A neeting of the Federal Open Market Committee was held in the
offices of the Board of Governors of the Federal Reserve System in
Washington on Tuesdey, May 29, 1962, at 10:00 a.m.

PRESENT: Mr. Martin, Chairman 1/
Hayes, Vice Chairman
Balderston

Bryan

Deming

Ellis

Fulton

King

Mills

Mitchell

Robertson

. Shepardson

Messrs. Bopp, Scanlon, Clay, and Tronsg, Alternate
Members of the Federal Open Market Committee

. . .

.

EREXFRAEERT

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

Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr. Hackley, General Counsel

Mr. Noyes, Economist

Messrs. Brandt, Brill, Furth, Garvy, Holland,
Koch, and Willis, Associate Econcmists

Mr. Stone, Manager, System Open Market Account

Mr. Coombs, Special Manager, System Open
Market Account

Mr. Molony, Assistant to the Board of Governors

Mr. Cardon, Legislative Counsel, Board of
Governors

Mr. Williams, Adviser, Division of Research
and Statistics, Board of Governors

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

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

}/ Entered meeting at point indicated :n minutes.
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Mr. Francis, Firat Vice President, Federal
Reserve Bank of St. Louis

Mr, Hickman, Senior Vice Pregident, Federal
Reserve Bank of Cleveland

Messrs, Eastburn, Ratchford, Baughman, Jones,
Tow, Coldwell, and Einzig, Vice Preeidents
of the Federal Reserve Banks of Philadelphia,
Richmond, Chicago, St. Louis, Kanses City,
Dallas, and San Francisco, respectively

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

Mr. Hellweg, Economist, Federal Reserve Bank
of Minneapolis

Upon motion duly made and seconded,
the minutes of the meeting of the Federal
Open Market Committee held on April 17,
1962, were approved.

Before this meeting there had been distributed to the members
of the Committee a report on open market operations in United States
Government securities covering the period May 8 through Mesy 23, 1962,
and a supplementary report covering the period May 24 through May 28,
1962, Copies of both reports have been placed in the files of the
Committee,

In supplementation of the written reports, Mr, Stone commented
as follows:

Among the more noteworthy developments as viewed from the
Trading Desk since the last meeting of the Committee is the
fact that while the banking system has had continuously
available a volume of free regerves that is within the range
of other recent periods, there has occurred, behind that
volume of free reserves, & considerably more comfortable
money market situstion and a perceptible slowing of the
rate of growth of total reserves. The evident implication
is that the economy has been meking less wvigorous use of
available free reserves than in April, for exsample, and, in
the past week or two, less vigorous use than one might expect
on seasonsl grounds, A part of the explanation of this
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situation, as we see it from the vantage point of the Desk,
lies 1n the sharp reductions in dealer positions and use of
credit since late April and early May, but whether and to
what extent the explanation for the less vigorous use of
avallable reserves in the recent period goes beyond the
decline in desler financing requirements is difficult to
determine. In any event, with Federal funds largely in a
2 - 2-3/% per cent range, the reserves have clearly been
available in emple volume. Mr. Holland, in his broader
review of the credit situation, may have somewhat more
perspective on these matters.

Given this new situation, rates on Treasury bills moved
lower during the early part of the period, but turned upwerd
when the Treasury announced that it would add $100 million
to the bill supply in the auction held last week {and when
it subsequently announced that another $100 million would be
added to the bills sold in yesterday's auction). Demand for
bills has been good throughout the period, and the general
tendency has been toward lower rates. Yesterdsy, partly in
regponse to the easy money market that developed, the rate
moved lower again., The three.month bills were sold at an
average of 2.06 per cent, while the six-month issue was gold
at an average of 2,74 per cent, These rates are down b or
5 basis points from the preceding asuction but are close to
the rates set in the auction two weeks ago. If the econcmy
does not use the reserves available to it any more vigorcusly
than in the recent period, then assuming free reserves in
about the recent range, bill rates could well drop somewhat
further even if the Treasury continues to add $100 million
to the supply of bills for the next two or three weeks. If,
on the other hand, the econemy should use up reserves at the
rate it 4id in April, short-term rates could well tend to
move upward,

