A meeting of the Federal Open Market Conmittee was held in
the offices of the Board of Governors of the Federal Reserve System
in Washington on Tuesday, May 8, 1962, at 10:00 s.m.

PRESENT: Mr. Martin, Chairman
Mr. Balderston
Mr. Erysn
Mr. Deming
Mr. Ellis
Mr. Rilton
Mr. King
Mr. Mills
Mr. Mitchell
Mr. Robertason
Mr. Shepardson
Mr. Treiber, Alternate for Mr. Hay=s

Messrs. Bopp, Scamlon, Clay, and Irons, Alternate
Members of the Federal Open Market Committee

Messrs., Wayne and Swan, Presidents of the Federal
Reserve Banks of Richmond and San Francisco,
ragpectivaly

Mr, Young, Secretary

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Asgistant Secretary

Mr. Heckley, General Counsel

Mr. Noyes, Bconomlst

Messrs. Brandt, Furth, Gervy, Holland; Hostetler,
Koch, and Parsons, Asscciate Economilsts

Mr. Molony, Assistant {o the Board of Governors

Mr. Willlams, Adviser, Division of Research and
Stetisgtics, Board of Governors

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

Mr. Yager, Chief, Government Finance Sectiom,
Division of Resaarch and Statistics, Board
of QJovernors
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Mr. Prancis, First Vice Presldent, Federal
Reserve Benk of St. Louis

Mesers. Sanford, Bastburn, Ratchford, Baughman,
Jones, Tow, and Coldwell, Vice Presidents
of the Federal Reserve Banks of New York,
FPhiladelphia, Richmond, Chicago, St. Louis,
Kansas City, and Dallas, respectively

Mr. Stome, Assistant Vice President, Federal
Reserve Bank of New York

Mr. Eisenmenger, Acting Director of Research,
Feders) Reserve Bank of Boston

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

Mr. Runyon, Economist, Federal Reserve Bank of
San Francisco

Tpon motion duly made and seconded, the
ninutes of the meeting of the Federal Open
Market Committee held on March 27, 1962, were
approved.

Before this meeting there had been distributed to the members of

the Committes a report on gpen market operations in Y. S. Government

securities covering the period April 17 through May 2, 1962, and a

supplementary report covering the period May 3 through May T, 1962.

Coples of both reports have been placed in the files of the Commlttee.

In supplementation of the written reports, Mr. Stone commented

as follows:

The money market remained generally steady during the past

three weeks. Federal funds traded for the most part between
2-1/2 and 3 per cemt, with the Wulk of trading on most deys at
the 2-3/k per cent level.

The Treasury's refunding operation was & very successful

one, with attrition something less than 9 per cent of public
holdinge of the issues eligible for the exchange. With the
completion of the refunding operation, and barring unforeseen
developments, the Treasury should be out of the market at least
until late June and possibly until early July. Moreover, we may,
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for the tlme being, &t least, have coms to the end of the
weekly additions of $100 million to ths regular bdill issus,
since ezch regular issus is now wp to §1.8 billion. When
ons comsiders that last week's rsfunding operation was the
eighth Treasury fimsmeing operstion thus far in 1962 spart
from the weekly bill auctions, and that in those aucticns an
aggregate of §i.3 billiom bills was added to the three-month
issus, the prospective absence of the Treasury from the
=erket over the weeks shesd should provids a welcome respite.
¥bilse dealer pogitions in Govermment sscurities have been
reduced in the past few days, they nevertheless continue
relatively heavy, particularly in the cass of short-term issues.
Barly lest week, when deslars wers scquiring larges asmounts of
righte while the subscripticn books were open, their positions
reached what may well be an all-time high of about $4-1/k
bilifon, Deslsrs’ use of credit also expanded congiderably. The
¥ey Yorlk benks, howaver, vere readily able to accommodate this
bulge in credit dsmends; in part because individual income taxes
flowed into the Tressury's balance at the Reserve Banks at a
rate mach faster than anticipated, and in ordsr to prevent that
balance frcam rising too far a pucceseion of large redsposits,
eggregaving mors than §1 billion, was mada in the "C" dspositary
banks at about the same tims that dealer credit demands were
rising sc sharply. Beginning yesterday, some of these redeposits
were recalied, and more may be recallsd over the next few days.
At the pame time, ag I indicated earlier, dealers' positioms,
and their use of cradit, have receded from the peak reached
during the refurding. T might wmention thet despite the sub-
gstantisl redsposits that were mads, the Treasury's balance at
the Reserve Banks ren higher than had been anticipated, amd
this higher balance was a major factor in producing the lower-
than-expscted free reserve figurs of last week, Largely because
of the heevy redsposits into the "C" depositary banks, however,
the monsy market tendad to be somewhat eatler, even with the
lower fres resarve figure, than it had been during the preceding
two wesks vwhen free reserves were about $100 million higher.

I should call the Coammittee’s attention to the fact that in
yesterday's Treasury bill auction & major New York bank submitted
a tender for $400 million three-month bills at what seemed at
the tims to be a reiatively high price. The strength of that
and other bldding was such that that price twrned out to be the
lowast at vhich tenders ware accepted, and the bank concerned vas
allotted $356 million om its tender., With such & large amount
going to one imstitution, several other large banks and dealers
received no awards of three-mopth bills at all, and others won
only smail amounts. The efforts of these banks and dealers to
cover their ccamitments to customsrs and to establigh trading
positions in the naw thres-month bills is in all iikelihood
putting considsrshls downward pressure on blll rates at this
mosant .
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Thereupon, upon motion duly made and
seconded, the open market transactions in
Govermment securities during the pariod
April 17 through May T, 1962, were spproved,
ratified, and confirmed,

Mr. Noyes presented the following statement with respect to
economic developments:

At the outset it can be sald that there has been no marksd
change in the over-all economic situation since the last meeting.
On balance, econcmic conditions may be characterized as having
continued to improve mcderately. March housing starts, which I
singled cut as an important missing link in the data available
last time, turned out to be high--back up in a single month to
almost the level {hat prevailed before they turned down last fall.
The McGraw-Hill survey of proposed plant and equipment expendi-
tures for the current yesr has also become avallable since the
last meeting. The prospective increase over last year of 1l per
cent was up substantially from the 8 per cent reported in the
Commerce-S.E.C. gurvey earlier in the year.,

But there has also been some less favorable news. While
first quarter corporate profits show large gains from the
depressed levels of a ye2ar ago, they were probably dowm from the
fourth quarter, even after allowance for normal seasonal differ-
ence. The stock market has experienced a considerable downward
adjustment, perhaps greater than the profits figures alone would
Juastify. We have glso learned that new orders for durable goods
in March deeclined further, by 3 per cent.

However, most of the information that has become avallable
reflects no change or further moderate improvement. Neither the
production index nor total retail sales for April have been
released, but both are likely to be wp & little. The unemploy=-
mant rate in April was substantlally unchanged, the actual
reduction being Just about the normal seasonal improvement.

The econcomy has clearly smerged from the winter Iull on the
up side--as almost everyonme expected that it would--but it still
has not ghown encugh strength to suggest a gquarter-to-guarter
change in the present quarter equal to that anticipated before
the turn of the year, much less enough to make up the short-fall
in the first quarter. To de more ppecific, the most cptimistic
appraisal of the current gquarter would be for an increase in
GNP of about $10 billion, while a rise of $13 billion was
assumed in the $570 billion anmual average projected in the
Budget and the Economic Report.
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It 1s always a temptation to try to find something new to
say about the sconomic situation, either in words or in sub-
stance; but at this Juncturs, the facts peem to demand a
repetition of the colorless phrase-~continued moderate improve-
mo

I believe the implications of this situstion for monetary
policy are evident and equally cclorlessg, Credit markets have
saged further in recant weeks, as Mr. Koch will report in more
detail, With Treasury cperations confined largely to refunding
and a large flow of savings through financial intermediaries,
this easing hss been the result of the normal operation of
market forces, modified by the sfforts of the System and the
Treasury to mainteln the lesvel of ghort rates. Whether the
endsavor to avoid dowmward pressure on ghort-tarm rates should
bs continued--or perhape even intensified--isz a guesticn that
mugt be answerad on the basis of Judgments that extend well
beyond the iimits of the domestic economic situetion. On the
other hand, domestic econcmic conditions certainly suggest, and
aight slmost be saild to dictate, that the easier conditions
which havea dsveloped in the intermediate and long-term markets
should not be frustrated by overt sction at this time.

