling that the United
States might be on the way toward curing its balance-of-payments
problem, Even so, moreover, he sensed some underlying nervousness
as to whether the United States would continue to display the degree
of self-discipline and determination ccnsidered necessary to meet the
situation; that is, whether over a longer period the country would
follow appropriate budgetary, wage, and monetary policles. The
attitude with respect to the dollar could worsen rapidly if there
should develop a feeling that the United States was slipping into a

condition of chronic deficit in its balance of paymenis, and nmeasures



10/26/61 w1l

going beyond thoss already taken were needed on saveral fronts to

make clear this countr—'s determination not to let the situation
drift.. The countrv rad shown a tendency toward a .erious balance~

of -payments problem in time of recession., Thr f..ct that the recession
involved lower interest rates was one of the rrsscns, but the country
was now in danger of showing little ret improvement. in its balance of
payments despite tr improvement in domestic eccowmie conditions. This
was 2 problem, then, wiith which he felt that ¢vervone must be deeply

concerned.

Mr. Hayes then rresented the following statement of bis views
on the business outlock and credit policy:

The most striking development since the last meeting
has been the sbarp deterioration in the Unitei States balance-
of -payments position in September, As a resui., the third-
quarter payment: deficit “s provisionally estimated at 3.2 billion
(seasonally aiia ted annual rate) as against ,1.9 in the second
quarter and $l.4 in the first. This figure will soon become
known publiely, well before the offieial release, and may easily
be construed, bolh here and more particularly abroad, as a
serious reversal of the encouraging tendency of the first half
vear, which did so muech to help restore confidence in the dollar.
Already there sre increasing signs of nervousness abroad as to
the possibility of reavier U, 3. deficits over the next year
or so, with a conseqguent growing threat to dellar stability.
Higher impeorts have been the major cause of the third-quarter
detericration. It is notewerthy, however, that the net short-term
capital outflow has been substantial through rost of 1961, and
to a large extent this flow reflects a multiplicity of foreign
borrowing operations in this market because interest rates here
are far below those in thc borrowing countries. Of course the
British austerity program, including establishment of a 7 per
cent Bank rate, has drawn short-term funds to London, and the
recent cut to 6-1/2 per cent apparently has had relatively
little effect on the strength of London's attraction for
internationzl funds.,
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In contrast with this critical international outlook,
the domestic business situation appears calm and substantially
unchanged in the past three weeks, The slower rate of expan-
sion in September may be attributed in good part to such special
factors as strikes and weather conditions; the most evidence
still points to a strong, but not overly exuberant recovery.

It is true that the last couple of months suggest a somewhat
more cautious attitude on the part of both business and the
consumer than had been expected earlier, On balance this strikes
me as healthy, as tte absmence of speculative pressures has per~
mitted much more stable price conditions, on the average, than
might have been looked for at this stage of an upward business
movement .

There is certainly nothing in the eredit picture to sug-
gest that our policies have been restrictive. On the contrary,
September witnessed a very sharp rise in total bank credit and
the first significant rise in the money supply in meny months,
Much of this may be attributed to Treasury financing; and after
a brief reversal early in October, bank credit seems to have risen
again in reflection of the October Treasury program, In contrast,
business loans have shown no great strength and have meved about
in line with seasonal expectaticns. The banks! liguidity position
continues to look relatively ea®y in terms of liquid asset holdings,
especially in New York. Despite loan-deposit ratios well above
those prevailing during most of the post-war period, the banks
have ample liguid resources to meet probable loan demands.

For the roment at least, the danger of 2 sharp rise in the
Federal Goverrmment'!s deficit due to higher defense spending seems
to have receded. Secretary Dillon's latest estimate of the 1962
fiseal vear deficit is about in line with our own estimates of the
last few weeks and substantislly below some of the figures which
were recently mentioned in financial circles and the press as a
real possibility. It is also encouraging that he reiterated the
Administrationts firm intention of reaching a balance i1n fiscal
1963. A clearer picture of the fiscal position will develop with
the release of the post-Congress budget review expected shortly.
With the Treasury expected to announce the terms of the November
refunding within ten days, we shall soon be confronted with the
need to promote stable conditions in the money and capital markets
to assist this financing operaticn.

As for general policy considerations, the dorestic business
situation would justify our adhering to the same degree of
monetary ease prevailing in the last few months. On the other
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hand, the balance-of-payments position is sufficiently dangerous
to warrant a careful review of our policy to see whether trere is
anything helpful we can do in the monetary sphere without dameg-
ing the domestic economy. It seems to me that the level of short-
term market interest rates--and particularly the 90-day bill rate--—
clearly offers the most fruitful pessibilities, A higher bill
rate might have some influence on capital flows and might also be
of psychological value as an indication that we are not unaware

of the payments problem, I would not go so far, at this time, as
to suggest a rise in the discount rate, although it may well be
that we shall have to come to this within the near future if the
payments trend is not reversed. But for the time being I believe
we should avoid the general tightening effects throughocut the
domestic economy that would undoubtedly accompany any such overt
move.

I would thirk that the Manager might be instructed to seek
2 higher level of bill rates, say between 2-1/2 per cent and 2-3/4
per cent for the three-month Treasury bills, with a Federal funds
rate of perhaps 2-1/4 per cent to 2-3/4 per cent, while still pre-
serving a general atmosphere of ease, I am not sure this can be
accomplished, but it is well worth trying. It seems to me that
free reserves could be allowed to average a little lewer than they
have been, say arourd the $400 million level, without any damage
to business, especially in view of the sharp rise in bank liquidity
since earlier in the year, and the sizable growth in bank credit
in recent weeks, The special authorization should, in my judgment,
be continued and should be used to the extent possible to help
attain the twin objectives of higher short-term rates and con-
tinued monetary ease,

I should think that offerings of intermediate and long
maturities should be accepted whenever available at a fair price,
with 1little regard for reserve figures, so as to enable the Desk
to make offsetting sales of short-term securities if consistent
with the reserve figures, During the next few weeks, however,
there may be little or no opportunity to make such offsetting
sales, because of the sizable net release of reserves called for
during that period; but I do think the Committee should encourage
the Desk to do more swapping of this kind if and when circum-
stances provide a suitable occasion.

The present wording of the directive might appropriately
be retained.

Mr, Ellis said that in the First Distriet it was hard to define

any pronounced trend in economic conditions. Hewever, there seemed to be
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general satisfaction with normanufacturing activities; the service and
trade occupations showed high and growing levels of employment, Con-
struction activity seemed to be picking up slightly, and the banking
situation was strong without exhibiting rapid growth., Therefore, the
problem ares was in ramufacturing.