Prices of Treasury bhonds in the period since the last
meeting were up, then down during much of the period, and
finelly up again in the past several days. The rise at the
beginning of the period was more or less a continuation of
the upward movement that had started about three months ago,
when the market seemed to decide that neither economic trends
nor developments in credit policy would put upward pressure
on longer-term rates for the time being -- and that the
balance of forces on retes might even be downward. The rise
in prices gained further impetus from the steady erosion of
stock market prices, Then, from about May 14 through 21,
bond prices fell off and in some casee lost perhaps a third
of the gains recorded over the previocus two and & half months.
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Better news sbout the economy, the approaching payment date
for the May refunding, and sporadic sdvances in the stock
market all helped to produce a much more cautious attitude
among dealers -- who still held large amcunts of the refunding
issues and sizaeble inventories of other issues as well. While
there was no heavy selling by investors, the limited offerings
that did appear were not readily absorbed--and in fact dealers
sought instead to lighten their inventories of intermediate
and longer issues at every opportunity., A second turnabout
in the price trend came around May 21-22 as fresh buying
was stimulated by the more attractice yield levels than
attained, and by the new rush of price declines in the
stock market, while dealers' inventories had by this time
worked down to a considerably lower level, Throughout the
period it was evident that the stock market was a major
factor influencing the prices of Treasury securities--both
as & psychological factor and as a direct influence as some
funds reportedly moved out of equities and into fixed-income
securities. The stock market's influence wag particularly
notevorthy yesterday, when the bond market started out with
small price declines, and then turned around as selling
pressures mounted in the equity market.

Finally, I might comment on the question raised by
Mr. Swan at the last meeting of the Committee, with regard
to the recent use of repurchase agreemenis. We discusaed
this matter informally after the last meeting and it might
ba useful to summarize here the substance of that discussion.
You may recall that Mr, Swan asked two questions--Tirst,
vhether the recent use of repurchase agreements went somevwhat
beyond the rationale originally envisaged when the repurchase
instrument was adopted; and second, whether the reeent use of
repurchase agreements had a tendency to csuse reserve levels
to turn out somevhat lower than anticipsted because of dealers’
action at times in terminating these agreements before maturity.
On the first point I think the answer is "yes"; it seems to us
that a somewhat more extensive use of repurchase agreements
has been part of the process of adapting System open market
operations so as to be able to inject reserves while minimizing
direct downward pressure on bill retes. As to the second
question, it does not seem to us that the employment of repurchase
agreements has tended to produce significent shortfells from
anticipated reserve levels, We know when we arrange these
agreements that they may be withdrewn by dealers prior to
meturity, and same rough allowance can be made for this,
Partly for this reason, shortfalls from anticipated reserve
levels owing to dealer withdrawals of repurchase agreements
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have been very small relative tc shortfalis resulting from
the erratic behavior of market factors.

Thereupon, upon motion duly made and
seconded, the open merket transactions
in Govermment securities during the
pericd May 8 through May 28, 1962, were
approved, ratified, and coafirmed.

Mr. Noyes presented the following statement with respect to

economic developments:

At one time or another in recent months almost every
analyst of economic developments has found occesion to express
scme doubts as to the susteinability of the lewvel of stock
prices. In many of the forecasts for 1962 made at the close
of last year, a major break in equity prices was mentioned
as one of the disturbing possibilities, At the first of the
year, and several times thereafter, it seemed that such a
major adjustment might be under way, but until mid-Merch
each was reversed after a short drop. Since March 15, however,
prices have been declining, with only minor interruptions and
growing momentum, until at the close yesterday the Standard
and Poor's aversge &t 55.50 was off 24 per cent from the
December high. The fact that the adjustment was so widely
heralded does not seem to have substantially reduced either
the dismay or the pain of its reslity.