Mr. Furth presented the following statement with respect to the
U. 8. balance of payments and related matiers:

Cur internationel defieit dropped sharply in April, accord-
ing to tentative and partial data, perhaps back to the anmual
rate of $1-1/2 bpillion that prevailed in January and February.,

Satisfaction with this ifmprovement should be tempsred,
howsver, by the suspicion that some of it may have raflected
movements of capital from Canada. For reasons of economic
analysis or becausa of some lsakage of official secrets, the
market had apparantly expected that Canada would establish a
value for its dollar at a rate lower than the current quetisatlion.
Market offers of Canadian dollars began greatly to exceed market
demand, and the Bank of Canads lost more than $100 million during
April in its attempts to meintain the quotation at a figure
2-3/% per cemt higher than the par valus declared on Nay 2.
Under these circumstances, the reflux of funds to Canada, which
should promptly occur if the market is satisfied with the
viability of the new par value, might soon increass our deficit.
Further data will be nesded, however, befcre our balance of
paymants for April can be firmly analyzed.

The internmational situation still shows contimaing or even
accelerating expansion in Western Burope and little change
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elsevhere. But four recent financisl decleions of foreign
monetary suthorities are likely to axert some influence on our
international accounts.

The first and most important of them was the reduction in
British Bank Rate. Initially, at least, this reduction seems to
have put an epd to the accumiation of dollars by the Bank of
Englani. This change has iessensd the threat of further gold
drains. Since most of the funds that had flown to London came
from Continental Furcpe, however, the cessation of the flow does
not directly improve the U. 5. balsnce of payments.

Furthermore, the reduction in British interest rates has not
widened the covered interest-rate differential on Treasury bills
in favor of New York, but on the contrary has led to its dis-
appearance. Renewed market confidence in the future of sterling,
bolaterad by the repested reductions in Bank Rate, has caused
the forward discount of sterling against the dollar to drop from
nearly 2 per cent to little more than 1-1/4 per cent. This drop
was greater than the decline in British Treasury bill rates
following the Bank Rate change.

The second action was the decision of the Netherlands Bank
to increase its discount rate and to permit this year only
nominal foreign bond issues in the Amsterdam maerket. While these
moves are likely to have only negligible direct seffects on the
doller, they illustrate the tendency of European authorities to
restrict international capital movemsnts without giving much con-
glderation to the principles of intsr-central-bank cooperation.
Nstherlands officials have repeatadly urged the United Statas to
raise interegt rete levels in order to force foreigners to shift
their borrowing to Continental Europe. Interest rates in New
York ara highsr than in Amsterdam, but the differential cannct
banefrit our capital accounts as long s foreign berrowers are
prevented from taking advantage of the lower Netherlands rates.

In & similer vein, the German authorities have followed up
their expressiong o¢f concern abemt inflationary pressures by not
orly raising Treasury bill rates but also permitting Germen banks
again to pay interest to foreign depositors. These actions were
taksn despite the jump in the German trade surplus in March to
an anmual rate of $2 billion, twice the Jamuary-February rate.
European surplus countries hardly maks it expier for the United
States to sliminate its external deficit vhen they take
immediate corrective action as scon aes thelr surplus shows the
Tirst signes of declining.

The fourth action was the establishment of the new par
value of the Canadian dollar. The abandonment of the flexible
exchange rate expsriment has been acclaimed in Washington, but
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there has been some uneasiness about the magnitude of the
depreciation of the Canadian dollar. The new low rate may well
adversely affact our trade as well as our caplital accounts.

The position of the dollar has not changed much in gold and
Toreign exchange markets. The geld price in the London market
has remained in the neighborhood of $35.08; at least part of the
time, the Bank of England has probably been able to act as net
purchaser rather than as net seller of gold. The dollar has
slightly improved against sterling and againest the German mark.
But it has declined against the Swiss franc and, probably as a
consaquence of the actions of the Netherlands Bank, against the
Netherlands guilder; it is now virtually at the floor in the
Netherlands, as it has been for some time in the two major surplus
countries, France and Ttaly.

None of these exchange rate movements, however, seems to have
been caused by anything resembling a flight from the dollar. The
market may agree with thoss economists who believe that the fate
of the dollar will mainly be declded by economic and financial
developmenis in the Unlted States, and that these developments
have so far not Justified apprehension regarding our ability to
maintain stability in our cost and price system.

Mr. Koch pregented the following statement with respect to financial
developments:

In commenting on recent financial happenings this morning,

T should like to focus on those developments that we have on
occasion In the past referred to as the intermediate objectives
of Federal Reserve policy. Firet, let us look at various concepts
and forme of liquidity. Money supply, narrowly defined, has
picked up smartly in recent weeks. After incressing $300 million
in March, it rose a billion dollars in April. Tt is now 2-1/2
per cent above the level a year ago.

The sharp growth in time snd savings deposits at commerecial
banks continued during the first half of April, but apparently
tapered off somewhat thereafter. Nevertheless, growth in total
deposits at commercial banks, expressed ag a sessonally adjusted
annual rate, has been at about 10 per cent slnce the first of the
year. There is alsc some evidence that the hectic actlvity in
time accounts is slowing down, The data collected by the Chicago
Federal Reserve Bank on gross new deposits in and withdrawals from
these accounts at banks in the Seventh District show both declin-
ing quite sharply in recent weeks. Forms of liquidity other than
depogits at commercial banks have also apparently increased
significantly further, although no data are available subsequent
to March.
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Such over-all liquidity ratlos as that of total 1iquid assets
to the gross national product and that of corporate liquid aesets
to current llabilitiee, however, are still not high by historical
standards. With reference to the state of the economy's liquidity
and its relevance to sctivity, a new concept that came to my
attention the other day was that of net private financial assets
to GNP. This concept subtracts privete financial liabilities
from liquid assets. When one makes this adjustment, he finds
that ligquidity hes declined much more scharply relatlive to the
glze of the economy since World War II than is shown by the more
usuwal liquidity ratios, and also that it is currentiy at a lower
level.

Turning from ljiquidity to credit availability as another
indicator of the effects of recent Federal Regerve policiss on
economic activity, total bank loans end investments wera
up 8 per cent in the first four months of 1962 on a seasonally
adjusted annual rate basis. The sharpest increase has been
in bank holdings of securities other than U. 5. Govermments,
presumably mainly municipals, which have increased at cver a
25 per cent annusl rate. The rate of increase in business
lending has slackened somewhat, whereae tha rates of increase
in real estate and consumer lending have picked up thus far
thils year.

The volunme of capital market finencing has also saccelerated
in recent weeke. New corporate security issues totaled $1.2
billion in April, up from an $800 million monthly sverage in
the firast quarter ind less than the heavy April 1961 calendar
only becsuse of the largs AT&T financing a year ago. Municipal
financing totaled sbout $850 million in April, approximately
equal to the first quarter average, but somewhat above the
year-ago level. The volume of both corporate and municipal
financing, however, 1s expected to decline this month.

As & final indicator of Federal Reserve effects, working
of course slong with sll of the variocus market forces, the
cost of credit has continued to decline, particularly in
the case of long-term financing. The Government bond rate
and that on outstanding Aaa corporate issues, at 3.87 and
k.31 per cent, respectively, are now at around their lowest
levele since last summer. New corporate lssues are coming
to market at about their lowest rates since 1958.

The rate on outstanding new Aaa municipal issues, at
2.93 per cent, is also at the lowest level since 1958. Other
signs of the recent easing tendencies 1n long-term financing
are the facts (1) that interest rates on new corporate issues
are below those on outstanding issues, a rare occurrence, and
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(2) that the rate on lower grade municipal issues has declined
congiderably more gharply than that on higher grade issues.

I should like %o conclude this morning with & few com-
ments on recent projections of economic and financial
developments for the rest of 1962 made by several of my
colleagues here at the Board. A more detslled presentation
of their findings will be given this afterncon to those of
you who are interasted.

The authors conclude that & reasonable case can be made
for either (1) a continuation of recent experience, thus
meaning further expansion in GNP at, let us say, a 5 per cent
annual rate, or {2) a pickup of the rate of expansion to the
path projected in the last Budget wmessage, which would imply
GNP increasing at a 7-1/2 per cent rate. The lower model
would likely leave ug with unemployment and capacity utiliza-
tion rates st about the seme levels as at the beglnning of the
year, The more optimistic model would mean that some progress
would likely be made in our resource utilization problem, but
at still & surprisingly slow rate. In neither model does the
rate of resource utilization suggest upward price pressures in
commodity markets thie ysar.

For our wors imsediate purposes, the main relevance of the
projections is that neither of the models suggests that any
sustained upward pressure on interest rates is likely in the
monthe ahsad., In the case of both projections, credit demands
would be only moderate relative to the size of the economy,
although ln dollar amount the total funds raised In credit
and equity markets might spproximete the level reached in
1959. The mcderate nature of likely prospective credit demands
is also suggested by the recent McGraw-Rill survey of
businass plaws for capital spending, which found that com-
penies expect their demands for external funds for all purposes
to increasse only 1 per cent over last year, whereas internal
funds are expected to rise 14 per cent.

