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

offices of the Board of Governcrs of the Federal Reserve System in

Washington on Tuesday, January 23, 1962, at 10:00 a.m.

PRESENT: Mr. Martin, Chairman
Mr, Hayes, Vice Chalrman
Mr. Belderston
Mr. Iroms
Mr. King
Mr, Mills
Mr. Mitchell
Mr. Robertson
Mr. Shepardson
Mr. Swan
Mr. Wayne
Mr. Fulton, Alternate

Messrs. Ellis, Johns, and Deming, Alternate
Members of the Federal Open Market Committee

Messrs. Bopp, Bryan, Scanlon, and Clsy, Presidents
of the Federal Reserve Banks of Philadelphis,
Atlapta, Chicago, and Kansas City, respectively 1/

Mr. Young, Secretary

Mr. Sherman, Assistent Secretary

Mr. Kenyon, Assistant Secretary

Mr, Hackley, General Counsgel

Mr, Thomas, Economist

Mesers. Baughman, Coldwell, Einzig, Garvy, Noyes,
and Ratchford, Assoclate Economists

Mr, Rouse, Manager, System Open Market Account

Mr, Molony, Assistent to the Board of Governors

Megsers. Holland and Koch, Advisers, Division of
Research and Statieticse, Board of Governors

Mr. Purth, Adviser, Division of International
Finance, Board of Governore

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

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

1/ Mr. Bryan joined the meeting, with Mr. Brandt, at the point indicated
in the minutes.
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Mr. Broida, Economist, Govermment Finance Section,
Division of Research and Statistics, Board of
Governors
Messrs. Eastburn, Hostetler, Jones, and Tow, Vice
Presidents of the Federal Reserve Banks of
Philadelphia, Cleveland, St. Louis, and Kansas
City, respectively
Messrs. Stone, Brandt, and Litterer, Assistant Vice
Presidents of the Federal Reserve Banks of New
York, Atlanta, and Minneapolis, respectively
Mr. Cooper, Manager, Securities Department, Federal
Reserve Bank of New York
Mr, Anderson, Flnancial Economist, Federal Reserve
Bank of Boston
Upon motion duly made and geconded,
and by unanimous vote, the minutes of the
meeting of the Pederal Open Market Committee
held on December 19, 1961, were approved.

Under date of Jamuary 5, 1962, there had been sent to each member
and alternate member of the Federal Open Market Committee, and to each
President not currently a member of the Committee, a copy of the report
of audit of the System Open Market Account made by the Division of
Examinations of the Board of Governmors as at the close of business
August 25, 1961. The report, which has been placed in the Committee's
flles, was submitted to the Secretary of the Committee under date of
October 3, 1961, in accordance With the action of the Federal Open Market
Committee at its meeting on June 21, 1939, as reaffirmed most recently
at the meeting on March T, 1961.

Chairman Martin inguired whether any of the members of the
Committee wished to comment on the report, arnd there was no indication

to such effect.
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Accordingly, the audit report was
noted and accepted without cbjection.

Before this meeting thére had been distributed to the masbers
of the Committee a report of cpen market cperations covering the psricd
Jaouary 9 through Jaruary 22, 1982. A copy of this report has besn
placed in the files of the Committes.

In supplementation of the writtsa report, Mr. Rouse meds the
following commants:

The remults of open markst eperations since the last
mseting of the Commiittes have not besn antirely satisfactory
because of the persistently greatsr ease iln the money market
than I think the Committes wonld have preferred. Frea ressrves
averaged $548 million for the week anded January 10 and $héh
million for the week ended Jamiary 17. Federal funds have
traded below 3 per cent dwxring most of the period, especially
in the last two busimess days, whan they dsclimed to 1-1/2 per

bank axcess reserves to the noney centers. However, over a
longer period thass developmsnts have bssn largely due to a
contimiing wmusually high level of flcat and a substantial
decline in required reserves, both of which factors have beea
hard to anticipate and dsal with. Treasury Bill rates have
declined from the 2-3/k par csant level for 9l-day bills as &
result of an increasing interest in bills from many sources,
including banks having surplus reserves. The averags rate for
91-day bills in yesterday's suction was about 2.68 per cemt as
compared with 2,77 per cent in the previcus week's auction; the
averags for the long bills was 2.88 psr cent yesterday, comparsd
with 2.97 per cent a week ago.
to #sll Treasury bills more heavily
in order to deal with the bill rate because of the possibility
that float would dscline sharply overnight, in which case we
would most likely have to reverse our operations and supply
reserves in volums. While we cannot say even clossly vhen float
will go dowm, projections for ths next two weaks indicate that
we may have to supply as much as $500 million of reservas to
keep reserve avallability about vhere it has been. Any sizsable
purchases of bills camnot help but push bill rates even lowver
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and it sesms unlikely that any largs amount of securitiss
other than bills would be availabls for cutright purchase.
In any case, it would probably not be appropriate to buy
much in the intermediate area in the face of the fortheoming
February Treasury refinancing. We may, however, be able to
achieve something through repurchase agreements.

The Treasury's borrowing of new cash through the reocpening
of the I per cent bonds of 1969 was a moderate success in that
the offering was adequately coversd with most of the subscrip-
tions being from smaller commsrcial banks, ag the Treasury had
anticipated. Since the bonds were well placed ln the subscrip-
tion, the floating supply of the issue has been relatively small.
And to the extent that there is a floating mgpply it is probably
concentrated in the hands of large banks that weat in on an
underwriting basis and that are experienced partieipants in the
market, As a result, the after market has been a good deal
better than many in the market thought it would be when the 60
yper cent allotmant was announced. That subscriptions were not
greatsr can be attributed to the faet that the larger commercial
banks were generally not interested in extending maturities as
far ags 1969 in the face of a probable offering of a shorter
intermediate issue in the February refunding cperation. The
Treasury tock a calculated risk in offering the 4s of 1969,
believing that it was better to take advantage now of an cppor-
tunity to extend to 1969 rather than wait until the February
refunding, even though this move might create a problem f'or the
refunding. The Treasury also took into consideration its
unwieldy debt structure and the cpinion of forsigners with
respect to how the debt is managed.

It appears now that the February refunding might have to
be limited to a short "anchor" issue and something im the 4-5
year area, for which there still seems to be a good appetite.
The market generally is expecting the refunding to be carried
out on an exchange basis and is currently bildding modest pre=-
mivms on the maturing issuss. The maturing issues total sbout
§11 billion in three issues of notes, of which over $6 billion
are held by the public. An anncuncement of the terms is to be
made on February l.

Thereupon, upon motion duly made
and seconded, the open market transactions
during the period January 9 through Jamuary
22, 1962, were spproved, ratified, and con-
firmed.
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The economic review at this meeting was in the form of an auditory-
visual presantation, for which Messrs. Cardon, Oarfield, Hersey, Axilrod,
and Trueblood of the Board's staff joined the meeting.

The introducteory portion of the text of the econcmic presentation

was ag follows:

In February last ysar the recession ended. The decline
hed lastsd sbout ag long as earlier postwar declines but had
been much milder, and the turmaround case with production
still considsrably abovs the preceding low point of April 1958.

The inijial rise was sherp, as in 1958, but in contrast
to 1954, By July, befors the defense program was expanded,
Industrial output was up 10 per cent, to 112 per cent of the
1957 average. From thea until October there was little
further rise, but later advances brought the index to 115 in
Decembar--naarly 5 per cent above the mid-1960 level.