There can be little doubt that a decline of these
proportions must be reckoned ass & mejor factor in any
sppraisal of economic developments. While the effects should
not be exaggerated, they have already spread well beyond the
narrow confines of the market itself. Whether it should be
or not, & drop this large will be interpreted by many as a
harbinger of recession. It will almost certainly result in
some curtailment in investment expendjitures and perhaps
dampen consumer spending as well, eapeciaily for luxury-type
goods and services.

The stock price decline has proceeded in the face of
quite & bit of relatively favoreble news with respect to the
performance of the economy. Production in April was up a
little more, if enything, than we estimated at the time of
the last meeting. Indications are for some slight further
gaein in May, despite the curtailed rate of steel production.

Retail sales were up about as anticipated last month,
and both department store and suto sales continued strong
through the first three vweeks of May. Neither ocur own buying
intentions survey taken in mid-April or the current information
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received from other surveys provides evidence of slackened
consumer confidence or & cutback in consumer spending plans.
In fact, the surveys, taken together, would suggest some
pick-up in demand for household dursble goods, an area which
has lagged thus far in the recovery and expansion.

Housing starts were up further last month, and house
purchase plans reported in the survey also showed some
improvement., Consumer credit growth in April is now estimated
at almost half a billion dollarg--up somevhat more then the
early figures on retail trade would have indicated, and
congiderably above the previous high for this recovery period.

While developments have not taken on any of the character-
istics of a boom, one would have had to have rather high hopes
to finéd the performances of the economy so far in the current
quarter disappointing with respect to current sales, output,
and employment.

But, apart from the stock market, there has been evidence
of concern and even pessimism regarding the economic outlook,
Information reported by the National Association of Purchasing
Agents with respect to their plans and policies has taken a
very pegsimistic turn. (bservers who rely heavily on the
National Bureau of Economic Research leading indicators have
found, especisally in certain combinations of these statistics,
configuretions which lead them to0 suspect that a downturn may
not lie too far ahead. The behavior of manufacturers' new
orders for durable goods--which declined for two months and
showed no improvement in April--has been disappointing to some.

While they are not as gpecific and articulate as one might
wish as to their reesons, businessmen in a variety of lines
report dissaetisfaction and concern--and this feeling on their
part is an economic fact which must be teken into account, along
with the data.

Even before the drametic further decline in the market
yesterday, it seemed clesr that gquite a Tundsmental reappraisal
of the economy's performance and prospects, especlally as to
profits, was under way. It is hard to think of any coastruc-
tive change in policy that the monetary authority might take
while this reappraisal is in process. The continuation of a
policy aimed at the objectives expressed in the current
directive would seem most appropriate.

Mr, Furth pregented the following statement on the U. S.
balance of payments and related matters:

In April and May, balance of payments developments were
midly encouraging., For the first qarter, official balence of



5/29/62 -7-

payments data showed a monthly deficit of $150 milliom. But
the figure bssed on net transfers to foreigners of gold, con-
vertible foreign currencies, and dollars would be arcund $200
million. The Board's staff believes that the latter figure is
better comparable with current data.

The deficit for April was $200 million, about the same as
the first quarter average but much less than the Figure for
March alcne. Tentative and partial data for the first three
weeks of May indicate further improvement this month.

Net gold sales to foreigners amounted to a monthly average
of $100 million in the first quarter and to $120 million in
April, but to only $60 million in May. Our net sales for this
month were reduced by some gold purchases, mainly from Canada.

Econcmic activity abroad remains satisfactory in the
developed countries but mixed in underdeveloped areas. Output
in the United Kingdom seema to be expanding; the country's
balance cof payments appears to be in equilibrium, with a rise
in exports aspparently to a large extent offsetting the decline
in the inflow of capital funds. Concern has been expressed,
however, about pressures for wage increases in excess of
amounts deemed compatible with the maintenance of price
stability.