The New England production index exceeded the yezr-age level by
1 per cent in August, according to the revised figures, and it was as
yet too soon to have any firm indication of September trends. There
was some indication that emplovment may have declined, while electric
power consumption probably expanded., The shoe industry was disappointed
in third-guarter results, for it had expected an upturn that failed to
materialize, Textile producers scored some further recovery, but
employment was 7 per cent behind year-agoe levels,

Continuing, '.r. kllis said that the general sentiment of
businessmen in the Listrict appeared to be one of optimism regarding
the outlook, This wes reflected in the Heserve Bank's fall survey in
which New England menufacturers were reguested to review their invest-
ment plans of last spring. The respondents, employing about 20 per
cent of the manufacturing employees in New England, reported that they
had boosted their 1941 investment intenticns by about 5 per cent since
the spring survey; if present intentions were executed, outlays this
year should exceed those of 1960 by about 4 per cent. Durable and

nondurable goods manufacturers apparently were going to participate
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about equally in this increase, and a shift towsrd outlays for expan-
sion was indicated, in contrast with the recert emphasis on modernization.

The condition of District banks had changed onlv moderstely in
the past few weeks. Dusiness loans were (own slirhtly, but were still
up 4=1/2 per cent from the first part of the vesr, Uther lesns also ter
up, about twice as much as the gain nationally, vemsnd deposit growth
matched th-t of the country, but other deposite lagged & little.
District banks had been net sellers of Federal funds,

As to policw, tiar. Bllis szid he still thought it approprizte to
say that there was a vigorous lull in economic activity, He was inclined
to feel that the economy was going to break out on the upside; meanwhile
the ~conomy was rarking time for a move in some cirection and the
present degree of ease was, of course, intended to stimulate 2 movement
in the proper directicn, FHRe would be a2 little reluctant to follow the
suggestion cf lowering the free reserve target, for he would not like to
see anything done that might be interpreted as a move on the part of
the Lystem toward restriction at this stage of the bhusiness cycle,
Insteaa, re would prefer to continue the present degree cof ease and its
stimulative effect, He would, however, go along with resolving doubts
on the side of less ease,

Fr, 51lis indicsted that he would not favor a change in either

the discount rate or in the directive at this time. He would be glad
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to see the Desk seek somewhat higher levels of short-term interest rates,
This inferred use of the special authorization te cperate in longer-term
securities, and he would faver the use of this device in previding reserves
during the next few weeks,

Mr, Irons reported that conditiens in the hleventh Distriet had
not changed significantly, and that the over-all picture included some
faverable and some unfavorable movements. Fmployment and department
store sales had shown a little improvement, especially in the first half
of October, and the agricultural situation was very good. Unfavorable
factors included & continuation of the eight-day allowable crude oil
situation, which might be expected to persist, although there had been
some pickup in drilling., Censtruction was off a little, and production
was down somewhst mere in September than had been anticipated, largely
due to hurriecane Carla and the effeet of auto strikes., On balance,
District conditions were reascnably satisfactoery.

Mr., Irens said that in talking with businessmen he found that
the general sentiment seemed to be one of optimism, tinged with some
concern as teo the inevitability of inflation., Knowledgeable businessmen
appeared to be more disturbed about the continuing and rising Federal
deficit and the implications of the balance-of-payments deficit than
about the guestion of econemic recevery in the District er the country,

In the latter respect they were not pessimistie,



10/24/61 -20-

Distriet banking conditions were reasonzbly liquid., Berrow-
ing from the Reserve Bank had been running under $1 million, with no
borrowing on the part of city banks. As to bank credit, the increase
in leans had been moderate and the increase in investments had been
substantial, largely in reflection of Treasury financing. Demand and
time deposits were both up, and on the whole the banking situation
was favorable, Bankers tended to talk about loan demand being less
than expected, or no better than seasonal, but they all felt in a
position to meet whatever demands might appear. There had been little
change in the pattern of trading in Federal funds, with Dallas banks
buying and mest ether reporting banks selling, The totals were about
two to one on the buying side,

Turning to policy, Mr. Irons said there seemed to be a three-
way propositien that the Committee must try to average out, In terms
of the domestic economic situation, eone might say that it would seem
reasonable to continue about the same degree of ease that had existed
during the past three weeks, Hewever, the international situstion
presented a problem possibly calling for a somewhat different con-
clusien, The forthcoming Treasury refunding, which was another factor
to consider, suggested maintaining the status gue. Balancing these
out,, the Committee might do well, he thought, to give more direct
attention to the matter of rates and less direct attentien te the level

of free reserves, He did not believe that under such an approach free
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reserves would decline enough %o cause any damage from the standpeint
of the domestic economy. That would enable the System to give more
attention to firming short-term rates in order to nrovide relief on
the international side without creating instability or undue restric-
tion in the domestic market, H= would envisage a Federal funds rate
of 2-1/2 per cent, a bill rate in the area of 2-3/8 — 2-5/8 per cent,
and little borrowing from the HReserve Banks, In that kind of pattern,
free reserves might run around $400-$450 millicn, which he thought
would still provide sufficient esse te avoid any restrictive or
restraining influence on the economy, when consideration was given to
the liguidity positicn of the banks, The System, of course, should
rrovide reserves to reet seascnal reguiremerts. He would rope, bowever,
that any devistions fror the kind of objectives the Committee bad been
seeking might be on the side of less ease, He would not change the
discount rate or the directive at this time, and he would continue the
special authorization.

¥r. Swan said that in the Twelfth District the picture was about
the same as naticnally. In the past month or so, however, the District
perraps had picked up a 1little faster. For example, nonfarm emplovment
in the Pacific Coast States rose a little more in September than the
national average. The increase, fairly general in nature, was supperted
b & surprising gain in aircraft employment in Southern Califormia, which

was contrary to earlier expectations of a continuing decline for several
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monthss The lumber industry continued in toe doldrums, with further
price weakness in both lumber and plywood. Residential construection
continued to be devoted increasingly to multiple-unit structures,

even though vacanecy rates were not particularly encouraging, District
steel production fell i1n Leptember but picked up again in the first
two weeks of October, apparently in response to demands for construc-
tion steel,

District banks were still encountering only a moderste loan
demand, with the possible exception of some continuing increase in
resl estate loans. 1In the past month or so they had been net sellers
of Federal funds; however, in view of substantially irncreased holdings
of Government securities, their net sales of Federal funds were on a
—muecr smaller scale than in the first part of Septrmber. There had been a
couple of indications that some of the banks were getting a little
restive about continuing to keep their maturities short in prospect of
a stronger loan derand. The were worried about the inceome they had
been foregoing and apparently were considering some lengthening of
meturities.

As to policy, kr. Swan commented that the Committee's latitude
for action was considerably limited by the November refunding of the
Treasiry. Further, he could see nothing in the business situation that
would call for any particularly significant change in policy in either

direction. He had been impressed, however, by the fact that for the
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past four weeks--if one included the current statement week--free
reserves had been running below $500 million with remarkably little
pressure on the bill rate, the Federal funds rate, or even, except
in one week, on member bank borrewing., While he felt that the
System still needed to encourage credit expansicn in light of the
domestic business situation and that it certainly must meet seascnal
reserve needs, he thought it would add up to a satisfactory situation
et the present time if the bill rate were around 2,3 to 2.5 per cent,
the Federal funds rate was at 2 or 2-1/2 per cent, a low level of
member bank borrowing prevailed, and free reserves could be kept
around $450 million. Although he would not argue for becoming
appreciably tighter than in the past three weeks, re noted that
perhaps the situetion actually refiected slightly less ease than
had been suggested at the October 3 meeting. He would not change
the discount rate or the directive at this time, and he would con-
timue the special authorization to operate in longer-term securities
fer much the same reasons that Mr, Haves had suggested. Presumably
doubts would be resolved on the side of less sase, although this
would depend somewhat on the Committee's free reserve target.