Gross astional product figures, vhen adjusted for price
changes, tall about the same story for activity in the whole
econcmy. Last year, with prices rising littls, GNP in current
dollars ross from an asnual rate of $501 billion inm the first
quarter to $542 billion in the fourth quarter. This quarter
the rata may wall exceed $550 biliion.

Masnvhile activity abroad, which rose further early in
1961, leveled off later., In Westarn Europs, industrial pro-
duction hasg been sdvancing rapidly for a dscads-and-s-half
with only wmincr pauvses--spparsntly little influsnced by
recurring recession im the Unitsd Ststes.

So far, prices of industrial coammcditiss generally have
not shown the sdvence uswally evidant by this stags of the
eycle, lending supgpert teo the wiew that this recovery may ba
nora sustainsble than some others. Sensitive prices, which
d4d rise from Jemuary o August, have since fluctuated within
a BAYTOV TENEE. Sime the snd of Hovember steel scrap prices
have risen, scccmpanying & stropg advance in steal oulpul,
which may mﬂmﬁ in pm uilding of inventories in antici-
pation of a possible strike this susmer.

While the geusral shift from imvembory iligquidstion to
isventory replenishment came umususlly sarly this time and
was an ismportent slement in the initial recovery in demand
axd preduction, the fourth quarter rise in sggregats demand
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reflected alwost entirsly e sharp increase in final demands,
aegpacially consumsr demends. The fourth quarter rate of
inventory azcummletlon was nob sspecially high.

While demand snd production have increased considerably
asince last winter, there still sppears to be enough unused
capacity to permit some further rise in activity without
creating strong pressures or resources or prices. How much
is one of the tough guestions. Important shortages may
develop in parviculsr arass whils the economy at large or
aven the menulfscturiag sector iz still eoperating well below
capacity. The posbwar high for mamifasturing, reached in
mid-1953, was 94 per cent. Also, changing expectations as
wall ag changing ratesg of activity may affect demand. This
tims, however; with a climate of opinion in which fewer people
regard inflatiomery developmente &s loneviteble, it may be
possible to schiasve higher levels of espacity ubtilization
than in other vecendt periods without develcping strong infla-
tiomary »ressures. Ths current situstion thus holds out hope
for the future, Wt it also continues to present problems which
have becoms all too familiar. While nomagricultural employment
rose by & millica after early 1661, the number unemployed in
Decamber repressuted sbout 6 per cemt of the eivilisn labor
force. This was slightly higher than the proportion unemployed
at the corresponding stage of the previous upswing in early
1959, and at no dime during 1959-60 did unsmployment fall
appreclably balow 5 per capb.,

The balsnge of payments also remeins a major problem,

The high trads surpins early in 1961 reflected & low lavel of
imports dus to recssaion ism this country. Transfers of gold
and dollars ware temporarily in owr favor in the second quarter,
partly becauss forsign gpoverzments made special debt repayments
to the United States. At current levels of U. S, demand for
inports; the trale surpiuns iz again toe small to cover our
adversse palence in other paymenis and receiptz. Private capital
outflows, both shori-term and long-term, have been an important
elamant in this aiverss balance.

Desvelopments isading to speculative buying and a broad
rize in pricss in thiz comntyey woald sggravate the balance of
payeents siltvstion and heve disturbing repercussions on the
demextic ecomotty. Thus znothsr problsm, as the sconomy moves
towerd higher utiliszation of awarleble rescurces, will bs to
g&voild 1nflationesry developmante,

Doxipg the paeh yesr, an lncresased swply of bsnk reserves,
togethar with ax incressed fiow of saving into financial assets,
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helped borroiwsrs to obtain a growing volume of funds in
credit markets without a sustained or gubstantial rise in
interest rates. Desmands for credit, mainly Federal and
long-term private credit, expanded after the early months
of last year, and for the year as a wvhole 25 per cent more
funds were raised in credit and equity markets tham in 1960.
Increases in bank loans and investments supplied a
larger portion of credit demands than in most cther years.
The public's dollar holdings of liquid assets increased
substantially during the year, dbut not so rapidly as GNP.
Thus the ratio declined--as it has in other recovery periods,
Partly as a result of menetary and debt mansgement
policies, directed toward fostering economic recovery and at
the same time not encouraging an outflow of funds abroad,
interest rates have moved within a narrow range since mid-1960.
They did not decline as low as in early 1958, nor did they
show the sharp rise that followed later in 1958.

The economic presentation also included sections on the U. S.
balance of payments, recent demand changes in the United States, recent
changes in employment and unemploymemt, prices, monetary and fiscal
developments, and the Pederal budget. The concluding portion of the
presentation was as follows:

We may well ask what general observstione emerge from
our rather detalled snalysis. What iz there significant
that can be said in a few words about the past developments,
future prospecte, and current problems relating to the
balance of internmational payments, unemployment, and
inflaticnary potentials?

First of all, in discussing production, employment,
demands for capital goods, interest rates, and the like,
repeated reference has been made to the mild nature of the
1960-6). recession. While the U. S. economy did not show
the sort of stability evident in Western Burope, it did
show less declins this time than in any other postwar
recession.

Second, the turnaround in early 1961 started from a
trough mich above that in April 1958. The rise in industrial
production from the 1958 low to the 1961 lovw was more than
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twice as large as the advance from the 1957 high to the 1959-60
high. Moreover, although unemployment is still disturbingly
high, it did not reach as high a level in the recemt trough as
it did in 1958.

A third point emerging is that the current recovery has
its own characteristics. Unlike 1954, when any real advance
wvas delayed for several months after the decline ended, recovery
this time began immediately after the low was reached. Unliks
1958, the 1961 increase in activity slowed down afier only five
months of rapid advance, with industrial production in the
second five months rising only three par cent rather than seven.

Commodity prices meanvhile have been umisually steady in
this recovery. Consumer prices are still increasing scmewhat,
it is true, but the advance lately has been chiefly in the
service area and there the rate of increase has been less rapid
than earlier. Belief in the inevitability of inflationary
develcpments appears o be less widespread than it was earlier,
although ylelds on common stocks are lower relative to those
on bonds than early in 1959.

Interest rates in this upswing have risem relatively little,
following only moderate declines during the recession., Fluctua-
tions in business profits have been less sharp than in earlier
cyceles, and this haz been a principal factor making for less
drastic shifts in Federal revemue and the various net budget
positions.

The rather generally moderate nmture of developments in
business and finsnce, moreover, has permitted continuation of
a policy of making bank reserves readily available lomger during
this recovery than in earlier periods, even though operations
have endeavored to discourage the outflow of short~term funds
to markets abroad.

This brings us to the future, and here the observations
mainly take the form of guestions. Will the generally moderate
nature of the recovery and the greater stability of prices so
far tend to make expansion more sustainable this time? It
showld, but immediately questions come to mind aboubt the
poseibllity of inventory accumulation in anticipation of a
steel strike, as in the first half of 1959. Will the develop-
ments then be repeated? It is easier to say that history
seldom repeats itself than it is to see a clear path to an
early settlement of the strike,

A broadar gquestion is how much further the use of avallable
resocurces can be expanded withoubt creating strong upward price
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pregsures? Surely some distance, and perhaps farther than
before, if it 1s generally felt that infistion is not inevitable.