Similar concern is prevalent in Continental Europe
although the continuing rise in the reserves of the main
Furopean countries makes anxiety about the competitiveneas of
European industry appear premature, to say the least. The
Gilpatric agreement with Germany on military expenditures and
agreemenis with Jtaly and France on debt prepayments will
temporarily reduce both the European surplus and the U. S.
deficit, but the prepayments will not correct the underlying
situation.

Continuing financial, economic, and political troubles in
many Latin American countries will probably put & double burden
on our balance of payments and oo our domestic economy: they
will hamper our exports to those countries, and at the same
time incresase pressures for asdditional government aid.

Gold and foreign exchange markets were guiet until a few
days ago. Since last week, however, the markets have been
nervous, with unfavorable effects on the dollar. Some of the
reasons were technical: the continuing concern sbout the future
of the Canadien dollar bas apparently led to the withdrawal of
European funds from Canada; and since the U, S. dollar is in-
variably used as "vehicle currency”’ in these transactions, the
movement has streagthened the U. 8. dollar vis-a.vis the
Canadian dollar but weakened it vis-a-vis the European cur-
rencies. Similarly, the apparent cessation of capital flows
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from the Continent to Britain has strengthened the dollar
against sterling but contributed to dollar weakness on the
Continent.

But there have also been rumors about withdrawals of
European funds from the New York stock market. If such with-
drawals became substantial, they would weaken not only the
dollar rate but also our balance of payments,

Whatever the reason, the dollar is again close to the
floor ageinst &11 major Continental European currencies ex-
cept the German mark. It has improved against sterling,
although still remaining below par. It has risen substantially
above par against the Canadian dollar, but {this is scant
comfort.

Even the London gold market, which had been a bright spot
in the internationsl financial picture in recent months, has
been disappointing. The price has again risen above $35.08,
and the Bank of England haed to sell some gold to the market,

In sbsolute terms, all these movements have not been very
impressive., When seen in context with developments on the
stock exchange, however, they may be taken as another symptom
of disturbed investor confidence and the resulting general
market uneasiness,

Mr, Holland presented the following statement with respect to

credit developments:

Banking and credit changes during the past three weeks have
been pushed into the background by the eye-catching developments
in the centrsl financial markets. Mr. Noyes has already com-
mented on the dramatic decline in the stock market.

The municipal merket hes also been under some pressure, with
¥ields backing up somewhat as deslers worked to move sizable new
offerings in the face of a record total of inventories on the
Blue iist,

Meanwhile, the Government securitles market has been the
focus of conflicting influences. For a time during May, it
appeared the market yield curve was destined to lose some of the
flatness it had acquired during 1962, as downward market
pressures on the bill rate were followed by upward pressures on
yields extending from the intermediate through the long end of
the Govermment list. Such pressures were countered in varying
degrees by System and Treasury actions to bolster the bill rate
and by the strength imparted to the debt markets by sinking stock
prices. As a consequence, the month of May drew towards its
cloge with a yield curve in the Government market not far 4if-
ferent from that at the beginning of the month, despite some
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tendency for other short rates to move lower and long-term
municipal yields to move higher. Now, however, a combination of
resurgent investor demands and the temporary reserve surpluses

of the current week are applying nev downward pressures
particularly on the bill market, and it remains to be seen how
much bill yields will be displaced by this convergence of factors.

During this span, the banking system has continued to add to
its loans, although in a somewhat altered pattern. In the first
half of May, loen growth in the smaller urben and rural areas
appeared to slow, while loan increases at city banks were
stronger. In part, the increases in loans at city banks repre-
sented temporary or one~time influences, such as the short-run
financing of enlarged dealer positions around the Treasury
financing and the taking into portfolio of almost all the $300
million participation certificates sold by the Export-Import
Bank, Underlying these changes, however, were some further
inereases in real estate, consumer, and business loans, Among
the cyelically strategic industries, only construction has
accounted for an important part of the business loan increases
of recent weeks. Loans to construction firms by lesding banks
have been moving up briskly since March, paralleling the pickup
in building activity.