Mr, Deming said that the Ninth District continued to be more
atypical than typical of the nstion in its economic and financial
developments. In terms of tetal perscnal income, for example, its

gains were grester than the nation's for the last half of 1960, less
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than for the nation in the first half of 1961, and very recently had
ggain been running shead, Had it not been for adverse developments
in agriculture, District personal income gains would be significantly
better than those for the United States--and this despite depressed
conditions on the Iron Hange, Measured against a year age, net farm
income in September was running & per cent smaller, in contrast to =z
U, 5. gain of almost 5 per cent, District nonfarm personal income,
however, was registering better than national average gains.

In banking, the Distriet also presented z picture in sharp
contrast to the nation. District member bank loans declined in
September by more than in any other September, save one, since the
end of World War II. For the entire third guarter the decline in
loans at District member banks was very large, whereas leans usually
increase significantly in this period., In faet, only in the
recession year 1954 was there another third-quarter loan decline
since t' e end of World War II, and that was only 1/15 as much as
this year's drop. Furthermore, the decline was general--in both
city and country banks and in all District States—-and preliminary
Qctober data indicated a continuation of these movements, DUeposits
had continued to grow, and the improvement in bank liguidity had been
marked, In September the loan~deposit ratio at country banks was
L7 per cent in contrast to a high of 51 per cent in June 1961l. At

city banks the ratio in September was 51 per cent (it was now 49 per



10/24 /61 25~
cent) as against 56 per cent in June and 61 per cent at the peak
in May 1960,

Mr, Deming said that if he were rerssoning solely from District
experience bis policy prescription probablv would have to be to abserb
some of the growing liquidity tkat could serve as tne base for too
much credit expansion in the future, The na'ional picture, however,
caused him to advocate no more than a contimueticn cof about the
degree of e¢ase that had prevalled over the pest three weeks, which
he interpreted to be one of resclving doubts on the side of less ease,
In terms of guides, he would suggest free reserves of about 450 million,
a low level of discounting (and no change in the discount rate),
Federal funds around 2-1/2 per cent, and & bill rate ranging upward
from 2-3/8 per cent for threes-month bills. He saw no reason te change
the directive and favored continuing the special authorization.

Kr. Allen said that in the Seventh District consurers appeared
to be stepping up their purchases of both hard and soft goods. In
August and September, producers of television, furniture, and most
appliances reported large gains over the ysar-ago menths, In the
four weeks ended October 14, department store sales were 4 per cent
higher than a year earlier, both in the nation and the Seventh
District, If this trend continued, the question as te when consumers

would begin to increase spending would have been answered.
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The work stoppages in the automobile -nd famm equipment
industries, which prolonged the pause in tre upward pace of busi-
ness sctivity, .acw seemed to be out of the vay. £ strike at Chrysler
remained a possibility, but unless lengthy its effect would be
relatively slight because Chrysler dealers were well supplied with
new model cars, Thus, fourth-guarter production of 1,800,000 auto-
riobiles was still erpected, despite less then anticipsted output
in Cctober. And production of approximetelv the sawe number was
presently scheduled for the first quarter of 1962,

The sharp advance in automobile sales in early Uctober was
explained by the fact that virtually z1l companies Introduced new
models at about ithe same time znd carlier then in previous y=ares,
However, there was optimism in Detroit, with manv estimating around
7 millicn 1962 car deliveries, Inventories were in good shape and
were expected to total 640,000 on October 31, of which 490,000 would
be new models and 150,000 leftovers, or "dogs" to use the Detroit
vernacular.

The Ceventh District employment situation continued to improve,
Mr, Allen saild. In September three District centers—-Peoriz, Lockford,
and Gary-Hammond--were upgraded from substantizl to moderate unemploy-
ment areas. A1l centers still classified as having substantial un-—
employment were in areas influenced by the autcmobile industry where
improvement was under way,

The substantial basic reserve deficit position of the large

Chicage banks which developed within the mst ten days had resulted
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chiefly from payments for three Treasury issues, which increased
required reserves or absorbed reserves, Government security
holdings of weekly reporting Chicago banks rose #250 million in

the three weeks ended October 18, and loans increased $100 million
during the same period, Although business demand for c¢redit seemed
to be gaining strength, it was not yet clear thet the increase was
anything more than seasonal,

As to monetary pelicy, ¥r. Aillen said he felt that the Com-
mittee should endeavor to continue the degree of ease that had been
maintained for some time, There were indications, as he had suggested,
that the upward pace of business activity was continuing, which offered
reason to aveid easing the situstion any further, On the other hand,
he did not yet find any persuasive argument for moving to & lesser
degree of ease, He would not favor continuance of the authorization
which was conceived approximately nine months age and yet was still
termed, euphemistically as he saw it, the special authorization.

Mr. Clay said that while it was apparent that economic
activity had leveled off, the significance of this development was
not clear, Analysis and interpretation were clouded by the impact of
the automobile stirikes upon that industry, related industries, and
the economy as a whole. Not only had the automobile strikes affected
the volume of industrial output, but the resulting limited availability

of new automobiles had delayed the test of ccnsumer buving of durable
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goods—-a test which was tremendously important in gauging the future
pattern of economic activity. This situation had been further com-
plicated by the unexpected leveling off in Federal Government outlays
for gooeds and services. The nature of the hesitation in the upswing
of economic activity, and the probable course of future developments,
could not be accurately judged until the automobile industry hit its
full stride and more information was available as tc the amount and
timing of Federal Government outlays.

Under these circumstances, Mr, Clay continued, the domestic
economy at this time appeared to require no lessening of the effort
to use monetary policy to encourage the expansion of esconomic activity.
This view was supported not only by the nonfinancial developments in
the economy., It was further underscored by the lack of increased
credit demands of the type typically associated witl. cyelical expansion,
Accordingly, demestic considerations indicated the need for open
market operations designed to encourage further credit expansion and
the mazintenance of & level and pattern of interest rates essentially
in line with those presently existing,

Mr. Clay noted that the Committee had had evidence that
short-term capital ocutflows again presented a problem, Under the
circumstances, he suggested, the Manager of the System Open Market Account
would need to conduct open market operations with a view to keeping

the Treasury bill rate from going too low relative to rates abroad.
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That would appear te call for a bill rate no lower than in recent
weeks, and perhaps scmewhat above recent levels, Offsetting opera-~
tions in longer maturities should in his eopinicn be undertaken tc¢ the
extent necessary to maintain the Treasury bill rate at such a level,
as it was important that approximately the present ease in bank
reserve positions be maintained, GQuite apart from other considerations,
he added, the Cormittee would be faced with Treasury financing agsin
for much of the period immediately ahead., Accordingly, it would want
to aveoid any change in poliey dwring that reriod; but no change would
appear to be appropriate in any case.