What are the directions in which progress can be sought in
the balance-of-psyments situation? Avoidance of cost and price
rises 1s one of the most hasic essentials of any program in this
area and dampening of incemtives to lend and invest abroad is
another,

These are all problems that cannot be solved by monetary
and fiscal policies alone. Efforts must e made by business
and labor tc achieve and maintain a cost and price structure
that will stimulate demands from abroad and can sustain demands
at home. Thus, with an approach tc 2 balanced Federal Goverrment
budget in prospect, along with the existence of a substantial but
not excessive degree of financial liquidity in the economy, the
need for fiscal and monetary restraints, or stimlants, will
depend mainly upon demands as they develop in the private economy.

It was understood that copies of the text of the economic presenta-
tion and the accompanying charts would be sent to the Committee and would

be placed in the files of the Committiee.

Mr. Hayes then presented the following statemsnt of his views with

respect to the business outlook and credit policy:

It seems to me that the over-all domestic business situation
hss changed very little over the last two weeks. Although the
signs of a possible acceleration that were apparent two weeks
ago have faded, nevertheless the prospect is favorable for
continued healthy expamsion. It was encouraging that the strong
advance in GNP in the fourth quarter was achieved without help
from inventory accumilation. Inflationary covertones are still
conspicucus by their absence, and there are no definite signs
yet of any unsound steel inventory buildup in anticipation of
a steel strike, In contrast with some softening in automobile
demand in December, consumption of other durables and of non-
durables improved.

While the expansion in total bank loans in Decenber was less
than might have been expected from the earlier data on weekly
reporting member banks alonre, it wowld still sppear that there
has been some modest improvement in bank loan demand, after making
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allowsnces for special factors, including tax borrowing and
vear-and wvipdow-dressing transacticna. Businees loans have
now rigen just as much above the recession trough as they
did in the corresponding period following the 1958 cyclical
trough. Coements of Hew York City bank loan officers tend
to confirwy the view that loap demand is rising a little better
than seasonally. The latest statistics on the money supply
snd relsted dats suggeet that the economy's degree of liquidity
is generslly sppropriate,

I cootragt with the domsstic scene, the balance-of-
paynente porition remsins decidedly disturbing. It is true
that the preliiminary estimate of the December deficit 15 a
trifis better than the estimate available at the last meeting.
But it still polnte to & deficlt in the fourth quarter of $5
to $5-1/2 billion; seasonally sdjusted annual rate, and a
deficit of $3 billion for 1961 (excluding special debt repay-
meuts). The werchandise trade surplus has behaved surprisingly
well, with some spparent ipersase from the third to the fourth
guarter--but scse drop in the months to come might reasonably
be expected on the basis of cyclical phasing here and sbroad.
Mearwhile the recent over-all deficit figures suggest that
short-term cepltal movements, including "unrecorded transactions,”
bave been moving hesvily ageinst this country. While it is
doubtiess better Lo heave the deficit attributsble mainly to these
short-ters £lows than to more basic long-term deficiencies, it
is the size of the over-all deficit that determines how many
edditionel dollers are belng placed in the hands of foreigners
and therefore how layge an additional drein on our gold stock is
being potentially created. Moreover, the trend of the over-all
deficit is undoubtedly causing & good deal of concern sbroad.
Wz cennot afford a complacent attituds toward such developments.
Mometary policy casnot do the whole job of remedying the balance
of payments, nor should we give the publie the impression that
we think it can do the job; but the Federal Reserve is as much
conearned with protecting the international stending of the
dollar as any cther arm of the Govermment, and in some respects
wors directiy so.

I shall not try to go imto detail on the relationship
betwasn the heavily adverse short«term capital movemsnt and
the relstive position of interast rates and credit availasbility
here and abroed. The velationship has been well spelled out in
previous discussions at Committee meetings and in various memo-
rands to which the Committee members have had access. In gensral,
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however, it is hard to deny the isgortamse of the fset that
this country is Just too emsy a place in whiek to borrow and
not a sufficiently attractive place ia vhich to invest. As
the domestic economy contimmes to improve, we can wall afford
to take steps to modify this set of conditions apd try <o
induce same retwin flow of capital, without insurring uwndus
risks domestically.

In terms of open markat policy this msans thet wva should
odge towards less sase, with close sttention to short-term
market rates. I can ses no reascn whatever for maintaining
free reserves at approximstely the sams leval as late last
samner, ian view of all the economic changes that have oscurred
since., T would think wa should try to keap the ninsty.day
bill rate above 2.3/k per cent, and that we would prefer to
see it move towards the 3 per cent level, even though it be
st the expense of lower reserves, however msasured. The
current econcmic policy dirsctive eould ba couched in such
torms.

It would be well if & good start slong these lines could
e made bDetwesn now and the time of announcemsnt of the
Treasury's February financing. MNost signs sow point to tha
likelihood of our having to procead furthsr in this tightening
process after the refunding is completsd., It would be fairer
to the markat to make scms start, st least, before the terms
of the offering are settled, to minimize later accusations that
we have "pulled the rug ocut" from under the subscribers to the
new issues. By the sams toksn, this would suggest that we urge
the Treasury to use shorter-term issuss, vhich are less vulner-
abls pricewise, and to price then ganarcusly.

In our Bank my fellow officars and I, as well as our
directors, have dons a good dsal of soule-ssarching lately on
the subject of a possible discount rate increase. The balance-
of-paymants problem is sericus enocugh to raise the question
vhether wva should not act on the rate in advance of a market
rate rise, in order to aagphasize the increase as a signal of
our determinmation to do our part in meeting tha critical inter-
aational problem. On the other hand, I recognize that we have
very little time before sn "sven ksel” policy is ence more
required, I also recognige that discount rate action for which
the vay has not been paved through market rate develcpments could
subject the System to accusations of premature tightening that
might endangar the domestic expansion, espscially if it gave rise
to exaggerated expectations as to future monetary restraints.
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At the same time, we cannot escape the fact that we shall be
subJect to severe criticism if inaction om our part should
contribute to & new dollar crisis.

On balance, I would be inclined to pass up the idea of
& discount rate move in the immediste future, with the thought
that a move may vory well be seriocusly considered following
the next meeting. In the meantime I would hope that spokesmen
for the System would stress to the Administration the zerious-
nass with vhich we regard the intermatiomal ocutlook and would
urge s mors proapt and vigorous concerted Govermment program
to maet the balance-of-payments ocutlook as wa appraise lt--in
vhich program a comtridution in the field of monatary policy,
a8 set forth sbove, would play a part,

Mr., Jochns sald he found himself in agreement with the view expressed
by Mr. Hayes that the System should be moving toward less ease. Although
ha recognized the differences between this period of recovery and axpansion
and similar periods since the Treasury-Fedsral Reserve Accord in 1951, it
seamad to him, nevertheless, that the time was either here or rapidly
approaching when the monstary policy that the System had been following
mist be reconsidered. It sppearsd to him that in no similar periocd of
ths bDusipess cycle since the Accord had monstary policy besn so essy, aven
taking intc considerstiom the fact that velocity had not heen incraasing
as rapidly aE in earlier periods. Whether monetary actlions were measured
by the rate of changa in bank reserves, the rate of change in the money
supply, the change in interest rates, or free reserves, the fact remained
that the System had been and was following an expansiomary policy.
Further, the degree of ease now being pursued was comparable to that of
a year ago, when the country was in recession, which raised the gusstion
vhether the same monetary policy was appropriate at such dissimilar points

in the business cycle.
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Mr, Johns sald he was inclined to believe that the rate of
increase of reserves and money cught to be permitted to decline, or
caussd to decline; he would suggest a decline to about half the rate
of increase that had ocourred during the past few montha. He would
expact such a decline to be followed by increasas in interest rates,
and the Treasury bill rate would probably rise to or above the pressnt
discount rate. At that time, if not before, he would think that the
discount rate should be adjusted upward. Higher interest rates would
be baneficial from the standpoint of the balance of payments, both in
the shorter and the lomger run. Marther, he found it difficult to have
any great confidence in the view that the danger of inflationary price
ripes wag less now than it had besn in previous periods of expansion
in the pagt decada. As he recalled, it was not until after this stege
of the business cycle that marked price rises otccurred in prervious
peariods of expansion, and that might also be tha case this time.