Bank holdings of securities appeared little changed on
balance during the past four weeks. This resulied in less
total bank credit expansion than had been reported for some
previous months or for the comparable period of last year.

Bank holdings of municipal securities declined a little for
seasonal reasons, due chiefly to the maturity of some New York
City tax notes. Even after ellowing for that factor, however,
the more gradually mounting figures reporited for recent weeks
suggest some waning in bank appetites for more municipels, at
least at the yield levels prevailing during April and

much of May.

Turning to the deposit side of bank balance sheets, reports
indicate a slower rate of increase in time deposits, a pause in
expansion of demesnd deposits, and a large shift of demand
balances from private to Government hands, As a result, the
average money supply in the first half of May is estimated to
have slipped about $100 million following its billion dollar
April increase, and a larger reduction is possible in the second
half of this month. At its mid-May mark, the money supply stood
2.8 per cent above its yesr-sgo level. Available data suggest
& continuing increase in the rate of money use. Turnover of
demand accounts in reporting centers outside New York reached an
arnual rate of 31.8 in April. Thus far during 1962, deposit
turnover so measured has averaged 8 per cent above a year ago.
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Reflecting these deposit movements, the total of reserves
required against privete deposits declined substantially more
than seasonally during the first three reserve weeks in May. The
level reached in the week of May 23 was equivalent to a 3 per
cent annual rate of growth in such reserves from last November,.
Furthermore, the full amount of that increase in aggregate re-
serves over the past six months was more than taken up by the
growth in regserves required against time deposits; reserves
required against private demend deposits were actually below
their November level on a seasonally adjusted basis,

The May contraction in the private reserve base substanti-
ally offset the April increase, despite the fact that free
reserves wer2 maintained during the month at an average level
substantially unchanged from April. In fact, free reserves in
this week and last are relatively high compared with typieal
1962 levels. Such a pattern calls attention to the fluctuating
nature of private deposit totels, and warns ageinst the imputa-
tion of significance to the movements in individuel weeks except
as they can be seen as parts of a developing pattern, Dis-
tortations or concentrations of deposit movements can be created
by the erratic timing of masny bank loan and investment deci-
sions, a particular case in point being securities loans.
Another major contributor to privete deposit fluctuations--and
a key factor recently.-is the change in Federsl CGovermment
accounts. Treasury balances dropped to unusually low levels
through April, and then rose probably to a record average level
in May. They are likely to persist at a relatively high level
during much of June. Such movements have thus served, first to
expand, and more recently to contract, private money holdings
for asppreciable spans of time, Shifts of deposits into Treasury
accounts during May also led to some concentrations of reserves
in the major money centers. This movement may provide a partial
explanation of the development of eassier money markets along with
more or less stable free regerve figures, and perhaps alsoc may
have influenced the appearance of stronger city bank lcan ex-
pansion along with a slackened pace of expansion in outlying
areas,

The conduct of System operations in the weeks immedistely
ahead will continue to be complicated by such Treasury infiu-
ences, above and beyond the more predictable reserve impacts of
a heavy currency drain over the next statement week and the usual
early.month trough and midmonth bulge in float. An appropriate
policy to guide such operations must take into account many con-
giderations, some of which lie outside the scope of this review.
With slackened bank credit expansion, a& contracting money supply,
and unsettled conditions in key financial markets, however, any
move toward more restrictive general monetary conditions than
prevailed during the earlier weeks in May would appear out of
step.
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Chairmen Martin, who had been attending a meeting at the

White House, entered the room at this point.

Mr. Hayes presented the following statement of his views with
regpect to the business cutlook and monetary policy:

I would like to preface ny remarks by stating that I wish our
meeting were not occurring only one day after yesterday's momentous
happenings, as the visibility this morning is certainly low. How-
ever, T have in mind the fact that we must set policy for three
weeks ahead, and hopefully the atmosphere mey be very much less
hazy & week or two weeks hence, It therefore seems appropriate to
consider what might be done if and vhen the dust clears.