In Mr. Clay's view, no change was needed in either the Com-
mitteets directive or the Reserve Banks' discount rate, He felt that
the special authorization with respect to cperations in longer
maturities should be renewed,

Mr, Heflin said that Fifth District business activity had
retained the generally favorable tone reported three weeks ago., High
levels of employment continued to prevall in virtually all sectors of
the District economy. Insured unemployment declined more than
seasonally in every month from March through August, and the Jatest
weekly figures suggested a resumption of this favorable trend follow-
ing less favorable reports early in September. Rates of insured

unemployment in September were below the naticnal rate in every State
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in the District except West Virginia, In manufacturing, uncertain
markets had retarded recovery in textiles and lumber., Textile
companies, however, were encouraged by the recent Internal Revenue
decision allowing them to depreciate machinery for tax purposes on
the basis of a 12- to 1l5-year useful life instead of the 25-year schedule
currently in effect. This would give them substantial help in over-
coming the effects of a higher support price for cotton and a higher
minimm wage and should enable them to compete more effectively with
imports, The furniture business, also slow to join the trend toward
recovery, had improved substantially in recent weeks. Hetail sales

of furniture in the District were up sharply in September, and manu-
facturers were gquite optimistic as they prepared for the fall Southern
Furniture Market now in progress,

Farm income continued to improve, Through October 13, tobacco
farmers in the District had sold more than one billion pounds of
tobacco for about $650 million, an income increase of about 7 per
cent over the corresponding period in 1960, and average prices for
the season would probzbly be the highest on record. Cotton pro-
duction was up about 8 per cent, and prices were well above those
of last year due to & higher support price. Broilers provided the
only gloomy portion of the agricultural picture. Production was at

an all-time high, but prices were about the lowest in history and

well below costs of production.
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With respect to policy, lir. Heflin commented that the Com—
mittee was faced witlh a situation that had not changed significantly
for several weeks. DBusiness activity was still rising, but the
movement has lost some of its wvigor, Frices continued to move side-
wise and there were ne indications of any build-up of speculative
or inflationary forces, Thus, the stete of the domestic economy
seemed to call clearly for continued ease, On the other hand, the
delicate and uneasy international peosition of the dollar suggested
that it would be unwise to move toward additional ease. In addi-
tion, the large Treasury refunding operation that was immediately
ahead would require stable market conditions for its sucecess, Hence,
it seemed to him that the only reasonzble course was to maintain the
present open market policy, which would mean no change in the
directive. Also, he would favor no change in the discount rate and
a renewal of the special authorization,

Mr, Mills said that because he believed the Committee'!s
policymaking was faced with critical problems that were crving for
solution, his remarks today would be couched in unaccustomed blunt-
ness, He would argue for more pesitive action to tighten reserves,
and against dalliance with existing conditions. Irn his opinion
it would not be possible to adept a "troika" policy: a policy whereby

interest rates would be kept low while at the same time they would be
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raised, and under which a strong attitude would be taken toward the
protection of the dollar. The two critical danger points that he
thought. deserved the Committee's attention were a perilously
exposed Government securities market and the weakness of the dollar
on the internstional exchanges. In elaboration of those points, he

presented the following statement:

A similarity in the economic developments of the years
1958 and 1961 has been urged as a reason for formulating
comparable Federal Reserve System monetary and credit policies,
However, the most apt comparisons between these two periods
have not entered into policy-making discussions and are of a
financial nature:

In the early momths of 1958 an ill-advised policy of forc-—
ing reserves into the commercial banking system in order to
stimulate credit expansion led not only to excessive credit
ease but also abetted a disastrous speculation in United
States Goverrnment securities.

Now again in 1961, and flying in the face of the previous
unhappy experience, a similarly undesirable policy has been em~-
barked upon for the self-same purpose of encouraging a vast
expansion of commercial bank credit, But this year a scatter gun
aim has been taken at increasing the money supply regardless of
the fact that in doing so dameging hits have been registered on
banking, industrial, and commercial liquidity which is approach-
ing toward an inflationary status, and on the very fabric of the
money market. In this latter regard, the continuous injections
of new reserves into the commercial banking system, in leaving
no room for the free play of natural market fectors that from
time to time tighten the supply of reserves, have had the effect
of drugging market participants into insensibility to the "real
facts of 1life" by giving them an implied assurance that the
Federal Reserve System has allied its policies to credit ease for
an indefinitely extended period of time.

* The dangerously top-heavy positions of United States Govern-
ment securities dealers are a prime expression of the investment
climate that Federal Reserve System policy actions have created,
The dealers are now carrying positions that are beyond their
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funetion of making markets and instead represent a growing float-
1ng and undigested supply of securities that has been mistakenly
taken into account for profit motives that bave been nourished

by the Federal Reserve System!s policies. In conseqguence of thre
market overbang of United States Government securities carried
by the dealers, they are vulnerable to any shift in System policy
toward restraint wrich would immediately be refl=cted in falling
prices and higher interest rates. Such developments could lead
to a disorderly market for United States Government securities

if bank lenders felt compelled to call their loans or require
additional collateral, If Federal KReserve System intervention

in the market should then become necessary, an extremely confused
market picture could unroll which might end in the commercial
banking system helding a larger supply of reserves than that
which it had been sought teo diminish,

Altogether the present money market situestion is fraught
with danger, Jven so realities must be faced and a start made
toward implementing a moderately restraining monetary and credit
policy; otherwise delay and terporizing witt the present situation
will onlv raise more difficult future prohlems., The sceptical
attitude to Federal Heserve System policies that has been taken by
domestic and foreign monetary experts, and whieh is a factor in
tre weakness of the doliar on the international exchanges and in
renewed gold losses, is perhaps the strongest reason that urges a
revision of policy thinking.

Mr. ¥ills said he would not recommend a change in the Commitliee's
policy directive at this time, However, he would recommend moving, as
re had indicated, toward a reduction in the supplv of reserves. FPeeling
certain that there would be concern zbout such a policy in terms cf its
market consequences, re would suggest that the attitude of the Account
Manager and the System to developments of that character might fall into
the kind of posture outlined in the following statement:

The imperative need for, and adoption of, a mildly restric-
tive Federal Reserve System monetary and credit policy could
foreseeably produce drastic money market effects the conseguences
of which must be guarded against by appropriate policy actions.