Mr. Bopp coumented that the generally optimistic santimesnts of
two weeks ago did not seam quite as strong teday. The spurt that seemed
apparent two weeka ago hed suggested that the pace of expansion might
have been quickening more than most pecple were anticipeting, and that
it might not be long until evidence was seen of stresses and strains in
the economy. However, the pace of actlivity now seemed to have settled
down somewhat, and one could feel more secure in advocating a comtinuation
of the monetary conditions that had prevailed, sbstracting the past two
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wveeks,. There was no evidence of significant price changes, and until
guch evidence did appesar & presuption would exist on the side of
contimuing the degrese of mopetary ease that had existed prior to the
past wegk or so. He would recosmend such & pelicy.

Mr. Fulton reported that industrial production continued
geparally strong in the Fourth Distriet in the early part of the current
yoar, Nevartheless, there had been a fairly acute reduction in new car
salee, uresployment had risen & bit more than aeasonelly, and department
gstors sales had slippad.

Turning te the steel industry, Mr. Falton said that orders were
still cosdng in and thet the order books were full for the first guarter
for certesin kinda of stesl. It was estimated that inventories in the
hands of users were sbout 1l million toms, which was low in relatiea to
the prasent use of steel. However, inventories were expected to bulld
up to 21 millios tone by midysar in anticipation of & strike, whoreas a
normal level of invemtories at the curremt reate of consumption would be
about 15 miilicn tons. Therefors, it appeared that the latter part of
this year would be marked by a considersbly lower output of steel.
Regardless of how much talk thkere might be sbout not accumulating large
inventories, there were pressures for such accumilation. However,
borrowing to finsace the bullding of inveatories had not yet showm wp
because ths orders for steel were booksd for delivery after the first
of the year, even though the steel mills began to accumnlate goms
inventories pricor to that time for future shipment.
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In view of the present and prospective borrowing of activity
in the first part of this year from activity in the latter part of the
year, Mr, Fulton said that he would not like to see any drastic revision
of the aveilability of credit. Free reserves had been more than adequate
in the recemt past, however, due to float and other unforeseen conditions.
He would like to see the bill rate maintained at around 2-3/k per cent,
vhich probably meant that free reserves would have to be lower then at
present, perhaps between $4#00 and $450 million. He would not favor
changing the discount rate at this time.

Mr. Mitchell said he would agree precisely with Mr. Bopp and
roughly with Mr. Fulton. He had only two other comments. First, he
thought there was an increasing tendency to employ what might be called
a count-down technique in monetary management. This involved beginning
with a certain month of trough or peak, counting months from that polnt,
and concluding that the time had come to make one move or another.,
However, the peculiar vajue of monetary management was in not counting
out actions in advance. Instead, monetary policy should be formalated
according to the events of the moment. When pecple said thet this was
the time to act because a certain number of momths had elapsed since a
given point, he would be cautious about accepting that kind of advice.
The second point that he wighed to make related to the comments of
Mr. Hayes about the internatiomal situation. It might be true that this

country was & good place to borrow for people in countries with higher
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interest rates. Nevertheless, one mmst b= cautious about sdopting a
particular policy that was at odds with vhat the domestic economy
required. A move in the direction of higher interest rates would not,
in his opinion, remesw the confidence of foreigners in this country.
Such a move would perhaps make it a little harder for American banks
to lend abroad; but this was sbout ae much as the technique could hope
to accomplish. Therefore, vhile the Open Market Committes should give
thought to what Mr. Hayes was saying, he (Mr. Mitchell) would be
reluctant to move too far in the direction of encouraging higher interest
rates.

At this point Mr. Bryan joined the meeting, along with Mr. Brandt.

Mr. King indicated that he agreed with the point of view expressed
by Mr. Bopp. Developments in the market, as referred to eerlier by
Mr. Rouse, should be kept in minmd. The seasonal pressure had sppeared
that one would normally expect to appear, and in his opinion it would have
been & mistake to try to counteract that pressure fully. In the prevalling
circumstances, he felt the System Account had been handled well during
the past two waeks. There ghould be no discount rate increase at the
present timse,

Mr. Shepardson sald that he was inclined to agree with the views
expressed by Messrs. Hayes and Johns. The supply of reserves and money
had been building up at 8 faster rate than was anticipated. At its two
preceding meetings, the Committee had talked in terms of leveling off

the rate of growth somewhat, and it seemed to him that the growth rate



1/23/62 -17-

should be leveled off. The System should be cognizant of the inter-

national situation and make such conptribution as it could 1n light of
that eltuation. This would call for & trend toward less ease, and he
would concur completely with the appraisal of Mr. Hayes.

Mr. Robertson recalled that at the meetling five weeks ago he
had expressed the view that there shouid be a gradual edging toward less
ease. 'Two weeks ago he expressed the same feeling, although his view
was moderated at that time by the advisability of maintaining an even
keel in the light of Treasury financing. Today, however, he did not
have the same view. There sppeared to have been a moderating of the
pace of expansion and of credit demands such as to make it appropriate
to continue the degree of ease that the System hed been seeking, with
a view to stimilating the domestic economy and thus enabling the
unemployment situation to be dealt with better. For the time being,
therefore, he would continue the same degres of ease that had prevailed,
abstracting the past two weeks, until after the next Treasury financing.
In any event, there was only a week remaining in which the Committee could
do anything. Thereafter, it would want to maintain an even keel, and
in his view the situation was not so clear as to warrant any firming
operation at this particular point. As to the discount rate, this would
be an inappropriate time for a change. However, the time might not be
too far off when a shift to appreciably lese ease would be sppropriate.

At such time the discount rate perhaps should be raised, but not now.
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Mr. Mills said he shared entirely the views stated by Messrs.
Hayes and Johns. He had been of that opinion for many weeks. Howaver,
bacause of earlier monetary and credit policy decisions and the imminence
of the Treasury's refunding operstion, policy formmlation was now caught
in midstream. There was no opportunity at present to breast the current
and develop the firmer interest rate structure that in his opinion was
called for by balence-of-payments considerations and the genersl posture
of the economy. Accordingly, a policy that would produce the modest kind
of restrictiveness that was conceived of at the January ¢ meeting of the
Comittee, but which was not achieved, should be the objective until the
rext Committee meeting. If events should work in favor of an even more
restrictive policy, however, he would consider it desirable to capitalize
cn them.