Most business statistics in April were rather satisfactory
and indicative of a continuing gradual rise in business activity.
Retail sales and housing starts were particularly encouraging.
With personal income continuing upward, the foundation is being
laid for further gains in consumer spending. As for business
spending, the outlook is clouded by the possibility of reper-
cussiona of the steel price episode on business attitudes. A clear
line on capital spending plans subsequent to the steel episode
must wait on the Commerce-SEC survey, which will become avail-
able in June. Inventory accumulation in the current quarter
will be far below that of the first quarter, primarily because
of the situation 0f the steel industry.

One major uncertainty is the effect on spending of the
sharp drop in stock prices, While experience in the past few
months does not show any elear effect of lower stock prices on
consumer or business spending, there is no doubt that the market
decline reflects an undercwrrent of distrust, both here and
abroad, that could act as & check on the current expansion. A
more optimistic interpretation might construe much of the stock
price drop as an adjustment to a noninflationary environment;
but even if the decline stemmed froe this worthwhile reascn it
could nonetheless generate some highly undesirable effecis of
its own., Commodity prices continue to exhibit marked stability,
especially at the wholesale level.

Regardless of the expected improvement in business, it
seems increasingly doubtful that uremployment can be reduced to
the go-called "tolerable level” of 4 per cent even a year from
now,

Credit demands have been quite moderate, and there has
been a good belance between the supply ¢f, and the demand for,
credit and capital. The loan officers and economists of major



5/29/62 -12-

New York City banks are still concerned over the failure of
loan demand to develop as expected earlier, and they do not
look for much chenge in the immedliate future. Clearly, most
banks throughout the country are in a comfortable position to
meet all legitimate credit requests. It might even be contended
that they have been enjoying an excessive degree of ligquidity
which has tended to put undue downward pressure on short-,
medium-, and long-term yields. Since the heavy seasonsl Treas-
ury deficit in prospect for the second half of the calendar year
will necessarily be financed in good measure by the banks, the
latter will experience a significant increase in liquidity as a
consequence of this development, As for nonbank liquidity,
while it is always very difficult to judge its adequacy on the
basis of the various statistical measures available, I have a
general impression that it is relatively comfortable at the
present time,

The balance of payments outlook remains unsatisfactory.
Although the over.all @efieit in April improved somewhat over
the high March figure, it remained above the first quarter
average, after adjustment hes been made for the French advance
debt repayment last month. Merchandise exports seem to have
been weakening significantly, and there has been an increaze in
long-ternm borrowing in this market by foreigners. While we
should not give too much weight to any single month, the fact
remaing that the balance of payments for the year to date shows
a disappointing lack of improvement over a year ago. During the
past week the dollar has been under some pressure in the exchange
merkets, partly because of nervousness as to possible protective
measures that might be adopted by the United States, With foreign
dollar holdings comtlnuing to increase, there is reascn to look
for declines in the gold atock over the coming weeks,

Some monthe ago the hope was expressed in our meetings that
a "natural® increase in interest rates accompanying further
eyclical business expansion might help to dempen the outweard flow
of capital from this country. However, recent business and credit
developments do not point to the likelihood of such & tendency in
the near future. Monetary policy continues to face a dilemma
with respect to the emphasis that should be placed on domestic and
international considerations, and the dilemma is perhaps becoming
more acute as the balance of payments deficit continues Iin the
face of a rather slow rate of domestic business expansion.