The conventicnal treatment for correcting z disorderly mar-
ket should of course be followed.
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Upward pressures on interest rates should be reflected
as soon ag practicable in a 3-1/2 per cent Federal Reserve
Bank discount rate. The timing for an increase in the discount
rate would be the juncture at which the Federal funds rzte
rose to and then tended to move above the present 3 per cent
discount rate of the Federal Reserve Banks. In the process of
these developments, it is conceivable that member banks would
temporarily be in a position to finance United States Government
securities dealers by berrowing at their Federal Reserve Benks
at a less cost than the interest rate which they would charge
on such loans, which would serve the purpose of lifting off the
pressure Tor thelr reduction except only as the burden of higher
carrying costs voluntarily induced dealers to reduce their
credits,

Although accident rather than design has brought the level
of free reserves down below $500 million, the absence of abrupt
money market tightening in response to this change in the volume
of free reserves outstanding suggests that their further re-
duction can be accomplished and the money market conditioped
for a higher Federal Reserve Bank discount rate with a minimum
of market disturbance. Leaving aside the possibility of disorderly
market conditions, however, a tighter money market can in any
event be expected to produce higher interest yields on Treasury
bills and other types of short-term United States Government
seeurities. If this kind of development tended to draw corporate
investors out of investment in commercial bank time certificates
of deposits and into higher yielding U. o. Treasury bills, con-
sideraticn could then be given to raising the maximum rate of
interest permissible for payment under Hegulation Q.

411 in all, advance policy preparation to forestall any con-
ceivably adverse effects of a shift in Federal Reserve bystem
monetary and credit policy toward restraint is the best assurance
that the change can be successfully and beneficially accomplished,

In further comments, bir, Mills said that he would favor renewing
the special auttorization covering operaticns in longer-term Goverrment
securities. However, in the outside possibility that a disorderly market
might develop, he assumed that the Account Manager would return to the

Committee for instructions and that the special authorization would not
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be construed as authority to move in a disorderly market situatiom.

Mr. kobertscn said tlat as of today he could not see any
basis for too much concern about adhering to the degree of ease
that had existed over the past several weeks., There wers no infla-
ticnary tendencies apparent at the moment and the economy still needed
to be stimulated. In his view, then, the Committee should continue to
pursue the pclicy it bad followed of stimulating the economy. The
volume of free reserves had fallen somewhat below the level that he
understood to have oeen contemplated at the Uctober 3 Committee meet-
ing, which was to a large extent justifiable because of the numerous
variations in operational factors that had occurred., However, in order
that monetary policy might maintain what he considered the proper
posture, re would favor moving back up to a free reserve target in the
neighborhood of $500-$525-$550 million in t+e hope that this would per-
mit the Committee to continue to earry ocut the spirit of its directive,
which was in terms of encouraging credit expansion to promote fuller
utiiigation of resources,

He had the definite feeling, kr. Hobertson said, that the Com-
mittee was overemphasizing the importance of the internszticnal picture;
that it was permitting the foreign tall to wag the domestic dog. He
was apprehensive that the Commitiee would let thet factor deter it

from doing what it coulid in the way of stimulating the domestic eccnomy.
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Under ne circumstances would he approve the suggestion that the swapping
device be used for the purpose of stimulating the bill rate. As to the
outflow of short-term capital and gold, he noted that it served as a
thermometer. By tinkering with the thermometer, he felt that the
System would only be fooling itself, What was needed was an effort

to deal with the basic underlying difficulties, and monkeying with the
thermometer only tended to put off the time for making such an effort,
for the tlermometer called attention te what ought tc be done, As he
had said on previous occasions, he felt that too much reliance was
being placed on short-term rates as a guide to System policy.

Mr. Rohbertson also said that he would not change the directive,
which he thought was appropriate as it stood, and that he would not
move on the discount rate at this time because he saw noc reason for a
change, In his opinion, the present posture of policy was appropriate
as of now, and probably would continue to be appropriate for the next
one, two, or maybe even three three~week periods. Therefore, he would
continue it. He would not approve renewal of the special authorization
covering operations in longer-term securities,

Mr, Shepardson said that he thought the thermometer referred to
by ¥r. Robertson did indicate the existence of a problem. In his
opinion, there was a need to get at the basic problem, and one way

was to move in the direction of a tendency toward less ease, The
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international situation deserved seriocus consideration, both in

terms of actual balance~of-payments prospects and their psychological
effect. There had been a failure, it seemed to him, to get at the
basic problem to which Mr. Robertson had referred. Mention had been made
of the fact that prices had been relatively stoble, and this was true,
However, if the country was geing to enjoy the desired economic growth
and sxpansion of business, and if the basic balance-of-payments prob-
lem was going to be met, it was necessary to recognize the movement
from a seller's market to a buyer's market and the need for some
downward revision of prices. The buying power of consurers, messured
in terms of their income, was now high, and consumers were not spending
more, it seemed to him, basically because they were being rmcre selective.
Productivitv gains, he noted, were now being reflected in lower prices
by some industries, and their continuation would tend to offset in-
creased costs in other sectors that were not making ccmparable gains.
While automobile manufacturers rad not raised prices on the new model
cars and apparently intended to absort the increased wage cosis re-
sulting from the recent labor contracts, there were rumors that other
sectors of the economy were going to rave to raise prices because of
increased costs., Thus, the current step-up in spending for consumer
durable goods might be due tc the prospect of increased prices around

the turn of the year. Certainly, the addition of more funds to validate
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price increases was not going to get at the root of the problem, and
for that reason he would agree with the view that the System should
trend toward a little less ease., While he would not be prepared to

go quite as far as Mr, Mills at this time, nevertheless evervone should
be aware of the problem that was building up and monetary poliecy should
not be providing tinder for inflation. Rather, it should lend such
support as it could to bringing about not only a leveling off but a
correction of prices in those areas making real productivity gains to
offset. the inevitable crawl in some other areas.

Mr. Shepardson concluded by saying thet he would not change the
directive or the discount rate at this time. However, he would lower
the free reserve target somewhat and give some attention to bringing the
bill rate up to a level more in the order of 2-1/2 per cent or thereabouts.

Mr. King said that he had been satisfied with the recent opera-
tions of the Desk, which provided the type of ease that re understood
the Committee to have requested at the October 3 meeting. He would have
no objection if the level of free reserves fluctuated somewhst, but he
was interested in maintaining the degree of =zse that had prevailed and
in not changing policy by talking about the resolving of doubts on the
side of restraint. Further, he would suggest being careful to avoid
giving those who did not understand the limitations of monetary policy

the impression that it could resolve basic long-run problems; these
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must be faced up to in other ways 1f they were going to be sclved,

If the System should try to solve, through monetary policy, problems

that could not be sclved in that manner, this might only tend to encourage
others not to face up to those problems as promptly as they should.