Ssvings flows, on the other hand, are likely to remain
relatively largs throughout the rest of 1962 and, assuming
the continusnce of monetary ease, the vast bulk of these flows
would likely be channeled through financial intermediaries
rather then directly into financial markets. Moderate credit
expansion, lerge savings flows to ingtitutioms, and continued
monetary ease are the basis for the projection of relatively
stbable interest rates under the optimistic model and possibly
aven further declining rates in the lower model.

Reither medel suggests the need or desirability of any
near-term lessening of ease in monstary policy--not, at least,
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until or unless the effects of policy become more obviocusly
sdverse, either with respect to capital cutflows or with
respect to & marked deterioration in bank lending and invest-
ing activities. On the cther hand, April developmente in
liquidity, credit availlability, and interest rates suggest

to me that the degree of ease being achieved by existing
policy 1s for the present providing an adequate monetary stim-
ulant to economic activity.

Mr. Treiber presented the following statement of his views on the
business outlook and monetary policy:

It is now clear that the slowdown in economic expansion
st the beginning of 1962 was only a pause. The expansion has
resumed at a moderate pace,

Consuner spending, especially on sutomobiles and resi-
dentisl conetruction, hes risen.

The McGraw-Hill spring survey of businessmen's spending
plans for 1962, made before the steel price apisode, indicates,
as expscted, a socmewhat faster growth in expemditures for
plant and equipment for the balance of the year than was
indicated in a survey taken two months earlier. While the
prospect of a cost-price push in the steel industry has been
avoided, a substantlial part of the business community disliked
the Administration's role in getting the steel price increase
reversed., With meny businessmen gquestlioning the Administra-
tion's attitude toward business, will these questions and
doubta have & dampening effect on the spending decisions of
businessmen? Corporate profits have been rising, and greater
profits encourasge greater capital expenditures. 1 would con-
clude that, despite the fears ani hesitations of some business-
men, we may expect to gee increased speniing for capital purposes
as indicated in the survey.

The problem of unemployment persista. The rate of
unamployment is still significantly higher than in the compsarable
stage of the two previous business expansions. Despite the drop
in total unemployment, the number of persons cut of work more
than half & year (the so-called ™hard core" unemployment) is
vell above the trough of the recession in early 1961.

The axpansion in tusiness activity continues to be accom-
panied by price stabllity,

Bank losns have shown moderate strength in recent weeks.,
Consumer loans and loans comnected with real estate and con-
struction have shown substantial strength. The money supply
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had growm in April by a larger amount than in recent montha,
wvhile there are some indications that the growth of time
deposits is slowing dowm.

The banks still have adeguate liguidity. This is elso
true of other segments of the economy.

The Treasury will be completing its current refunding
operation on May 15. Thereafter, there will be a periog of
several weeks during which the Treasury will not be coming to
the market except to r¢ll over the weekly Treassury bill issues.
It is not expected to need cash until July, slthough the
Tregsury may meat some of its July needs through an operation
in late June.

The balance-of-payments problem contimmes with little or
no improvement.. Indeed, the statistics for the first quarter of
1962 are worse than those for the first quarter of 1961, and even
more 20 if a technical adjustment in German balances is disre-
garded.

Assuning a contimmed expension of businese actlvity in the
United States, imports are likely to move wp further, thereby
worsening our payments position, We must also be alert to the rizk
that at some point continuing defliecits and the absence of what
foreigners would regard &s a coordinated and determined effort
to cope with the problem may so disturb foreign confidence as
to lead to large-scale ghifts from dollars into gold. Our gold
loss this year has exceeded that of the comparable period in
1961: and further losses are to be expected.

In considering relative interest rates in international
marketg, wes have bean accustomed to concentrating on the short-
tern rates and their influepnce on short-term cepital movemente.
Long-term rates, of course, also have an influence. The
relatively low long-term interest rates in the United States
certaelnly have been an lncreasing encouragement to long-term
borrowing by foreigners in this merket.

In considering monetary policy, it is apparent that the
domestic economic sgituation is improving while the inter-
national financial situation is bad apnd 1s likely to continue
to be so. Under the circumstances, it seems to me that, with
increased aconomic activity over the coming months, cyclical
forces, 8s they develop, should be allowed to put some upward
pressure on msrket rates--both short-term and long-term--and to
reduce free reserve positions. This should help to check undue
acguisition of long-term igpues by commercial banks and to
counteract any speculative expectations that might be develop-
ing with regard to long-term Government securities; it may also
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dampen speculstive real estate develcpments which are under-
takan here and there. I would not sxpect that some tightening
would sap the mortgage market and curtail construction activity,
nor wouwid it significantly curtail capital spending. On the
other kepnd, it might dawpen to some dagres the outflow of
long=term cspltal.

Sgttlemeant for the new lssues in comasction with the cup-
rent Tressury finspclng operation will take place next Tuesday,
May 15. In the meantime, T think the Desk should resist any
significant dowvnward movement in Freasury bill rates, even if
this should involve pome shrinksge in fres reserves. After the
refunding iz out of the way, I would fevor problang toverd a
somavhat higher level of short-term rates. I would not stand
in the wey of any moderste upward movement in rates that wight
come sbout through the action of market forcaes.

I think 1%t would be desirable to meke some changes in the
current econciic policy directive, which for scme time has
referred to "the modest nature of recent advances in the pace
of econcaic activity." It would seem desirable to revise the
first parsgraph of the directive so as to reflect the curremt
economic situation. I think it would also be desirable to
revise the second parsgraph so as to indieate that the System
would not resist some moderate upward pressures brought about
by combinued business expansion.

I would not favor overt action by raising the discount
rate at this time unless, of course, it werz part of &
"package" or a coordinated group of actions to be taken by cur
Governmeént on several fromts to focus attention on and to bhelp
solva our balsnce-of-payments problem.

M. Ellia reported that Rew Englend had been enjoying good spring
weather., However, the strength of the economy seemad to have a deseper
base than good weather. The economy wae being assisted by consumer
spending, and the willingness to borrow hed improved. Easier season
retail salzs, seasonally adjusted, were scme 10 per cent ahead of 1960,
the previous high year. The ski resort business exceeded the previous
record year of 1960, and autcmobile sales continued strong. Major re-

porting benks indicated that purchases of new cars were some 18 per cent
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above a year ago, as mensured by their extensions of installment credit.
Construction in the greater Boston area was getting a strong boost from
several exceptionally large projects thst were all in progress at the

same time. The New England production index moved up slightly from Februe
ary to March, with the important strength in the durable goods industries.
In summary, economic expansion was proceeding at a modest pace, although
the picture was somewhat mixed.

Firat District reporting bankse continued to experience a business
loan demsnd that was a little stronger than seasonal expectations. During
the wmost recent three-week period, time deposit growth slackened. Yet
ssvings banks had a deposit growth running some 8 per cent shead of a year
ago, while withdrswals were down aboyt 2 per cent,

Turning to pelicy considerations, Mr. Ellig referrad to comments
in Mr. Noyes' stelesent to the effect that there had been no material
chapge in the husiness pleture, vhich was basically ons of contimuing
modset lwprovement. This improvemsnt was more evident, Mr. Ellis suggeated,
iv date on final takings at consumer, business, and Government levels than
in production and employment series. Iooking back, he fslt that monstary
policy had quite proparly been stimulating. If ke undsrstood Mr. Koch's
figurses corrvacily, there hed been fairly sharp ineresses recently in the
msasures of money swpply and credit availability. These devalopments
would appear tu raflact the effect of monatary policy, which comes with

aome lsg in & period vhen demand is gtrenmgthening. If there continued to



5/8/62 -1h-
be & strengthening in demand, he would expect the expansion in the
credit series to be more rapid than one would want to accept on &
continuing bagis. With reference to the two wodsls of economic and
financial developments for the rest of 1962, to which Mr. Koch had
referred, he had some feeling that if the economic adwence should gain
momshtun & monetary policy designed to preserve frea ressrves of
around $400 million would support & credit build-up more rapid than
the Committea wonid like to see continue.