I am aware that most of the Committee members have been ex-~
ceedingly reluctant to consider any deliberate tightening of credit
conditions in view of the domestic situation, and the severity of
the stock market bresk would naturally strengthen this reluctance,
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I bave considersble sympathy with this view; nevertheless, I be-
lieve that if and vhen the stock market shows signs of bottoming
out and stabilizing we might probe in the direction of somewhat
less ease, with the hope of encouraging the 90-day bill rate to
hold closer to 3 per cent than to 2-3/k per cent, a Federal funds
rate consistently close to the discount rate, and some pressure
on the banks' bill portfolios. The liquidity of the economy seems
ample to give some leeway for such probing. Althcugh only
experience can disclose what this might mean in terms of free
regerves, it seems to me likely that these objectives could
probably be achieved with free reserves in the $300 to $400 million
range. I would stress that what I have in mind is cautious ex-
perimentation, with cloge attention being paid to any possible
edverse effects of such probing on the continued expansion of bank
credit and bank deposit. Incidentally, I have in mind that even-
keel conslderations may be with us agsein shortly after the next
meeting. With respect to bill rates, it seems to me that we have
been leaning rather toc heavily on the Treasury's debt management
policies { i.e., adding to the weekly bill issues) to keep these
rates at acceptable levels, especially in view of the fact that the
Treasury must do a great deal of cash financing in the next six
months. I would repeat that any probing towards less ease should
be undertaken only if the stock market regsins some measure of
composure,

With respect to the directive, I had thought that one of the
reasons behind our change in procedure a few months ago was to
provide for greater flexibility, i.e., to avoid a tendency to con-
tinue in effect for months on end a directive which was very
genersl in character. The present directive has remained unchanged
gince March. T suggest that ve amend it today to indicate the
current economic situation (ineluding particularly the stock
market break), the ample liquidity situation, and the need for
some slight shift in emphasis in view of our serious balance
of payments problem.

More brosdly, I am wondering more and more whether the
current "mix" of monetary policy and fiscal policy is the
best that could be devised to meet the combination of internal
and external problems which we face. T am interested to
observe that the possibility of & tax reduction as a means of
stimulating the economy is apparently receiving study. Success-
ful action along these lines would of course give monetary
policy greater leeway to exercise a dampening influence on the
outward capital flow.

Mr. Bryan said he had left for this meeting prepared to say that

the business situation seemed to be developing in such menner, both
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nationally and in the Sixth District, as to suggest some lowering of the
Committee's free reserve target and the establishment of a lower growth
rate than he had heretofore been edvocating in regard to total reserves.
However, after the events of yesterday, he could not advcocate any monetary
policy except one of continued ease. Mr. Noyes had spoken well, he
thought, of the influence of the equity market break on consumption and on
investment. The stock market developments could affect millions of people
who did not hold & single equity security and simply read about the matter
in the press. As to investment, it was the policy of many corporations to
try to maintain a certain proportion between their debt and equity instru-
ments. Where such corporations hed been contemplating equity finarncing,
they would now be reluctant in meny cases to go forward., In addition,

he wag afraid that the stock msrket break was going to have a reaction
that would not be helpful to the banking situation. He would imsgine that
many banks had gotten under way studies of their locans, and that their
standards of lending were going to be raised. That would be particularly
true, he believed, in the cage of banke that had over the past three or
four years piled up a substantial volume of demand loans secured by
high-grade equity and debt instruments. While such loans might actually
be demand loans in New York, and to & lesser extent in Chicago, in the
outlying benks of the country they were long-term capital loans on which
neither the borrower nor the lender expected repayment to be made, the

funds being used by the borrower for long-term capital commitments.
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In such circumstances, Mr. Bryan repeated, he was not prepared to
edvocate any change in monetery policy. It seemed to him that the Com-
mittee must continue to supply reserves in seasonal amounts, plus some
modest growth fasetor, say 3 per cent.

Mr. Bopp reported that the Third District was experiencing the
same kind of gradual business upswing as the nation, although as usual
there was s tendency for the District to lag behind the United States.
Such up to the minute data as were available indicated no general accelera-
tion in the upswing.

In banking, on the other hand, the pilcture was quite different.
Business loans in the District, unlike the nation as a whole, had been
experiencing a sharp pick-up. The increase was widely based among almost
21l industrial categories. Reserve positions were comfortable, borrowing
from the Reserve Bank was negligible, and reserve city banks were still
net sellers of Federal funds, although in smaller amount.