Looking toward the development of a consensus and the issuance of
instructions to the Account Management, Mr. Mills said he was concerned
about the framework in which the Committee's recent directives were
couched. In that comnection he presented the following statement:

Experience with the current economic policy directives
issued at the Committee meetings held on December 19, 1961,
and January 9, 1962, cannot be considered satisfactory.
Essantially the inatructions contalined in the two paragraphs
of tha directives are cortradictory because of the practical
difficulty of attempting to develop a firmer interest rate
structure simultaneously with liberally supplylng reserves.
As has been dewmonstrated by actual test, on the occasions

wvhere positive ressrve actions have been taken to shore up
Treasury bill ratea, the supply of reserves hags been raduced
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below levels desmed to be consistent with an adeguate credit
base, vhile vice verssa on thse oecasions wherée reserves have
been supplied to raise their leval to & hypothetically
astablisghed point, it has tended to bring Treagury bill rates
down unduly. The gensral result of these diverse sctions has
been s tinmkering with the short-term interest rate structure
that in effect is a disguised attempt to peg the Treasury bdill
rate. As a policy of this sort becomes more widely recognized
in iavestment circles, opportunitiss for playing the market
againat the Federal Reserve System will be seized upon. (In
that comnection, I call the Committea's attention to an article
in the current issue of Business Week, which refers to the
viewes of certain former members of the Federal Reserve staff.)

A changs in the character of the current econocmic policy
directives that are presently belng issued is imperative because,
even now, the esriy publication in the Federal Reserve Board's
Annual Report of the record of the year-snd meeting of the
Committee may prove to have been harmful. In my opinion, the
content of the current econcmic policy direetive should be
confined to the kind of over-all guidance set out in the first
paragraph of the last two directives, and & second paragraph
such as has fellowed should be omitted. This refinement in
drafting the directive would serve the purpose of placing the
objectives of Federal Reserve Systea monstary and credit policy
within the framework of a historic relationship to a calculated
basis of credit svailabiiity on which interest rates are deter-
mined largely by the interplay of market factors with a minimum
of artificial interference.

Mr. Wayne said that such additionsl statistical information as
had become available ir the Fifth Distriet sinee the previous Committee
meeting provided a rather substantial echo of the stentorian note sounded
at that meeting by Mr. Royes. The District economy was showing continued
strength.

Mr. Wayne went on to say that during the past two weeks the Desk
had faced unusual difficulties in attempting to carry ocut the curreat

policy directive. Seasonal factors affecting reserves had behaved somewhat
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erratically, causing large érrors of estimating, and thars had been a
slow dowmvard 4rift in short-term rates. He would have preferred a
lesser downward drift, or nome at all, although he recognized the
circumgtances involved. At present he would favor no substantial change
in policy, in view of the desirability of maintaining an even keel during
the period of Treasury financing that was Just ahead., However, the
directive issued two weeks ago contemplated a three-mewth bill rate in
the area of 2.8 per cent, and he would try to get back to that level
bafore the Treasury ammouncement. For the pericd immedistely ahead,
therefore, he would like to see the bill rate ir that area and free
reserves somewhat below $500 million, with priority given to the bill
rate. He would hope that such conditions could be achiaved in the next
statement week, after vhich he would hold as steady as possible during
the Treasury finsncing. In other words, the perlod of even keel should
start from & point of legs ease than during the past two weeks: about
the same degree of ease that prevailed at the time of the January 9
Comeittes meeting. He did not feel that a discount rate change would
be advisable at this time. As to the current policy directive, he
vould favor renewing the exigting directive subject to the interpretation
he had Just stated.

Mr. Clay commented that except for the flrst week, the period

immediately shead sgain was one in vhich Treasury financing was the
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dominant consideration in the formlation of monetary policy--calling
for the maintenance of the so-called “even keel.” For that first week,
as well as for the period of Treasury financing, monetary policy should
remain essentially unchanged, with approximately the same degree of
eage that had been maintained in recent weeks. 5o far as the internatiopal
balance-of -payments prcblem wag concerned, it would appear in order to
continue the recent goal of about 2-3/4 per cemt in the Treasury bill
rate. At the same time, domestic economic developments called for the
continuation of a monetary policy that would encoursge expansion in
economic activity. Obviously, this view also would incorporate within
it no change in the Reserve Banks' discount rate.

Considarable encouragement, Mr. Clay aoted, had been derived
from the improved consumer performance of the past three months or so,
but it was not a performance of such exuberance that it needed any
dagpening down, A strong pick-up in business capital ocutlays would
appsar to be essential to a satisfactory level of total activity. Vhile
enlarged ocutlays for businass equipment bagan early in this upswing,
avallable information did not yet give evidemce of any proncunced upturn
in totsl business capital outlays. Rasidential construction last year
had been encoursging in that the record vas better than anticipated, but
present evidence did not indicate any strong expansion in that secter.

Moreover, the pace of eccnomic activity presently was being arffected by
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stockpiling efforts in anticipation of a possible steel strike. As
mentloned by one Committes mesber at the Jamimry 9 meeting, this impact
needed to be diseounted in determining basic monetary policy. When
these things were taken into account, along with the ample supply of
manpower and other resources, and the favorable performance of commodity
prices, the resulting case was one that argued against tightening of
monetary policy guite apart from Treasury finamcing requirements.

Mr. Scanlon said that in general economic activity in the
Seventh Distriet was showing & favorable trend. However, there was
still considerable elbow room for further increases. As to policy, the
view expressed by Mr. Wayne tended to have sppeal to him.

Mr. Deming reported that in December nonagricultural employment
in Minnesota was shead of the year-ago level Ly one per cent. Also,
1t was estimated by State officlals, off the record, that employment
would be about 3 per cent higher this yesr than in 1961, with unemploy-
ment about 1/2 of one percentage point below the 1961 average. Waile
these figures did not indicate a low lewvel of unempleyment, they did
indlcate some improvement.

Mr. Deming also reported a rise in time deposits and business
loans in the Ninth Distriet. As to time deposits, most banks were taking
advantage of the higher ceiling amd were raising their rates. In the
three weeks ended January 10, total time deposits at clty banks, including

savings deposits, moved up almost 3 per cent, a substantially greater



1/23/62 -23-

upward movement than at any comparable time in the past and & to 6
times as high as the average. The next highest riss on record was

in Jamary 1957, after the rate ceiling had been moved from 2-1/2 to

3 per cent. The one mrtuval savings bank in Minnespolis reported people
standing in the lobby to deposit money. In summary, the results of
the rate increasse seemed to provide a raasonably clear indication that
the rate of interest paid does make some difference. In large measure,
the gain in total time deposits apparently was coming in the form of
new money, though with some shifting from demand to time deposits.
Within the total of time deposits a significant shift from savings to
time certificates was indicated. As to businees loans, during the past
three weeks there had been a contraseasonal incrsase at city banks.
While this was not a significant movement, it represenmted a change from
the pattern that had occurred previously. Loan demand, as Judged by
bankars, was not expected to be unusuvally strong, but stronger than in
1061. For the first half of this year, it was anticipated that loans
would average S per cent above a year ago.

As to policy, Mr. DPeming said he found himself pretty much in
agreement with Mr. Wayne. Although he subscribed to the analysis made
by Mr. Hayee, he did not agree with Mr. Hayes on the matter of timing.
For the next three weeks, he believed that an even keel should be
maintained. He was not quite pure how this thought should be translated

in the directive since, through inadvertence, an even keel was not
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maintained during the past two weeks. Essentially, however, he would
favor the degree of ease that the Committee had contempimted achieving
during the past two weeks.

ilocking at the calendar, Mr. Deming noted that the statement
wveak figures for the next week woilld be released on February 1, the
same day that the Treasury refunding announcement was due to be issued,
and part of an even-keel policy would be to avoild shocking the market
on that date. Consequently, he would temper the goal of a somewhat
higher bill rate by keeping an eye on free reserves in view of the
immipence of the Treasury financing.