Mr. Ellis expressed the view thet no sbrupt shift im policy
was warranted at this particular time. He agreed with Mr. Koch that
the present degree of ease was providing an adsgquate monetary stimlant
to economic sectivity. At the same time, he would be prepared to revert
to the position takem by stme in Jamuary, before the pauge in business
expangion, that the System shonld think in terms of allowing & strengthen-
ing of credit demends, if and when they developed, to create conditions
of less market case. The expansion of the dcmestic economy seemed to
provids grester leseway for monetary policy to mske vhatever contributiom
was possible so far ea the international situation was concernmed. This
suggested to him that the projections of requirsd reserves should be
formijated on the basis of an ammual growth rate of 3 per cemt, or
pomewhat lsss, rather than 4 per cent. Ne would be inclined to accept
a target for free reserves in the area of $350-$400 wmillion and to allow
short-tere rates Lo push toward 3 per cemt, with the Faderal funds rate
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more frequently at 3 per cent. He would anilcipute some member bank
borrowing, which should be taken as evidence that the initiative in
credit tightening was coming from the market place as the result of
demand forces., While his preseription was presented within the general
framework of no substantial change of policy over the next three weeks,
he would suggest that doubts be resolved on the side of a little less
ease.

Mr. Ellis expressed the view that it might be appropriate to
change the first paragraph of the current economic policy directive,
but he would be inclined to leave the second paragraph as it stood. He
would not recomsend changing the discount rate at this time.

Mr. Irons reported thet in the Eleventh District the over-all
pilcture was on2 of modarate, generally satisfactory improvement. The
employment situation was strong, department store sales during the
Easter period were up gbout 8.5 per cent from the previous year, and
construction was running about 35 per cent above a year ago. Unemploy-
ment, on an unadjusted basis, stood at about 4.9 per cent of the labor
force. There was no appreciasble change in the petroleum situation. The
industrial production index, heavily weighted for petroleum, was down in
March but appeared likely to show some improvement in April. Agricultural
conditions were gemerally good, but with some spottinees, as is often

the case at this season of the year.



5/8/62 ~16-

Losos sod imvestments of District banks were up moderately.
he banks had been tending to reduce their holdings of short-tarm
Governments and to buy longer-term Governmsnt and other sacurities.
Potal deposits vers up, the rise in time depogits being appreciably
grester than the decline in demand deposits. During the past three
veeks District benks were nst buyers of Federal funds, while borrowing
from the Reserve Bank was nominal.,

With respect to monetary policy, Mr. Irons sald it seemed to
him, upon evaluating the economic situation, that it would be appropriate
to continue about the seme policy that had been followed during the
past three.wsek period, in fact the past several periode. There vas
an absence of inflationary pressures. Also, there appeared to de
considsrabls uncertainty smong businepsmen in the Eleventh District
ginee the steel price episode in terms of the ocutlook for business.
There was sowe concern about the profit-wage-price situation, and how
this would work out. As to economlie activity, thers seemed to be
steady improvemsnt, but at only & moderate rata. Accordingly, as he
had said, he vould continms sbout the szame degres of eass that had
prevailed recently. The System shouid contimue to provide reserves,
but 1t should not force them on the banking system. There had been
stability in the Federal funds market during the past three weeks, and
also relative stability in the bdil] market. It sppeared that reserves

had been adequately aveilable besmuse bill rates did not move up; it
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8180 appeared that the degrea of ease wag not particularly excessive
because short rates did not move down appreciably. He would suggest
continuing to watch the tone and feel of the market closely, with a
view to maintaining a comfortable but not an excesaive degree of
eage. If the drift should be toward a little more firmness as the
result of market forces, he would nct be too concerned. As rough
targets, he vould suggest a Federal funds rate from 2-1/2 to 2-3/h
per cent, free reserves in the area of $350-$400 million, and a bill
rate around 2-3/k per cent or on the up side. The kind of policy that
he had been suggesting in genersl terms should come cut to about that
sort of picture.

Mr. Irons said he had not thought in terms of chaaging the
current econcmic policy directive at thiz time, partly bacause he felt
that present policy should be continusd and partly because he d4id not
see onough change in the domestie or international situation to establiszh
any compalling nsed for altering the descriptive phrases in the directive,
On the other hand, he would not oppose making some modest changes in
the directive if they were felt dssirable by the Committee. He would
not recommend changing the discount rate at this time.

Mr. Swan said that very little in the way of new Twelfth
District statistics had becoms svallabls since the April 17 meeting.
As he mentionsed at that time, preliminary data had indicated that the

seasonally adjusted unemployment rate in the Pacific Coast States in
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March was not as favorable as the national rate. That had now been
confirmed. 1In fact, the rate rose a little from February to March.
However, consumer spending continued strong and major construction
contract awarda were up sharply in March from the low February level.
For the first quarter, construction contract awards were up 4 per
coxt from the corresponding perioed of the previous year. Gains
largsr than & per ceat in residential and private nonresidential
avards more than offset & sharp decline in utilities and public works
contracts. However, a rather widespresd labor dispute in northern
California tended to cloud the near-term outlook.

For the first three weeks of April, District reporting banks
contioued to show a consldsrable increase in real estate loeans, as they
had for several weeks previocusly, and s smaller increass in ccamercial
and industrial loans. The large banks were still net sellexrs of
Federsl funds. Ssavings deposits &t weekly reperting banks were down
during the three weeks snded April 25, the first time that a decline
had occurred this year. Presumably the decline was related to income
tax payments. During that three-week period, imcidentally, thers was
o small decline in savings deposits at all weekly reporting banks
throughout the country; however, due to the rather substantial decline
in the Twelfth Bistrict, there was actually an increase in the remainder
of the country. Five out of seven major Les Angeles and San Francisco
banks indicsted that they experiemced s fairly sigaificant declime in
earnings during the first quarter of this year. The cnly twe that aid
not had alresdy gone on & dally interest basis ia the first guarter of
1961.
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Turning to the national cutlook, Mr. Swan ncted that economic
expansion, though continuing, was not vigorous. The economy still had
a congiderable vay to go before reaching a satisfactory relationmship
to capacity in terms of equipment or mampower, and apparently quite a
vay to go before price pressures were created. There was an excessive
level of unemployment, and this problem might become even more difficult
if there should be a resumption of growth of the lsbor force. Thus,
it seemad to him that as of today, there was no basis for even a
slight tightening of policy. KNor did he believe that the recent de-
cline in long-term rates-~which reflected market factors rather than
System policy-~-or the intermatiomal situation provided sufficient
reason for tightening. The best inducement for funds to remain in
this country rathser than move abroad was a higher level of busipess
activity in the United States.

Coneequently, Mr. Swan said, he would recommend no particular
change in policy at thizs time, and if anything a leaning on the side
of slightly more ease rather than less. This would mesn retaining
the & per cent growth target in terms of total reserves, or moving
the target a little higher. As to free ressrves, he would move up
a little from the $400 million average of the three weeks ended May 2.
He would not be particularly concerned if the bill rate fell aomewhat

below 2-3/k per cent.
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As to the current econcaic policy directive, Mr. Swan sald
he was rather surprised at {the suggestion to change the first
paragraph, because he thought the langusge of the existing directive
was still an apt description of the current econmomic situation. He
would not recommend any change in the discount rate at this time.

In a further comment, Mr. Swan inguired whether there was not
an increasing tendency to use repurchase agreements, in lieu of out-
right purchases, when providing additional reserves, presumably to
minimize direct downward pressure on the bill rate. While he could
appreciate that this might be a useful device, it seemed to him this
was a departure from the original purpose of the use of repurchase
agreements. Since the option of withdrawal before maturity was with
the borrower, this tended to take the _initiative away from the Open
Market Account to some extent. Of course, if repurchase agreements
were withdrawn, presumably they could alwsys be replaced by cutright
purchases of securlties. Nevertheless, he wondered if the use of
repurchase agreements did not encourage falling short of the estimates
at the end of a week when this happened. To repeat, he felt that
there had been some ghift from the original purpose of repurchase
agreements, which he interpreted as contemplating a device to provide
additional reserves in the event of temporary tightness or knots in
the market, to a more significant and more frequent rocle in open

market operations. It seemed to him that the choice was present, when
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there vere advance withdrawals, of whether to make a substantial

entry into the market by purchasing a greater amount of securities
than might be desirable, in terms of a given day, or of falling short
of the target for the reserve position of the banking system. The
foragoing was more in the nature of an inquiry than a critical cooment,
but he had wantsd to ralse the question.

Mr. Deming stated that there was little new to report from the
Kinth Distriect, which appeared to be moving along about the same as
the nation. %he only item that showed any real difference from the
nation was loen demand, which was somewhat stronger in the District.
This had been the cese at city banka of the District during most of
the current year. Bankers were talking asbout the demand being brisk,
or quite good, and these commente did not seem characteristic of those
being made by bankers throughout the country generally.