After repeating that he would not alter the present degree of
ease, Mr, King went on to say that at this stage he saw no need to talk
about a higher discount rate because of the lack of any significant
amount of berrowing by member banks from the Federal Reserve Banks.
Only if the banks began to borrow more substantially would he feel that
it was necessaryv to consider a change in the rate. In sumrary, he
believed that a continuation of existing monetary policy would produce
more satisfactory results than if the System were to start out to try
to solve through monetary policy problems that must really be met
in some other manner,

Mr. Mitchell suggested that there might be a tendency to forget
that in a free enbterprise economy there is an automatic technigue for
bringing the economy cut of recession, namely, a reversal from inventory
decumulation to inventory accumulation, which provides a substantial
stimulus. At present, however, this stimulus appeared to be about
exhausted; il it was net transferred to the sector of final takings,
the economy would be in trouble., Turning to available evidence that

might indicate whether such a transferral was taking place, he noted
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that in September retail sales amounted to $18.2 billion on a seasonally
adjusted basis, a figure that had not changed substantially for four
or five months., It was below the $18,3 billion average for the year
1960 and only slightly above the $18,0 billion average for 1959, when
there were six million less consumers, so the September figure was not
reassuring. Department store sales had shown some signs of life in
the past three or four weeks, but the sample was unscientific, to say
the least, and difficult to interprst. Automchile sales were hope-
fully higher, but it was too soon to know, while consumer credit
extensions were barely exceeding repayments, Data on savings intlow
and cutflow were not sdequate for analysis on a national basis, but
where good data existed, as in the Seventh District, they indicated
that consumers were showing only a moderate tendency toward more liber-
ality in their spending, Consumer psycrology appeared to be adversely
affected by the cold war, by continued high levels of unemplovment,

and by an uncertain stock market.

The situation, Mr. Mitchell said, had been approximately at
this same point for the past two or three meetings, and the time was
getting closer when something would have to give, Lither there would
be a downturn in the industrial production index that could not be
explained by strikes or by weather abnormalities, or activity would

start moving upward. Until it was known what direetion the movement
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would take, he fell that monetary pclicy should be as stimulative as
the System could make it without betraying a concern that would serve
only to add to the anxieties of consumers, Lf the recovery were to
falter obviously, he pointed out, it would take a substantial deliberate
effort on the part of Government to turn the starter over again. 1In
suck circumstances, he felt that the System must be careful to do its
part te encourage the economy to move ahead. While he was concerned,
of course, about the internstional situation, the current dilemma
reflected a worsering of the balance of trade, znd that was not

going to he cured bv the expedient of adding & few basis points to
tre yields on short-term Government securities. In summsry, he

would be inclined to "stay just about where we are" in terms of
monetarv pelicy and not to make any change that could be detected

on the cutside.

Mr, Fulton reported that a recent succession of happenings,
including the steel strike, the early sutomobile model changeover, and
the auto strikes, had left the economy of the Fourth District without
much bounce. In ths steel industry the doldrum in cperations had
contimued, witr operations down for the second week in a row, Orders
were on & hand-to-mouth basis; the users of steel were not ordering for
inventory purposes. Llnventories were estimated at about 9.6 million
tons, whier was almost a minimum for working purposes, and orders for

October and November delivery were no better than for September. However,
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sorme rebuilding of inventories, possibly in the area of three to six
million tons, might take place later against the possibility of a
steel strike and also against the possibility of a price increase,

The industry expected production of about 107-110 million tons next
year, but for this year it now appeared that production would probably
b= in the neigh'orhood of only 96-98 million tons. Industry spokesmen
were saylng that a price adjustment was necessary if the industry was
to replace outmoded equipment., However, foreign companirs had incresased
their capacities, prices of foreign steel were softening, znd shorter
delivery schedules were being offered, Also, the price decline in
aluminum had put 2 damper on the aspirations of the steel corpanies,

In the rubber industry, customers seemed reluctant te increase
inventories and were depending on controls to keep inventories at a
minimum, They did not seem apprehensive about the poseibility of price
increases, Industry spokesmen expressed the opinion that automobile
production for next year might be about 6.3 million units, as contrasted
with the figure of 7 million projected by the automobile makers them-
selves, There might be some help for the heavy industries if military
expenditures for conventional weapons should begin to appear, but
there had been few contracts as yet,.

The District unemployment situation had improved from a statistica
standpoint, "ut analysis indicated only a slight improvement, considerably
less than the statistics would suggest. The exhaustion of benefits was
one factor and the shortening of the work week was another. Auto sales

had shown a good seasonal increase in the Cleveland area in the past
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three weeks, but there lad been a substantial decline in Pittsburgh;
Cineinnati showed no trend, Department store sales had improved
slightly from the poor September record; for the year to date they
were still 1 per cent below last year.

Savings deposits at Distriet banks continued to increase,
Loans showed only a small increase, hardly any movement at all, and
no unusual demand for bank credit was anticipated,

Mr, Fulton expressed concern about the international situation
and said he would like to see the bill rate around 2-1/2 per cent,
However, the domestic situation was such that a close eye should be
kept on it, and e would feel that a degrees of ease similar to that
of the past three weeks should be maintained. He would not like to
see a substantially greater degree of ease; instead, about what had
prevailed recently, He would not favor a change in the discount rate
or in the directive, and he would renew the special authorization,

Mr, Bopp reported that business was good in the Third District.
Unemployment claims had declined to the levels of 1959, and the steady
decrease in claims was now apparent in total unemployment statistics,
Five major labor market areas recently had been reclassified upward,
Production had been strong recently and carloadings were increasing
steadily. Department store sales had improved so far in Uctober,

This picture had been disturbed somewhat by the findings of

the Reserve Bank's latest survey of capital spending, These indicated



10/24/61 by

that manufacturers in the Philadelphia area planned to spend 10 per
cent less in 1962 than in 1961, On the faece of it, this was somewhat
discouraging. However, since the Reserve Bank's survey was tzken as
of September, it might not reflect final plans, and the Bank intended
to check up in January. Moreover, this survey as well as others had
tended to underestimate expenditures at this phase of the eycle, and
there was reason to hope that the 10 per cent figure would turn out
to be erronecus,

In the banking area, no evidence was seen as yet that loan
demand was picking up. In fact, loans had declined in recent weeks,
Bank reserve positions had been relatively easy most of the time,

Since this wes cne of the few brief breathing spells in
Treasury finaneing, it seemed importent, le. Bopp said, to consider
especially carefully whether this might be the time to meve away from
the Cormittee's position of prolonged ease., However, nothing com-
pelling was Seen in the economic picture that would dictate such a
step. As long as the business expansion, and especially prices, gave
no threat of getting out of hand, he believed there was every advantage
in maintaining the same position of ease., The onlr argument to the
contrary that carried mich weight was the possibility that economic
developments might call for less ease in the near future. This,
however, was still only a possibility. If it became more than this,

the Committee might have to act more drastically than if it had been
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moving away from ease gradually, But at present this seemed to him
to be a risk worth taking, Therefore, he would maintain the same
degree of case and make no change in the directive or discount rate.
He would continue the special authorization,

Mr. Brysn stated that as far as statistics were concerned, the
Sixth District seemed to be going along without displaying any notable
differences from the mation as a whole. There had been some signs of
hegitation in the recent past and, although he considered it probable
that the economy was going to break out on the up side, neitrer the
nation nor theDistrict was in the middle of an exuberant boom, There
were at least substantial possibilities, in fact, that the econory
might not move up, and instead would move on the down side. In the
light of that uncertainty, and speaking enly in terms of the very srort
run, he believed there should be no fundamental change in the posture
of System policy, In terms of a2 figure, he world assume that a free
reserve target in the range of $500~%550 million would be compatible
with an expansion in total reserves appropriate to the present situstion.
If the country did move into an exuberant boom, the System would have to
move as adroitly as possible from a posture of sase to a more restrain-
ing attitude, However, that point had not yet arrived.