Mr. Rouse commented at this point that any lowasr free reserve
figure for the sptatement week ending January 31 would be preceded by
a firmer feel in the money market for several days during the statement
week. It might turn out that the Federal funds rate would be more or
less at 3 per cent throughout this period. Therefore, a somewhat lower
free reserve figure would not come ms & shock to the market.

Mr. Rouse edded that the maintensnce of the bill rate at around
2-3/k per cent had been due in part to special factors, including the
change in maximum permissible interest rates on time end savings deposits,
Treasury financing in the bill area, and year-end credit demands. At
present, reserve positions were about as easy as last fall when the bill
rate was around 2-1/4 - 2-1/2 per cent, and it might be difficult to

maintain the bill rate in the 2-3/4 per cent range.
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Mr. Deming said that he would not be concerned if free reserves
ran somewhere between $400 and $450 million, but he would be concermed
if they came ocut at $250 million right at the time of the Treasury
announcement .

Mr. Rouse comnented that the ressrve projecticms for the week
of January 31 assumed a rapid decline in float, which might not occur
due to continued adverse weather conditions. Therefore, the free regerve
figures might work ocut reasonably well.

Mr. Swan reported that there had been no significant change in
the economic picture in the Twelfth District during the past two weeks.
The expansicn was continuing with considerabie strength. Prelimirary
figures on unemployment in the Pacfic Coast States in December indicated
that there had been a slight further drop to the natiomal rate of 6.1
per cent following a rather substantial drop to 6.2 per cent in November.
Department: gtore sales were continuing strong in Jamary, and steel
output rose sharply in the first two weeks of that month.

As to time deposite, Mr. Swan sald there had besn increases in
rates pretiy much across the board as far as banks were concerned, and
time deposits including savings deposits, had risen substantially in
contrast with the usual decline for this periocd. There sesmed to be a
considerable response to the higher rates, although to some extent there
may have baen a chifting around of deposits to take advantage of the
rate changes. The large District banks had recently been net buyers of
Faderal funds, and they expected %o he net buysrs in the current week also,
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As to policy, Mr. Swan said it seemed to him that thus far the
expansion had been fairly well balanced and noninflationary. There was
only a short time remaining before the Treasury refunding amouncement,
and he saw nothing sufficiently compelling in the picture to require
gttempting to move in the direction of & tighter eituatlion éuring that
ehort period of time. Consequently, he would agree, generally speaking,
with the view that the Committee ocught to continue pretty much along
the lines that it had contemplated two weeks ago. He would have in mind
a bill rate in the area of 2-3/k per cent, which might be associated
with & level of free reserves somevhere around $450 million. As had
been mentioned previously, the higher free reserve level at the present
time reflected unforeseen developments in terms of float, and the level
was not as significant when float was in the picture as under other
clrcumstances.

Mr. Irons stated that Eleventh District comditions were funda-
nentally sound, with evidences of strength and further advance. Certain
unfavorable developments during the past three weeks were attributable
to adverse weather conditions. There had been damage to agriculture in
the lower valley, and retail trade, including department store sales,
reflected the poor weather. However, the industrial production index
was up and employment hed risen to a record level. Unemployment was
rumning about 4.9 per cent. FHeavy construction projects were extensive

in Dallas, Houston, and other large citles.
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The financial situstion, Mr. Iroms said, wes highlighted by
adjustments incident to the new higher permissible rates of intevest
on time and savings dsposits. HMHany of the larger banks had increased
thelr rates to the maximum, along with some of the maller banks.

Talk was heard about a shifting of portfoliocs so as to inelude more
tax-exempt securities and resl estate loans, but he did not think that
mxch had been done ag yet. Reporting banks showsd a decline in demand
deposits and loans, vith an increase in time deposits and investments.
Soms of the increase ip time deposits mighkt represent new momey, bdut
there was spparently s considerable amount of shifting out of demand
deposits, savings bonda, and aguities. Borrowing from the Reserve
Bank was at & low level. In ths past thrse weseks, District banks had
shifted, on average, from net purchasers of ¥Federal funds to slight
net gsellers. Bankers and other informed persons sgemad to anticipate
scaevhat higher interest rates andéd to regard the recent change in
maximm interest rates on time and savings deposits az a atep in that
direction.

Turning to policy, Mr. Irons said that the Committee continmued
to face the yroblem of tryinmg to strike a balance between the domestic
situation and the internaticmal situation. At present there was also
the fact that & Treasury refunding was in the offing. In the absence
of strong and clear svidence of nsed at this time for an appreciably

rirmsr policy, he would come to the same conclusion as at the past two
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cr thres Commlitiea meatings, nawely, ne changs in policy but & shifting
toward slightly lesz easa. He would diaregard the past week or 10 days
and set wp as an objective conditions such asg the Committes had been
hoping to achisve at the time of the January 9 meeting. If such
conditions were schieved, he would be quite satisfied. In short, he
would favor maintalining largely an even keel, with no change in policy
but with perheps some slight shift or trend toward a little less easa.
Mr. Irons also sajd that he had felt for some time that short-
term rates, including the bill rats snd Federsl Funds rate, should be
among the key indicators of what the Commitiee was doing. However, he
would not be iunelined to set targets that were 100 precise. A Federal
funds rate averaging between 2-1/2 and 3 per cent was about as close
s target as it seamed reascnable to suggest. As to the bill rate, he
would suggest that it run around a level that would not aggravate the
internationsl problem. The cbjective should be to maintain an availability
of reserves conzistent with short-term rates that would not create trouble
in the international field., As to frese reserves, he would suggest a
level around $400-$450 million rather than $550-$600 million, because he
did not see how short-term rates could be maintained with free reserves
as high as during the past 10 days. He would not favor a change in the
discount rate at this tims. The domestic situation did not eall for 1it,
end he was not sure that the intermaticnal situation wae as yet of such

e nature a2 to demand it.
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Mr. Ellis reported that in New England consumer buying had
remained strong since the Christmas season. Onr the basis of preliminary
information, mamfacturing output in December seemed to have risen
further. Unemployment continusd to fall and employment to rise. In
short, tusiness expansion waz contimuing a mcderate, satisfactory pace
vithout evidence of excesszes.

Kr. Ellig saild a recent survey showed that none of the large
banks in Boston or Providance had relsed their rate on savings deposits
beyord 3 per cent, although they had incresged the rate on time deposits.
Seeller banks with a high percentage of savings deposits, and undar
pressure to hold those deposita, had been under more pressures to raise
the interest rate beyond 3 per cent. The local competitive situation
seemad to control ths daclsions at those bauks.

Turaing to poliey;, Mr. Ellis comsanted that the economic presenta-
tion today seemad to indicate that the rate of expansion was quite satis-
factory. It did not appear that the expansior was any longer dependent
upon a continued stimmlation of credit expansion. It appeared to him,
however, that monetary policy wes continuing e high degree of stimmlation
of credit expansion. He agreed vith Mr. Johns' analysis. It was of
eritical importance, of coursa, not to take sction ahead of or during the
Treasury refunding thet would be seriously disturbing to the market, yet
he was concerned about the trend of monstary policy. He liked the first

paragraph of the current policy directive, vhich suggested an intent to
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permit further bank credit and monstary expansion. That was appropriate.
However, he also liked the phraseclogy of trending toward slightly less
easy monetary conditioms. That alsc was sappropriate. The major thrust
of policy could be a trend toward slightly less easy monetary conditions
with a view to maintaining stable money market conditions. One way of
locking at the even keel was to give it the meaning of holding steady,
with & stable money market, on a course trending toward less ease. This
would rule out a discount rate change in the immediate future,

Mr. Bryen said that he had no strong views on policy. If he had
any prefarence, it would be to econtinue with no dramatic or overt change
of policy. Looking shead scmevhat further than the next few weaks, his
inclination was to say that the System ocught to take care of seascnal
neads, with a small growth fector in reserves added. That growth factor
certainly should not be over 3 per cent, and for some time he would
prefer a lower rate, because reserves had gone a little beyond the target.