As to the national situation, Mr. Daming noted that the rate of
aeconomic gair was characterized as modest. That was probably correct.
Bovever, the rate of expansion did not seem to be too bad; current
estimates of gross national product for the second quarter did not
appear to be substantially below the rate that had been projected at
the beginuing of the year. At the same time¢, from his observations and
contasts, he did not sense any feeling of exuberance. According te
the projection models to which Mr. Koch had referred, it would seem

doubtful vhether natural forces were going to produce any substantial
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market tightening; if he understood correctly, even the more optimistic
model did not contemplate a strength of demand for funds such as to
have much effect on interest rates. If that was trus, the only way
that a tightening could be achieved would be through overt action,

8nd he would not be prepared to suggest such action at this time.

Summarizing, Mr. Peming eaid he did not believe that any
varticular change in the course of policy wag called for in the next
three weeks. He would {ry to keep free reserves around their reecent
levels. Whlle he 414 not like to see the bill rate fall unduly,
neither would he ba particularly concerned if it fell to a somewhat
lower level for a day or two, or even for a week. He gaw no particular
resson to change the policy directive at this time, and he would not
change the discount rate.

Mr. Scanlon reported that business continued to improve slowly
in the Seventh District. Department store sales and sales of new
asutomobiles indicated thet the rather strong consumer demand in March
had comtimued in April. Production was rising gradually, but remeined
below prerecession levels. The decline in steel production following
the wage eettlement had been somewhat less in the Chicago area than in
the nation. Nevertheless, although order cancellations had ended,
production vas expected to decline further. A recent survey indicated

that farm real estate prices had rigen from year-ago levels,
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Mr. Scanlon commented that interzst in foreign trade continued
to grow in the Midwest. The relatlively slow economic growth in important
areag in the District seemed to have stimilated interest in the possibility
of increasing exports, In view of comments heard frequently with regard
to wage rates and commodlty prices, it was interesting to note that
there wvers some sltuations where United States manufacturers were
competing on favorable terms with foreign plants. After citing certaln
cases in point, Mr. Scanlon commented that according to one manufacturer
with plants here and abroed, the advantages of domestic production
included the economies of large volume, the availsbility and quality of
suppliers, and the availability of skilled labor. Also, Government

gponsored insurance programs gppeared to be playing a larger role in
private plans to finance exports.

Seventh District banks, in order to offset the increased cost
of interest paymente on savings deposits, were lengthening the average
maturities of their portfolics by purchasing longer-term Government
bonds and other securities and by acquiring mortgages from the Federal
Rational Mortgage Association,

In summary, Mr. Scanlon sald, the rise in business activity at
a paca below general expectations, together with the uncertainties
created by the recent steel price episode and the possible effects of
the Administration’s proposed new international trade program, had caused

some business executives to adopt a ecautious attitude. With considerable
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margins of umused labor and unused piant capacity, he felt that no
signal should be given to the market at present that would suggest a
shift of Federal Reserve policy toward less ease. In his opinion there
was no need for any material change in the policy directive, and he
would not make any change im the discount rate at this time.

Mr. Clay expressed the opinion that the Committee should
continue essentially the same policy of monetary ease that it had been
pursuing in recent weeks. While there had been further expansion in
economic activity, notably in the automobile industry, a satisfactory
performance of the pational economy in terms of employment and output
would require substantial and widespread improvement in various sectors
of the economy. RBxpansion in bank credit on a seasonally adjusted
basls and the accompanying developments that had been taking place in
the money and capltal markets had been appropriate to these cilreumstances.

A combination of various factors, including the growth of bank
credit, expectations as to both demand and supply of credit, and the
interest of banks in acquiring assets with higher ylelds to cover costs
on time deposits, had produced more attractive interest rates for
prospective borrowers in the important aress of business capital
outlays, residential building, snd State and local construction. State-
mants by bankers in the Kansas Clty District suggested that the expansion
of the credit base also may have had some impact on effective consumer
credit rates. These easier credit conditions should help to encourage
further expansion in demand for goods and services, and monetary

policy should foster their continuation.
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The imternational balance-of-payments problem appeared to
Mr. Clay to call for an extension of recent policy with respect to
the Treasury biil rate--within the same generai range previcusly
determined. In line with the monetary peolicy he suggested, no
change was recommendsed in the Reserve Bank discount rate.

Mr. Wayne said he saw ncthing in reecent Fifth District
developments that differed significantly from the situatiocn reported
three weeks ago. The economy continued to pled slightly wpward
without unusual strength in any areca. Mamifacturing smployment
increased slightly in March, and nonmsnufacturing fell a little.
Furniture was still the brightest spot, but the gains were groving
smaller each month. Textiles showed little change, and bituminous
coal production--wvhile improving somsvhat--was still far from
satisfactory. In short, the DIistrict situastion closely resembled
that of the nation.

Turning to policy considerstions, Mr. Wayne said that as
this second year of the current wpswing advanced, it seemed to him
there were two trends or tendencies in the economy that had resl
significance for monetary policy. The first was an increasing
possibility that business activity would flatten ocut and later turn
down without ever having attained & momentvm whick would Justify or
permit any significant degres of credit restraint. The gecond ves a
tapndency for leng-term capital outflows to continue and perhaps increase
as a reasult of the decline in long~tsrm interest rates. This decline

had been caused to & considerable sxteat by the highsr intsrest rates
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on time deposits permitted by the change in Regulation Q as banks
reached for investmente with longer maturities. The outflow of long-
term funds might be more troublesome than the movement of short-term
funds since 1t was more permanent and not so likely to be reversed
by changes in the relative levels of interest rates here and abroed.
Even se, 1t would certainly be wwise, in view of the faltering
upsving, to attempt to raiege long-term rates to prevent such flows.

The dilemma was a most complex one, Mr. Wayne contimued, and
menetary policy could make no more than a limited contribution toward
its solutiorn. Nothing in the domestic situation indicated any need
for tightening credit, and he believed that the System wus doing all
that was feasible on the intermational front. Therefore, he would
suggest a continuation of present poliey, by which he meant a poliecy
of "maintaining a supply of reserves adequate for further credit apd
monetary expansion,” and avoiding any general pressure on banks®
regerve pogitions. Thie would probably require a level of free
reserves substantially higher than the level inadvertently reached
last week, and perhaps in the range mentiomed in the discussion three
weeks ago.

Mr. Wayne believed 1t would be sppreopriate to renew the present
current econcmic policy directive, and he saw no reasom to change the
discount rate.

Mr. Mills said his reasoning paralleled that expressed by Mr.

Treibar., It srgued for coming to grips with what he belleved to be an
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unsatisfactery financial situation, and a shift in the course of
Federal Reserve policy toward reducing the supply of reserves.
Adoption of that kind of recommendastion would require & modification
of the current econcmic policy directive to reflect the ghift of
policy. In further aexplanation of his position, Mr. Mills presented
the following statement:

Monetary and fiscal policy actions going back over more
then one year are responsible for critical problems that are
dsily coming inte clearer perspective. A start toward thelr
solution has become urgent and further delay will only
complicate an already difficult situation.

Masgive daficit financing for the Federal Government is
the crux of the problem. Official encouragement from both
monetary and fiscal authorities has sponsored the commercial
banking system's sbsorption of the past year's increase in the
Federal debt. This encouragement has taken the tangible form
in the ares of debt management of tailoring new lssues of
¥, 8. Treasury securities so as to attract commercial bank
investment as against investment by the private sector of the
financial market, and in the area of monetary policy by con-
timously supplylng reserves to the commercial banks in
quantities that, in the sbsence of a strong loan demsnd, have
fostered their massive acquisition of U. S. Government securi-
ties. It is significant that in dollar amount a substantial
proportion of the increase in the Federal debt is now held in
the swollem positions of the U. 8. Govermment securities
dealers, and has been financed on commercial bank advances. In
terms of "classical" theory, the present fiscal and monetary
background is suspect and its implications have been rendered
more dangerous because of official support, which has instilled
confidence into the minds of investors that the present finenclal
merket climste can be maintained indefinitely even though it 1is
the artificial product of a needlessly easy credit policy that
has been abetted by officially pegging an interest yield floor
for 1. S. Treasury bills,

Foreknowledge that the U. S. Treasury will have to borrow
heavily in the second half of calendar year 1962 emphacizes the
urgent need for a change in the tone of Federal Reserve System
monetary and credit policy that will shift ite influence to the
gide of free market principles and thereby encourage private,
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rather than comssercisasl bank, investment in U. S. Treasury
obligstions. Unless such action is takea, the risk will be

run that the U. 5. Government securities market will break dowm
umder its own welght, particulerly because of the unvieldy
pogitions of the U. 8. Government securitles dealers. Conslder-
ing the desgree of liguldity alresdy injected into the economy

by virtue of mometary policy actions, a moderate move toward
lessening the supply of reserves st the ccommercisl] banking
system's disposal would in no wise reduce genaral credit avail-
ability in the economy to a point that could stifle the
constructive use of credit in fostering a high level of economic
activity. The kind of policy shift contemplated could be expected
to influence some strengthening of interest rates, which would of
itaelf be beneficial in compelling some reduction in tha posi-
tionz of V. S. Govermment securities dealers, thereby improving
their capacity to participate more broadly irn financing the U. 8.
Treasury's prospective offerings of new gecurities. By the same
token, commercial bapsk portfolios of U, S. Government securities
would be jogged lcose, leaving the banks in better positions to
flexibly undervrite and participate in the U. S, Treasury's new
gecurities offerings while, at the same time, the long neglected
free market for U. 8. Government securities would have been
cultivated Ly the atiraction of a modest increase in investment
returns. The policy proposed, of course, contemplates terminate
ing the present pegging operation with respect to U. 8. Treasury
bille and, nesedlass to say, foreign observers would velcome the
Federal Reserve System's action &8 being in accordance with
accapted central barpking theory and as token recognition of its
rart irn countering the nation's balance-of-peyments problem.