Mr. Bryan went on te say that he was just as concerned as anyone
about the problem in respect to the balance of payments. Aside from the
unemployment situation and the military situation, he believed that

perhaps this was potentially the most dangerous situation confronting the
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country., However, as he had said on previous cccasions, he did not
believe that the situation was going to be corrected by the change
of a few basis points in the bill rate. Nothing of a fundamental
nature had been done to correct the situation and to improve the
attitude of other countries., Certainly there was nothing in the
fiscal position that would inspire confidence in the dollar, almost
nothing had been done in the area of foreign aid programs, either
military or otherwise, and the country was still following a peolicy
that encouraged wage rates to increase., In these circumstances, for
the System to try to correct the balance-of-payments situation by
monetary manipulation struck him as not only absurd but dangerocus.

My, Johns said that if one looked at the internal economic
situation it seemed reasonable to conclude that monetary policy should
continue to be stimulative, He hastened to add, however, that he was
not referring to any dramatic stimulation, Rather, he would think that
an appropriate course would be to attempt to achieve the total reserves
projected in column 3 of table 3 of the staff memorandum of Cectober 20
on the cutlook for member bank reserves, and he would like to see the
Committee!s instruction to the Desk expressed in such terms. Cf course,
he did not believe that one could look at the internal economic situation
alone at the present time, As a matter of fact, the Committee's directive
required consideration of international factors, and he assumed the

Committee would give attention to such factors whether or not they were



10/24,/61 47~

mentioned specifically in the directive., Certainly, he would not want
to under-emphasize the importance of those factors or the dangers they
involved. The dilemma of which Mr, Furth had spoken was a real and a
difficult one.

It would be nice, Mr. Johns commented, if the Committee had a
erystal ball that would show the future with such clarity as to insure
where the economy was going. He did not disagree with the view that
it could be helpful to the balance-of-payments situation, at least in
the short run, if there could be such short-term rates in this country,
led by the 90-day bill rate, as to reduce the incentive for so-called
hot money to flee the country. If one could lock and see with assurance
whether the economy was going to expand and grow, with healthy and sus-
tainable strength, then he supposed it would be reascnable to assume as
a matter of course, at least based on experience, that there would be a
movement of short-term rates that might be of considerable short-range
benefit to the balance-of-payments situation. Conversely, if the econony
should move in the other direetion, an unwholesome situation could result,
because lower short-term rates are generally assoclated with slackened
economic activity. This was another way of expressing the dilemma of
which others had spoken. He did not believe that monetary policy had
the sole, or perhaps any major, responsibility for providing a sclution
to the balance-¢f-payments problem, Nevertheless, when be appraised

the risk that monetary policy might have deleterious effects upon the
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balance of payments, at least in the short run, he ceme to the conclu~
sion that the Lystem should not gamble with tightening monetary policy
that might inhibit the expansion of the economy at this particulsr
point in time.

Mr, Balderston said he had approached the question of what open
market policy would be appropriate for today by using the device of
asking himself a series of questions, to most of which he found that the
answers must be tentative in the absence of confirming data, His first
question was whether the recovery had been in a period of hesitation
recentlv, to which his answer was: possibly but not certsinly, despite
the general comment to that effect and a slight decline in the Board's
index of industrial production, His second question was whether there
were indications that the money supply was now responding tc the intro-
duction of reserves since February, to which the answer seemed to be in
the affirmative, if (ne could rely upeon the September incrrase In the
active money supply of 31l.5 billion, even though the money supply seemed
to tave declined by 2 few hundred million dollars in the first half of
Qctober, His third guestion wsas whether the foregoing answer indicated
that reserves needed to be supplied somewhst less repidly to provide the
same stimulus to the monew supply and to the economry, to which he had
answered: perhaps so, although further confirmation was needed, His
fourth question was whether the transfer abroad of gold and dollars,
plus the widened rate differential between New York and London, was

serious enough to give concern, To this guestion his answer was in the
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affirmative., For this reason, he felt it would be desirable if the bill
rate were to rise scmwevhat, even though a rise would not deter the out-

flow of long-term investm-nt funds or cure the deficit in this country's
basic balance of payments,

lr. Balderston went on to say that from trese vuestiors and such
answers as he covld provide to them he had come te the conclusicn, on
balance, that he vould aim for Iree reserves of around %500 million,
racognizing that tre coming three weeks would have less fleet than the
past three, It was his hope that this target might be achieved with
some rise in the bill rates, since this wss the period of the vear when
such rates wers under seasonal upward pressure; he would expect the
Lecount Fanagement to use the speecial authorizastion te protect bill
rates during the next twe weeks when s large decline in float would neead
to be offset, .uwven though some change in target might be considered,
he was impressed by the fact that any change today should be mincr in
order to preserve reasonable market staility during the Treasury
financing that would oeccur between now and the hext meeting.

In summarizing the meeting, Vice Chairmen Hayes commented that
there had been an interesting exchange of views and that it might be
somewhat more difficult than usual to express the consensus. There
were several difficult problems and the manner of looking at them
varied considerably around the table., A majority appeared to feel,

however, that the general policy the Committee had been following was
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appropriate from the standpoint of domestic conditions. There had
been comments about the continued need for stimulation of credit
expansion, There had also been comments about the general stability
of prices, for the moment at least, but there had been warnings on
both sides of the question as to what might lie over the horizon,

Some had referred to the potential danger of inflation and others had
suggested that the recovery movement might not be too strongly founded,
However, those were more in the nsture of longer-range considerations
than matters of immediate concern.s As to the period immediately abead,
trere was recognition that the System should meet seasonal needs for
reserves and also that the System should observe the usual sttitude

of helpfulness toward the Treasury's refinancing program.

Turning to international factors, Mr. Haves commented that he
would like to depart for a moment from his reole a8 Chairman and say
that personally he found it hard to go along with those who had
exvressed the view that because things that should be done to deal
with the balance-of-payments problem in fundamental ways were not being
done, the System had no responsibility to do anything. He recognized,
of course, the argument tlrt the System might create an impression
that it thought it could do more through monetary policy than could
actually be done, and that such an impression might contribute to a
letdown in other efforts. Yet, in considering the whole problem,

he though that on balance the System would lose more by standing aside
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than by doing what it c¢ould to indicate thet it saw some danger on
the international herizon, even though admittedly the necessary
things were not being done in areas such as cost stabllity or even
cost reduction to improve the situation fundamentally,

Reverting to his role as Chairman, Mr. Hayes said he thought
that at least a goodly number of those around the table had expressed
some coneern about the international problem and had recognized that
there was perhaps something the System could do to help, in a minor
way, to show that it was aware of the problem, without doing danger
to the domestic econcmy,

In terms of monetary policy, Mr. Hayes said it seemed to him
there was a close balance around the table as between those who would
favor a little tighter policy, or at least the resolving of doubts
on the side of less ease, and those who would make no change in policy.
It was very close, Of the members of the Committee, however, he thought
perhaps a slight majority veered toward resolving doubts on the side of
less ease as compared with "staying exactly where we are."