As to the Sixth Distriet, Mr. Bryan said that it seemed to be
going along sbout the same ag the nation. Heavy freezes had done some
damage to crops, particularly in Florida, but apparently there would be
& larger cash flov from the marketing of the smaller citrus crop due to
price sdjustmentis.

Mr. Balderston commented that the imminence of the Treasury
refunding vas basic to the Committea's instructions to the Desgk for the

next three weeks. This impelled an even-keel policy regardless of views
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&8s to current domestic and international situations. Consequently,

it appeared that any detailed examination of the fundamentals of the
gituation might well be deferred until amother meeting of the Coumittee.
However, he would make this observation: with excess capacity here and
abroad, there seemad to be no imminent risk of price advances. Murther-
nore, he sensed some diminution in business optimism. Certainly, there
vas no speculative ebullience. This was something that had also been
noted in the early months of other years. It might be agsocisted with
the process of budget-making or with post-mortems after finsmcial reports
of the previous ye&r were availabla. What he was suggesting was that
the System's longer-run goals might become more apparent after float
had bPecome stabilized and business psychology had emerged from its
early-year doubis.

Chairman Martin stated that in his judgment the only development
of any significance since the Jamary 9 Committee meeting was the slight
diminution of pressure for loans. Generally speaking, the momth of
Janmuary was not a good period in which to make evaluations. However,
he was inclined to feel that at this point there was less urgency for
tightening, apart from the intermationai situation. That situation was
vary difficult to evaluate; it was easy to sea ghosts that might or might
not be there, In any event, the immediate fact of overriding importance
was the Treasury refunding. Witk the first of February as close as it

vasg, it would not be appropriate for the System to upset the money market
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by sxy minor adjustment of pelicy. If the Committee was convinced that
it was necessary to take some major action, that would be one thing.

In the circumstances, however, it would be a serious mistake to decide,
for axample, to diminish the supply of reserves slightly.

Chairman Martin said he thought the consensus today was essentlally
to maintain an even keel. There might be some question as to vhat the
even keel actually meent; that 1s, whether it should be related to how
things had worked out in the past two weeks or hov the Committee had
wanted them to work out.

The Chairman noied thet the Sscretary of the Committee, in con-
sultation with the EBconomist and the Manager of the System Account, had
prepared, for congideration a draft of possible current economic policy
directive, the first paragraph of which would be the same as in the
directive issued at the meeting on Jamuary 9, 1962. The second paragraph
would state that cperations for the System Open Market Account during
the next three weeks should be with & view to maintaining a supply of
reserves adequate for credit expansion, while aveiding downward pressure
on short-term rates. It would also state that during the period of
Treasury financing, emphasis should be placed on maintaining a steady
money market.

After copies of the draft had been distributed, Mr. Hayes said
he thought there was one fault in it. The language did not give any

flavoer of elimirnating the excessive ease that had occurred inadvertently
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during the past two weeks. From a count that he had made, those who
spoke today in terms of getting back to the kind of situation that the
Committee had hoped to achieve two weeks ago were in the majority.
Therefore, he felt that the directive should contain sowe reflection
of that modification.

Mr. Thomas commented, with respect to developments during the
past two weeks, that bill rates had declined only quite moderately and
were sgtill higher than at the beginning of this year. Some decline in
Pill rates usually occurs in January following a rise in December.
Actually, the Account Manager had done a good Jjob of observing the
Compmittee's directive and in keeping the bill rate up in the face of
seasonal factors, a greater than seasonal contraction in the volume of
bank credit and required reserves, and a large increase in availablse
regerves due to the maintenance of float &t an unususlly high level.

Chairman Martin then comsentaed that to him it seamed difficult
to write a current policy directive that would take into account accidental
occurrences. Murther, although there might be some merit in using figures
in the directive, he did not think that the Cosmittee could stick to any
particular figures. The directive must recognize factors such as the
color, tone, and feel of the market. The phraseology Mr. Young had
suggested was “a steady money market.”

With reference to the comments of Mr. Thomas, Mr. Hayes seid

that & drift in the three-month bill rate from 2.83 to 2.67 per cent,
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vhile not dramatic, was enough to cause him concern in light of the
critical international prcblem. Further, the proposed current directive,
in the form in which it had been drafted, was too general a directive.
Except for the last sentence which desalt with maintaining an even keel,
it was almost the kind of directive that could heve been subscribed to
at any tims during the past year.

In further discussicn, Mr. Balderston sald that ha thought the
Committee, in its experimentation with instructions to the Desk, had
moved forward an apprezclable distance. He had in mind particularly the
difficulty encountered in the past, when preparing the policy record,
in recapturing the flavor and tone of Coammittee meetings. While it was
difficult, he recognized, to do a drafting Job around the table, he had
a feeling that the time spent on the directive at the January 9 meeting
would not have to ba repeated meeting after meeting, that perhaps the
Comittees would be able to settle on some resasonable combination of words,
and that such wording would then comstitute & policy record comprising
a satisfactory exposition of the Committee's objectives. He would be
content, in this instance, with the wording suggested by Mr. Young. He
did not think that the Committee ought to spend long hours at esach
meeting doing s draftiing job, provided the effort placed before it for
consideration seemed to represent s reascnably accurate reflection of

what the Committee desired.
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Mr. Mitchell inguired about the intemt of the proposed directive
in relation to the seasonal pressure on interest rates, and Mr. Robertson
suggested that the intemt might be clarified by changing the second
paragraph to provide for operations with a view to maintaining a supply
of reserves adequate for further expansion of credit and a steady money
market during the period of Treasury financing, which would be announced
February 1. Mr, Mitchell commented that he was still not clear as to
the intent of the directive in relation to interest rates, and Mr. Young
replied that it would be the intent to permit ususl seasonal variations
in credit end in ipterest rates. Mr. Mitchell said he thought that point
should be made clear.

Mr. Swan said it bad been his reaction from Mr. Rouse's earlier
comments that the Desk was not going to have to worry tco mmch longer
sbout downward seasomal presgure on short-term rates. Mr. Rouse stated
that thiz was correct, that the end of the period of seascnal pressure
was now approaching.

Chairman Martin then suggested that the emphesis of the directive
be placed on maintaining a steady money market, and Mr. Hayes said he
continued to Peel strongly that the wording of the proposed directive
did not give the flavor of an edging toward a slightly less easy situation,
which sentiment was voiced by the Committee st the January G meeting.
Chairman Martin noted that the degree of ease since that meeting had

developed inadvertently, to which he added that he thought the problem
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of the directive was principally one of semantics. It was difficult
to forecast what was going to happen agalnst a background of what had
happened inadvertently in & previocus period. This was all part of the
probles of maintaining a steady money market.

Mr. King suggested changing the word "avoiding” to "minimizing"
in the second paragreph of the propoged directive, his thought being
that this might capture some of the flavor that Mr. Hayes was seeking.

Mr. Hayes sald he wonld like to mention, as a further comsent,
that the proposed last sentence of the directive clearly implied the
meintenance of & steady money market during the period of Treasury
financing. However, such language would provide no guldance for the
period before the period of Treasury financing began. Chalrman Martin
responded that he thought the consensus was that there should be no
change in policy preceding the Treasury anmouncement. In his opinion,
this was all part of the same picture.