Mr. Robertson said he agreed completely with the views expressed
by Mr. Swan. Recently, he hed reviewed the policy fcllowed by the Open
Market Committee during the past five three.week periods, and he felt that
this policy provided a good record. It had been successful in stimulating
moderate economic growth, but there were still unutilized rescurces and
excessive unemployment. He could see no evidence of sloppiness im the
credit markets or of speculstive trends. Consequently, he would have no

brief for any uvightenilng of credit at this time, Instead, he felt that
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the Committee should hold close to present policy and, 1f anything, move
slightly on the side of additional ease,

Turning to the current economic policy directive, Mr. Robertson
suggested certain changes. He would make no change of substance in the
firgt paragraph, because in his opinion the language cof that paragraph
described the current situastion well. His only recommendation would be
to eliminate the clause that called for recognizing the need to main-
tain a viable international payments system. That was because he did
not understand its meaning. As to the second paragraph, he would re-
vise it as follows:

Te implemant the policy of the Committee, operations of

the System Open Market Account shall be conducted with a

view to maintaining an average level of free reserves in the

neighborhood of $400-$450 million, with allowance for any

uncertainties or distortions that may develop regarding

current or projected reserve figures. Deviations from this

specified free reserve range shall be permitted ag appropri-

ate in order to moderate abrupt or sustained changes in

short-tern rates or other untoward market pressures or

persistent departure of adjusted required reserves against

private demand deposits from the sverage upward trend of the

past five months.
Such a diractive, Mr. Robertsor noted, would call for & growth of
required ressrves against private demand deposits at a little below
an anmmal rate of 5 per cent. It would allow for temporary deviations
that might occur accidentally while continwing to aim gsnerally toward the

prescribed target. In his opiniom, such languege voald be more under
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gtandable and provide a better beasis for the operation of the Open
Market Account.

Mr. Shepardson noted that there seemed to be rather general
sgreement that a modest continmuing growth of the economy was taking
place., In his opinion, the rate of growth was affected more by
other factors than by monetary policy. There was, for example, the
uneertainty of the business commwmity resulting from the steel price
situation, along with the uncertainty asbout wage pressures. The
Government apendiag program also was & factor. Certainly, there was
neaded & fuller utilization of resources, both human and physical, but
ke did not feel that monetary policy cculd exert s significant effect.
Reports on the aveilability of credit, the money supply, and liquidity
peemed to indicate that mometary policy had done iis Job adegquately,
if not more than ajequately.

Mr. Shepardson expressed concern sbout a continued growth of
total reserves at the rate of 5 per cent. It would be preferable, he
thought, 1if the rate of growth was more like 3 per cent, or possibly
less than that. He would not Intarpret that as a tightening of credit,
but rather as & sloving down of the rate of credit expansion.

As to the cwrrent policy directive, Mr. Shepardscn suggested
the possibility of a change in the first persgraph to call for
"permitting” rather than "promoting"” further expamsion of bank credit

and the money supply. As he saw it, the present wordinmg indicated that
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the Committee was trying to do too mach. Its function should be to
pernit such expansion as might be brought about by other forces.
This could come only through & revival of business cconfidence, which could
be aided by removal of the uncertainty growing cut of the steel price
sitmtion and by scme different approach to Government sxpenditures.
Mr. King comsented, with respect to the recent rise im bomd
prices and the weakness in the stock market, that such movements
usually vere associated with conditions that would suggest a shift of
policy in the direction of ease instead of tighterming. He did not
feal that the System should provide more esse than it hed provided.
On the other hand, he 4id not think that econcmic conditions at the
presest time required any tightening. The fact that the Treasury,
after apother week, reportedly intended to refrain from adding an
sdditional $100 million to the weekly bill offering was a factor
with vhich the Account Management would have to contend. He would
not want the bill rate tc decline unduly, snd developmants would
have to be watched closely. In any event, however, he doudted
vhether the bill rate was likely to move higher; efferts probably
would have to be focused on the other side. In fact, he did not
believe it would be appropriate to ask the Manager to assume
respousibility for holding the bill rate at the presemt level. If
the bH1ill rate should fall somewhat, that might reflect forces that
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were beyond the reasonsble comtrol of monetary policy. In conclusion,
Mr. King said that his general views on policy were similar to those
expreased by Mesers. Wayne and Deming.

Mr. Mitchell expressed agreement with the position of Mr.
Swan, both im reasoning apd recommendatiomns. He would add only the
comment that in his opinior the debate on policy that had been going
on within the Committee for several meetinge was an important one,
although et first it might appear to invelve degrees of difference
that were very small. The questicn centered in the view presented
repentedly by the representatives of the New York Bank inm favor of
a8 change of policy, a change which it was indicated would be slight.
In Mr. Mitchell's opinion, that point of view should be resisted
vigorously until the country had approached closer to fall utilization
of plant capacity and labor foree, and until it could be shown that the
stability of the price level was threatened in somwe way. At this
Juncture, he saw no Justlflcation for a change in monetary policy.

Mr. Fulton said that the Fourth District was feeling the
backlash of the steel inventory build-up. Furthermore, this situation
might be prolonged for a while, as steel ingot production had not
as yet adjusted to slower deliverles as customers scught to reduce
inventories. As & matter of fact, the Fourth District had been
lagging scmevhat before the current dowmslide began. As to steel

production, the first quarter of 1962 was quite high and satisfactory,
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the second quarter would be lower than the first, and the third
probably would be lower Than the secopd by about 10 per cemt. It
was hoped that productien would start back up in the fourth quarter.
The cancellation of orders and deferment of deliveries had been
general throughout most of the steel produet lines, although pipe
was showing a somewhat better performance than cther lines. The
steel companies felt, however, that the atmosphere in which their
customers were wvorking was rather good. The customers seemed to
feel that businesgs had reached a plateau from which an expansion
eculd oceur at a reasonably satisfactory pace.

Automobile gales in the major centers of the Distriet continued
to show considerable strength, although they 4did not measure up to the
outgtaniing performance natiomally. Including ifmports, ecales in the
nation wers at sn annual rate of about 7.5 million in April, causing
some sources in the auto imdustry to raise their estimates for the
year to about 6.75 million, or possibly 7 million. Inventories had
been substantially reduced, and at the end of April totaled about
953,000~-a 38-day supply--which was quite low for this time of year.
If sales coatimued high, this would of course have s bemeficial effect
on the steel industry.

Construction activity in the District during March, as during
the entire first quarter of the year, wes xediocre, only 3 per cent
above the year-ago lavel compared with an increase of 19 per cent

nationally. Insured unemployment had declined considerably more than
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seasonally, but the improvement secemed to have tapered off, especially
in the steel centers. Nonfarm employment was still below pre-recession
levels. Department store sales were estimated to have declined
slightly in April after sessonal adjustment.

Bank credit had expanded scmewhat, with the increase divided
about equally between loans and investments. Investments reflected
a lengthening of maturities, apd husiness loans had declined.

All 1in all, Mr. Fulton said, no ebullience was seen. He
believed that the degree of ease provided by the Committee had been
sppropriate, and he would contimme it. He would not change the
current poliey directive, feeling that any revisions would necessarily
be minor and would amcunt only to changing words. He would not faver
8 change in the discount rate,

Mr. Bopp reported that business indlcatore in the Third
Plstrict showed mixed trends. Unemployment claims continued to
decline gradually, and both new and continued claims were at the
lowest levals in several years. However, gseven of the 13 major
labor market areae were still classified as having a substantial
labor surplue. The classification of Atlantic City had been changed
from “F" to "E", clearly reflecting seasonal factors; usually the
change wvas from "E" to "D".