As to the level of free reserves, Mr. Hayes noted that various
figures had been menticned, In this respect, it was again very close
between "staying where we are" and "very slightly fewer."

When it came to short-term interest rates, however, a clear
ma jority had said that they would be glad to see higher rates and

that they would hope the Account Manager could do something in that
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direction. The expressions as to the bill rate had included "a little
higher than at present” and 2-1/2 per cent, with some even suggesting

a little higher than 2-1/2 per cent. In any event, the giving of some
attention to short-term rates apparently was desired by & clear majority
of those present.

It was quite clear also, Mr. Hayes continued, that a majority
of the Committee wished to renew the special authorization to operate
in longer-term securities. A few had spoken of the value of that author-
ization in helping to meet the various objectives that the Committee
was trying to mesh.

Further, it was clear that the Committee did not want to make any
change in the policy directive to the New York Bank at this time. There
had been one or two comments on the possibility of discount rate action
in the future, but a large majority would feel that no action along
that line seemed appropriate at the present time, This was almost a
unanimous feeling.

The foregoing, Mr. Hayes said, represented his effort at stating
the consensus. He then inguired whether it was felt that the consensus
had been presented sccurately.

In the ensuing discussion Mr. Swan commented that he had been one
of those who went along with the idea of resolving doubts on the side of
less ease. This, however, did not mean that he would favor a change of

policy in the direction of tightening at this particular time.
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In reply to Mr. Swan, Mr, Hayes said he had not meant to infer
that the consensus contemplated anything more than the resolving of
doubts on the side of less ease, Turning to the matter of shori-term
rates, he said he theught a majority of the Committee members had
expressed some interest in somewhat higher rates, and this point was
confirmed by Mr. Sherman.

Mr. Hayes then inguired whether there were further comments on
whether the consensus had been properly expressed,

Mr, Mills commented that the statement of the consensus was in
conformity with his understanding of it, but that he would like to have
recorded his dissent from the implementation of policy in the manner
indicated by the consensus,

Mr. Hayes replied that he had up to this point meant to inguire
only whether the consensus had been properly stated, He Jjudged the Com-
mittee agreed that it had, Therefore, he would now ask whether anycne,
in addition to Mr, Mills, wished to go on record as disagreeing that the
policy implementation embodied in the consensus should be followed.

Mr. Allen said he agreed that the consensus was as stated and
that it should therefore be followed. However, his own views were
contained in the comments he had made earlier during the meeting.

Mr. Hayes noted that there was always an opportunity to vote on
whether policy should be implemented along the lines indicated by the

consensus. He inguired of Mr. Allen whether he wished to vote against
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the implementation of policy along the lines indicated bv the consensus
today, to which the latter responded that he was content to recognize
thet the consensus was as stated and to vote for its implementation,
His own feelings would, of course, be recorded in the minutes,

Mr, Robertson said he felt thatthe consensus had been stated
accurately, It was a guestion, in such event, whether a2 Committee
member felt strongly enough to want to register a2 formel dissent
against the implementation of poliey along the lines indicated by the
consensus, On tris ocecasion, he did not,.

Accordingly, it was understood that Committee policy would be
implemented in the manner indicated by the consensus, as stated, and
that Mr, Mills dissented for the reasons expressed in the statement he
had made earlier during this meeting,

Mr. Hayes then stated that he understood the specisl authoriza-
tion covering operations in longer-term securities would be renewed
until the next meeting of the Committee, with Messrs. Allen and
Robertson dissenting, and there were no comments tc the contrary. He
also understood that it was the unanimous desire of the members of the
Committee to renew without change the existing policy directive to the
Federal Reserve Bank of New York, and again there were nc indications
to the contrary.

Thereupon, upon moticn duly made and
seconded, it was voted unanimously to direct

the Federal Reserve Bank of New York until
otherwise directed by the Committee:



10/24 /61 ~55-

(1) To make such purchases, sales, or exchanges
(including replacement of mzburing securities, and allow-
ing maturities to run off withcut 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 rmay be necessary in the light of current and
prospective economic conditions and the general credit
situation of the country, with a view (a) to relating the
supply of funds in the market to the needs of commerce
and business, (b) to encouraging credit expansion so as
to promote fuller utilization of rescurces, while giving
consideration to international factors, and (e) to the
practical administration of the Account; provided that
the aggregate amount of securities held in the System
Account (including commitments for the purchase or sale
of securities for the Account) at the close of this date,
other than special short-term certificates of indebtedness
purchased from time to time for the temporary accommodation
of the Treasury, shall not be increased or decreased by
more than $1 billion:

(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
particimtions to one or mere Federal Reserve Benks )
such amounts of special short-term certificates of
indebtedness as may be necessary from time to time for
the temporary accomnodation of the Treasury; provided
that the total amount of such certificates reld at any
one time by the Federal Reserve Banks shall not exceed
in the aggregate $500 million,

The Commitiee then authorized the
Federal Reserve Bank of New York, between
this date and the next meeting of the Com-
mittee, and within the terms of the directive
issned at this meeting, to acguire inter-
mediate and/or longer-term Government
securities of any meturity, or to change the
holdings of such securities, in an amount
not to exceed $500 million,

Votes for this action: Messrs. Hayes,
Balderston, lrons, King, Mills, Mitchell,
Shepardson, Swan, and Ellis, Votes against
this action: Messrs., Allen and Hobertson,



10/24, /61 56—

In response to an inguiry from Mr, Haves, lir, Rouse stated
that he had no gquestions to raise concerning the directive to the
Federal Reserve Bank of New York,

With reference to a comment made earlier during the meeting
by Mr. Mills, Mr, Eouse said it was his interpretation of the special
authorization covering operations in longer-term securities that in
the event of a disorderly market he would, despite the existence of
that authorization, come back to the Open Market Committee for
instructions. He assumed that the Account Manager did not have
avthority under the special authorization to aect in that kind of
a situation.

It was agreed that the next meeting of the Federal OUpen Market
Committee would be held on Tuesday, November 14, 1961.

There followed a brief discussion regarding the dates on
which succeedirg meetings might be tentatively scheduled in view of
the Holiday Season, No decision was reached, however, and it was
understood thet the schedule wovid be considered further at the next
reeting of the Committee.

The meeting then adjourned.

L LA e
Assistant Setretdyy