Mr. Hayes commented that he thought the consensus was not to
depart during the next week from the policy that was intended two weeks
ago. In his copinion, the Committee should not instruct the Desk to
continue a condition that had occurred inadvertently. Pree reserves
had been higher than expected; they had averaged over $500 million.

Mr. Mitchell commented that he thought 1t was the posture of
the Jystem, as cutslders saw it, with which the Committee should be

concerned. From that standpoint, there might be a tendency to exaggerate
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things that were n¢t too important, The Chairman had gtated a consensus
with which he (Mr. Mitchell) would agree. In fact, he felt that within
narrow limits all of the Comittee members were of one mind. The
Committee did not want snyonme to think that the System was meking a
change of policy between now and the Treasury fimancing.

There followed & suggestion by Mr. Thomas for a change in the
last sentence of the directive that might help t¢ avoid the question
ralsed by Mr. Hayes regarding the appearance of & gap in the instructions
to the Desk for the period prior to the announcement of the forthcoming
Treasury finaneing.

Mr, Wayne expressed the view that the suggestions that had been
made wvould meet substamtially the points that seemed to be of some con-
cern regarding the draft diractive. He went on to say that he wowld like
to reiterate a view he had expressed previcusly; that 1s, that the
Committee, in preparing a directive, was not engaged so much in wnriting
a precise instruction for the Desgk as in writing a statement for the
record., The Account Mamager understood clearly from the discussion
today that the past week was recognized to have been an aberration and that
use of the term "even kesl" did not carry with it the intent that the
bDusk should strive to perpetwate the aberration. It was clesrly the
intent to maintain a steady money market, wheress the past week was

unsteady. As he saw 1t; the isportant thing was to be sure that the
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Committee was writing a directive that would constitute an understandable
public record. Use of the word ‘“minimizing" would reflect an opinion
that lower short-term rates would be comtrary to the pubile interest
and a realizetion that the past week was an aberration.
Chairman Martin then asked the Secretary to read the proposed
directive, in form that would reflect suggestions made thus far.
After the Secretary had done so, Chairman Martin turned to Messrs.
Hayes and Rouse and inguired whether such a directive would be
reagonably clear. Mr. Hayes and Mr. Rouse indicated that they thought
it would be all right.
The Chairman next inguired whether there were those who
wished to record = dissent from the adoption of such a directive.
Mr. Hayes said that his reservetions were so much a matter of degree
that he would not want to record a formal dissent. No other member
of the Committee indicated that he wished to record a dissent.
Acecordingly, the Federal Reserve Bank

of New York was authorized and directed, until

otherwise directed by the Committee, to

execute transactions for the System Open Market

Account in accordance with the following cur-

rent ecconomic policy directive:

It continues to be the current policy of the Committiee to
permit further bank credit and monetary expansiom so as to
promote fuller utilization of the economy's resources, together
with monetary conditions consistent with the needs of an expand-
ing domestic economy, taking into account this country’s adverse
balance of payments as well as the Treasury financing calendar.

Tc ilmplement this policy, operations for the System Open
Market Account during the next three weeks shall be conducted
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with a view to maintaining a supply of reserves adequate for
further credit expangion, vhile minimizing downward pressures on
ghort-term interest rates. In view of the imminence of Treasury

finsncing, emphasis shall be placed on maintaining a steady money
narket.

VYotes for this action: Messrs. Martin,
Heyes, Balderston, Irons, King, Mills,
Mitchell, Robertson, Shepardson, Swan, Wayne,
and Fulton. Votes against this sction: None.

No changes were suggested in the continuing suthority directive
to the Federal Reserve Bank of New York that had been adopted on
December 19, 1961.

It was understood that the next meeting of the Federal Open
Market Committee would be held on Tuesday, February 13, 1962.

All of those present except the members and alternate menmbers
of the Committee, the other Reserve Bank Presidents, and Mr. Young
then withdrew from the meeting.

At this session, discussion was concerned with the next steps
for consideration of the proposal before the Committee for the System
Open Market Account to engage 1n foreign exchange operations and to
hold at different times varying amounts of convertible foreign
currencies. Chairman Mertin reported on his consultations about the
sub}ect with the Chairmen of Senate and House Bapking and Currency
Committees and commented briefly on the general problem of oblaining
legislation that would clarify the Committee's authority to conduct
foreign currency operations.

In the discussion that followed, differing viewpoints were

axpressed as to the potential contribution that System foreign
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currency operations might make in fulfilling its responsibilities
for a sound dollar domestically and internationally, especially in
view of persgisting deficite in the U. 5. balance of international
payments. There was also reference in the discussion to the legal
opinions rendered by the Committee's General Counsel and the General
Counsel of Treasury (the latter having the concurrence of the Attorney
General) to the effect that the System's existing statutory authority,
although in some respects limiting, did provide a general sanction
for Committee operations of the kind in question.

In the light of the Cheirman's report and the roundtable
comment, a majority of the Committee were favorably disposed
towards operations on an experimental basis. Several members
mentioned that the Committee would presumably review critically
any operations undertaken, and that the Committee might later decide
to discontinue them if constructive benefits appeared not to have
been achieved.

In bringing the discussion to a head, it was moved by
Mr. Balderston and seconded by Mr. Hayes that the Commitiee go on
record at this session as favoring in principle the Committee's
initistion on an experimental basis of a program of foreign currency
operations; that Mr. Young, the Committee's Secretary, and Mr. Coombs,

Vica President in charge of foreign operations of the New York
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Federal Reserve Bank, be authorized to explore for the Committee

with the Treasury needed guidelines for actual cperations, drawing

on experience that the Stebilization Fund had had in recent months,
and to develop plans for effective working relationships in the
forelgn exchange fleld with the Stabilization Pund; and further that
Chairman Martin be authorized to refer to this development in his
statement and testimony before the Joint Economic Committee scheduled
for Jamuary 30, 1962. Discussion having reached the point of question,
Chalrman Martin called for a vote and the motion was carried.

Votes for the motion: Messrs. Martin,
Hayes, Balderston, Iroms, King, Mille,
Shepardson, Swan, Wayne, and Fulton. Votes
against the motion: Messrs. Robertscn and
Mitchell.

Messrs. Bopp, Clay, Dsming, Ellis, Johns,
and Scanlon indicated that if they were presently
members of the Committee, they would have voted
for the motion. Mr. Bryan, also not a present
member, sald that he would have voted aye on the
motion becguse he believed that operations in
foreign currencies were in principle a proper
function of & central bank; but he added that he
was opposed Lo the Commitiee's initlating such
operations until statistics for the latest
availsble twelve-month period showed the Umited
States to be operating with a balance-of-payments
surplus, not a balance-of-payments deflcit.

In opposing the moticn, Mr. Mitchell felt he was not prepared,
on the basis of the information at his disposal, to ses the Comulttee
take this step at this time. He believed that an undertaking of thie

importance to the System needed analysis by outside experts as well
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asg public discussion before any Committee action and that the
Committee would be better equipped to proceed with a program of
foreign currency coperstions if its consideration of the metter had
been preceded by legislative clarification of its statutory authority
to acquire and hold foreign currency assets.

Mr. Robertson voted against the motion for reasons set forth
in more detall in the memorandum he presented to the Camittee at its
meeting on December 5 and included in the minutes of that meeting.

The meeting then adjourned.