In view of the considerable amcunt of urnused plant capacity

and of unemployment, Mr. Bopp felt that the Ccmmittee should continue
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the degres of sass that had axisted thus far, with no change in the
current policy directive or the discount rate.

Mr. Brymn said that the lstest Sixth Distriet figures were
mostly for March, with little preliminary data for April available.
Thesa figures ssemsd to indicate that economic activity had edged
up, although with no boom-liks surge cccurring. The most nctable
increases involved a sharp expsnsion of coastruction contract swards
and & gharp rise in membar bank loans. A survey of a few member
banks showed that the demand for loans was increasing, with the
quality of appllcations good.

Ags to the national pilcture, Mr. Bryan commented that the
puce of expansion still appeared modest. Inflationary forces were
restralned by mmple plant capacity and unemploywent, ag wvell as by a
mixed earninge picture and favorable imvestment opportunities abroad.
The modsrate pace of the upturn and other factors argued against a
policy that would lessen the supply of bank reserves. Accordingly,
thers seemed no reason for an overt change in policy such as a change
irn the diascount rate, and he would continue to supply reserves in
approximately sessonal proportioms, plus a modest growth factor.

Ia April the daily average of total reserves was about $19,700 millien.
On the basls of 2 three per cent anmual growth rate the dally average
for May would be around $19,750 million, which would be satisfactory

to him as a rough target. If this were converted to free reserves,
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the target would appear to be about $425 million. Im his view

& 3 per cent growth rate was ample at the present time. I banks
needad recerves in greater volume, those reserves could be sought
through the discount window.

Mr. Francis noted thet most of this year Bighth District
activity seemed to have lagged behind the mation, However, recent
date indicated that District figures more nearly approximated
national trends. Recent conversatioms with a number of businsssmen
and others in the District seemed to support that conclusion. Almost
without exeception, business was sald to be better than lagt year,
and that the outlook for the immediate future was regarded as good.
No concern was expressed about the possibllity of a runaway type of
expansion.

Mr. Balderston ccommented that a couple of weeks ago, on the
basis of figures then available, he thought perhaps the time had come
to press on the brakes. Liguid assets for March were up to an extent
that produced an axmual rate of inereese for the first guarter of about
10 per cent. Alsoc, the money supply, if time deposits were included,
roge during the first four months of the year by about 10 per cent.
However, in studying what had happened it seemed to him that funds
had moved from the hands of the Treasury into private deposits in
the latter part of March, and that the pleture shown on the chart

that the Committee had been using was in large part explained by that



5/6/62 -37-

sovemsnt. XYor the past four or five weeks required reserves agaiast
private deposits had been growing mot at & 6 per cemt annual rste but
at only about a & per cent rate.

The principal question in his mind in recent weeks, Mr. Balderston
said, had been vhbether the economy was at last moving in such fashicn as
to reguire ecme curbing of the rate of credit expansion. His coaclusion
at the moment, however, was that this was not the case. In terms of the
projections referred to by Mr. Koch, it appeared that the econosy might
be following the low road rather than the high road. Despite guch
factors s nser-record sales of automobiles end & sharp incrsess in
housing starts, the economy did not yot show ths same characteristics
of abullience as in 1958-59 and 1955-56. The rate of inventory accumu-
lation was moderats, along with the rate of fixed investment. Moreover,
1t appeared that the stock and bond markets might be reflecting scme
change in inflatiomary expectations; something wasz happening in the
ninds of investors that asde the stock market look less attractive at
the aocment, and foreign pastures seemead to look greeasr from the
standpoint of ixvestmept cpportunities, On the other hand, the
balance-of -payments situstion seemed not to have worsened in the
past momth, sithough the progress tovard a basic balance might not
be too ancouraging. The best amswer to the questicn of how wuch
bank cradit fed in by the Federal Ressrve was seeping out to other
coantries might be that last year about $2 billion of bank funds were
loanad to Japan and other countries, or one out of aevaery sewendollars

of bank credit provided.
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Mr, Balderston said that, in coming to the conclusion that
the Committee should comtimue ite current policy without change for
a vhile longer, he was influenced by these considerations: (1) the
steel price episode hed unsettled the minds of businessmen as to fixed
investments, and businesssen would be watching for any action by the
Pedersl Resgerve System that would confirm their suspicions that the
Government was trying to restrain profit making; (2) he was not sure
that an ipcremse in interest retes would restrain the kind of borrowing
that the Japanese seemed to be doing in this country. With interest
retes a8 high as they were in Japan, those £irms would not be inhibited
from borrowing in this coumtry even if rates were much higher than at
the moment. In suggesting a continmvation of present monstery poliecy,
he reelized there was the risk of some day running into a real crisis
dne to the ocutflow of gold. At presemt, however, he saw a continued
need to foster domestic expsnsion. On balance, therefors, he would
continue pragent policy, with no change in the existing policy directive.
Chairman Martin expressad the view that this waa a period when
monetary policy eoculd do very little more than was now being done.
He agraeed with MMr. Wayne's comments about the limitationa of wmonetary
policy under current circumstsnces. If that was correct, it seemed
to him thet malantensnce of the status guo was about the best comiri-
butiom that could be wade. In his opinion, "po change, more ease” and
"no change, less eaze” defied dafinition from the standpoint of the



5/8/62 =39

conduct of open market operations. While be might question some

words In the current polley directive and while, if the directive

wers being written afresh, Mr. Shepardson's suggestion for "permitting"
rather than "promoting" further credit and monetary expansica might be
good phrasing, it was his feeling on the basis of the discussion at this
meeting that the best course would be to retain the existing dirsctive,
thus reasserting for the next three weeks the policy that the Committee
had been following. There would be another meeting of the Committee in
three weeks, and the Treasury would be out of market for a while.

The Compittec might have at that time a better perspective of what

the economy wai doing. At the moment, any improvement in the economy
was offset--perhaps more than offset--by uncerteinties affecting business
confidence. One could hardly say that there was a definite improvement
in the business picture uwntil the confidence factor had been resclved
more effectively. It might be that the picture would be clearer by the
time of the next meeting thah it was todsy.

Chairman Martin then propoged that the current economle pelicy
directive be retained and that the Comlitee coatinue its present policy
for the next three weeks.

Mr. Mills stated that he would like to be recorded &s voting
against renewal of the existing directive for reasons that he had pre-
viously expressed.

Mr. Treiber indicated that the differences between hie position
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and & continuatlon of the policy embodied in the existing directive
were not sufficlent to cause him to record a disgenting vote.

There were no other comments by members of the Cosmittee and,
in response to a quesztiom, Mr. Stone indicated that he had no comment.

Thereupon, upon motion duly made and
seconded, the Federal Reserve Bank of New
York wag anthorized and directed until other-
wise directed by the Committee to effsct
transactions for the System Open Market
Account in sccordance with the following
current ecomomic policy directive:

In view of the modest nature of recent advances in the pace
of economic activity and the continued underutilization of
resources, it remains the current policy of the Federal Open
Market Committee to premote further expansion of bank credit and
the money supply, vhile giving recognition to the country's
adverse balance of payments and the need to maintain a viable
international payments system,

Te implement thls policy, operstiong for the System Open
Market Account during the next three weeks shall be conducted
with a view to malntalning a supply of reserves adequate for
further eredit and monetary expansicn, takipg account of the
desirability of avoiding sustalned downward pressures on short-
term interest rates.

Votes for this action: Messrs. Martin,
Balderston, Bryan, Deming, Ellis, Fulton,
King, Mitchell, Rcbertson, Shepardson, and
Treiber. Vote againsgt this action: WMr. Mills.

Mr. Williams then withdrew from the meeting.

There had been distributed to the Committee a report from the
Special Manager of the System Open Market Account on System apd Treasury
operationg in forelgn currencies and on foreign exchange market conditions
for the period April 17 through May 2, 1962, along with a supplementary
report for the period May 3 through May 7, 1962, Copies of these reports

have been placed in the files of the Federal Openr Market Committee.
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In supplementaticn of the written reports, Mr. Sanford commented
substantially as follows:

Since the last meeting of the (ommittee, on April 17, the
most important development in the foreign exchange market has
been the re-establishment by Canada of & par value. The new
par declared to the International Monetary Fund of U. S.
$0.92-1/2 = $1.00 Canadian was established well after the close
of business May 2. 35So far as the Cansdian exchange rate is
concerned, the devaluation of about 3 per cent from the previous
level passed off quite easily but it did have some repercussion
in the Swiss franc market and in the London gold market.

In Switzerland an atmosphere of uneasiness developed.
People pointed to the devaluation of the Canadian dollar and
linked that with the possibility of changes occurring in one or
more other currencies. The closing spot rate for the Swiss frane
rose somewhat (from $.2302-1/4 on May 2 to $.2305-3/8 on May 3
and $.2307 on May 4), and in order to avoid the uneasiness from
feeding on jtself and perhaps spreading to other currencies, i.e.,
the United States dollar, the U. S. Stabilization Fund sold a
total of 6-1/2 million Swiss francs on those two days. As time
progressed, it became more evident that a fairly strong fiow of
funds to Switzerland (sources unknown) had developed and the
Stabilization Fund ceased, at least temporarily, operating in
the market.

The market uncertainties resulting from the Canadian rate
change were reflected in an increased demand for gold in London.
The dollar eguivalent of the fixing price rose one cent from
Wednesday's level to $35.0808 by Monday, with half this increase
coming on Monday when demand was reported to be quite heavy, and
today the price is up further to $35.082h.

Since the last meeting of the Committee there have been no
operations in foreign exchange for System Account. On the other
hand, the Stabilization Fund has had transactions in several
currencies--Deutschemarks, Netherlands guilders, asnd Swiss francs.

The range of fluctustion of the Deutschemark hag been only
between $0.2499-5/8 and $0.2501. On May 1 the Bundesbank,
believing that the danger of hot money flows to Germany has now
lessened and that the German balance of payments is closer to
eguilibrium, awthorized German banks to resume intersst payments
on nonresident time deposits. In the circumstances the Deutschemark
may in the near future be more often below par than sbove and in
fact today declineéd to slightly below par. Thus, an opportunity
may be afforded to build up System holdings of Deutschemarks for
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Possible use in the future. If we should arrive at a judgment
that System acquisition of Deutschemarks is desirable at the
time, in consultation with Bundesbank, it would be discussed
with the Commitiee's staff and reported to the Committee as a
matter of course, as acquisitions contemplated at this time would
only be made within the guidelines, which state that acquisitions
should be mede at or below par, in so far as practicable.

On April 24 the Nederlandsche Bank announced an increase in
its discount rate to 4 per cent from 3-1/2 per cent, a step which
wag taken to restrain domestic inflationary pressures. This
increase was not generally anticipated by the exchange market
because Dutch internatiopal reserves had been vising. As
traders attempted to cover commitments entered into prior to
the amnocuncement of the increase, some upward pressure was
exerted on the guilder rate, and to restrain any sharp rise
in the exchange rate which might have had an adverse effect on
the international position of the dollar, we, acting for the
Stabilization Fund, and in consultation with the Nederlandsche
Bank, sold a total of 7 million guilders on April 24, 27, and
30. OQur action in countering the fairly sharp slump of the
doilar against the guilder exercised a braking action on the
movement. It also resulted in a clearer understanding between
the Nederlandsche Bank and ourselves as to cooperation, i.e.,
it established a clearer understandimg that we can sell in the
Kew York market. We are, of course, still appraising the effect
of too rapid changes in exchange rates on public attitudes and
psychology. Meanwhile, the three-month forward guilder rate
has declined from a premium of 0.10 per cent per annum to a
discount of 0.65 per cent.

Mr. Coombs is presently in Burope. In Basle he has, at
the request of the Treasury Department, been meeting with the
central bank forejgn department experts on the completion of
arrangements relating to the London gold market. In London he
has been discuseing with the British the question of a proposed
dollar-pound swap between the Federal Reserve and the Bank of
England. Any such swap would, of course, be submitted to the
Committee for approval. There are also discussions scheduled
with the Swiss concerning a reciprocal standby credit as a
supplement to the arrangements entered into by other couuntries
with the International Monetary Fund for standby credits. I
understand that good progress has been made with the Duteh on
the establishment of a lirne of credit for the U. S. Treasury to
backstop forward guilder operations. (This would be carried out
through the Bank for Internmationsl Settlements.) Finally, I
understand conversations are also scheduled with the Belgians,
who may be interested in a swap arrangement.
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As you know, there has been a spate of new lssues of foreign
securities in the United States either already consummated or in
near contemplation. The New York market for foreign security
issues 1s both broed and completely open to borrowaers, unitike
the situation in the European markets, which have very limited
capaclty and considerable official control. In the case of the
Danish Government $20 million issue, we had discussed with
Mr. Hartogschn, Deputy Governor of the Danmarks Nationalbank,
during his visit with us, the disposition of the proceeds of
this issue and had been informed that he believed they would
be transferred into sterling, which he likened to a borrowing
from the Chase Bank, which is immediately checked out and
deposited in the National City Bank. He, therefore, contacted
his Governor and we have now been informed that the funds will
remain in the United States until such time as the Denes need to
disburse the funds here and in other countries. Similar discus-
sions have occurred in the case of the New Zealand $25 million
issue, which, if the past pattern is followed, would result in
transfer of the proceeds to the United Kingdom dollaer pool; at
this moment there has been no definitive reply from the New
Zealand authorities as to their decision in the case of the
present issue. The significance of such borrowing and immediate
conversion into sterling is that the gain of dollars to the
United Kingdom resulis in an immediate equivalent conversion
into gold obtained from the U. S. Treasury. Hence, the Treasury
and we consider it desirable to arrange, if possible, for con-
version into cther currencies only as and when the need for such
currencies may arise.

Following a brief discussion based on Mr. Sanford's comments, it
vas noted that inasmuch as there had been no System foreign currency
transactlions during the period since the Open Market Committee meeting on
April 17, 1962, no action to approve, ratify, and confirm any such trans-
actions was necessary.

All of those present except the members and alternste members of
the Committee, the other Reserve Bank Presidents, Messrs. Francis, Young,

Sherman, and Kenyon then withdrew from the meeting.
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Purguant to an understanding during an executive session
of the meeting of the Open Market Committee on January 23, 1962,
Messrs. Martin, Hayes, and Balderston had been holding informal
exploratory discussions looking toward the selection of a successor
to Mr. Rouse as Manager of the System Open Market Account. At the
meeting on April 17, 1962, it was agreed that this group would submit
a report to the Committee for consideration at a later meeting.
Such a report, dated May 1, 1962, was distributed to the Committee
under date of May 3, 1962. In this report the group recommended
that Robert W. Stone, Assistant Vice President of the Federal Reserve
Bank of New York, be selected to succeed Mr. Rouse as Manager of the
Open Market Account and suggested that the appointment be made effective
on a date to be agreed upon by the Committee and the New York Bank,
perhaps May 15, 1962. In a letter dated May 1, 1962, to Chairman
Martin, Mr. Rouse submitted his resignation as Manager of the Open Market
Account .

In discussion, Chairman Martin commented that the recommendation
with respect to Mr. Stone reflected both the views expressed by a
number of pergons outside the Federal Reserve Jystem regarding Mr.
Stone's gualifications and cbservation by members of the three-man
group concerning Mr. Stone's work on the Desk.

Thereypon, upon motion duly made and
seconded, and by unanimous vote, Mr, Rouse's

resignation as Manager of the System Open
Market Account was accepted as of the close
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of business May 14, 1962, and Mr. Stone was
selected as Manager of the System Open Market
Account to succeed Mr. Rouse, effective at the
beginning of business May 15, 1962, it being
understeod that Mr. Store’s selection was sub-
Jeet to his being satisfactory to the Board of
Directors of the New York Reserve Bank.

Upon motion duly made and seconded, the
Secretary of the Committee was requested to
prepare appropriate expressions of aspprecla-
tion for presgentation to Mr. Rouse and to
Mr. Woodlief Thomas on suitable occasions in
reccognition of their signal services to the
Committee over many years ae Manager of the
System Open Market Account and as Economist
of the Federal Open Market Committee, respec-
tively.

In further diseussion, Mr. Treiber said he anticipated that the
directors of the New York Reserve Bank at their meeting on Thursday,
May 10, would appoint Mr. Rouse as Vice President and Senior Adviser
of the Bank, appoint Mr. Stone as Vice President of the Bank, and
approve Mr. Stcne's selection as Mansger of the System QOpen Market
Account..

As to the manper of public amnouncemeut with respect to Mr.
Stone's selection as Account Mansger, it was understood that this
amouncement would be released by the Open Market Coamittee along
with advice of the resignation of Mr. Rouse as Account Manager. It
was agreed that the timing of the snnowncement, and of the announcement
by the New York Reserve Bank of the new offlcer posts at the Bank for
Messrs. Rouse and Stome, would be worked out between the Bank and Mr.

Molony, Assistant to the Board of Governors.
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It was agreed that the next meeting of the Federal Open
Market Commiitee would be held on Tuesday, May 23, 1962,

The meeting then adjourned.
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