If it were not for the bhalance of payments problem, Mr. Bopp sald,
he would like to see an easier monetary policy, especially after the
developments in the stock market yesterdaey. Although policy to date had
been successful in promoting & high degree of liquidity in the banking
system and the economy and hed belped to keep long-term rates from rising,
it was probably true that still greater ease could fiurther stimulate the
rather sluggish demand which, at least in part, was behind the curreant

relatively moderate rate of economic expeansion. The question had been,
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and remained of course, whether further ease could accomplish enough
domestically to warrant possible further aggravation of the balance of
payments situation., He was inclined to doubt it. In view of the possi-
bility that the balance of payments might worsen during the course of the
year, substantial further ease could well be too great a risk,

Accordingliy, Mr. Bopp s&id, he would be inclined to continue
monetary policy essentially unchanged, especially in view of the stimulat-
ing effect likely to ensue from a rising budget deficit. At the same
time, he would also like to see the Pesk continue to probe in the direction
of lovwer long-term rates by purchasing intermediste- and long-term issues
when appropriate and selling short terms if necessary to accomplish this,
He would continue sabout the seme degree of ease in reserves, maintain the
present directive, and leave the discount rate unchanged,

Mr. Fulton reported that, except for the retail sales sector,
economic activity in the Fourth District had worsened considersbly in
recent weeks, trerds in unemployment, electric power output, and steel
production having been unfavorable. Auto sales had been maintained in the
three major cities of the District at a vigorous rate, and 1t began to loock
like a T million car year, inclwding about 350,000 imports. Reports for
May on department store sales showed them expanding to a new high. For the
year to date, such sales were up 4 per cent from a year ago. However, the
unexployment picture had shifted into the unfavorsble category in May.
Contrasesasonal layoffs had occurred, concentrated largely in the steel
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aress. Unemployment was up three per cent in the Distriet from
late April to mid-Msy. As to the steel industry, Mr. Fulton
described the current pleture as dismal, with no pick-up in orders
and ingot production continuing to drop. Steel users, including
the automobile industry, still had substantiel inventories.
Construction was in good volume in the major citles of the District,
vhich provided a bright spot.

Turning to the banking picture, Mr. Fulton said that
commercial and industrial loans had dipped. In the three weeks
ended May 23, they declined by the largest amount of any week since
Jamuary 3 of this year. Demand depoeits esdjusted were down sharply,
while savings deposits continued to increase.,

As to monetary policy, Mr. Fulton expressed the view that
the System had done about sll it could in terms of the domestic
economy. The System had consistently supplied reserves in quantity;
it had wet sll of the seasonal factors and had provided an additional
factor for growth., Credit had been readlly avallable, but was
not used by businesses. 1t appeared to him that international
considerastions predominated at present and that free reserves might
well be reduced. Thus, he would go along with a range of $300-
$400 million in lieu of figures over $400 million. Also, while re.
cognizing that the margin requirement instrument was not within the

province of the QOpen Market Committee, he felt that a reduction in
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margin requirements might be considered. Confidence had been shaken,
to put it mildly. ILikewise, the intermational situation involved

a confidence factor. Some confidence might be restored, in his
opinion, by a reduction of margin requirements and by s firming

of interest rates through making fewer reserves available,

Mr. Fulton said that he would not recommend changing the
discount rate at this time. He would have no objection to renewing
the present policy directive, although it might be changed somevhat
to reflect existing economic circumstances more precisely.

Mr. King sald he thought it had been fairly generally agreed
thet a stock market correction would necessarily come about abt some
point. The concern he had today was that the ramifications of the
stock market decline not spread further than necessary. He did nct
believe that the System could control or stop the stock market slide,
but it should do wvhatever was possible to allow natural forces to
bring about & cessation of the decline.

Mr. King went on to say that he thought the Open Market
Committee had contributed to the defense of the dollar by doing what
it could to maintain the bill rate. The Treasury, of course, had
done a great deal through measures such as adding to the supply of
bills. Three or four months ago, however, he (Mr. King) had spcken
to this point and said that he thought the Federal Reserve should

cease 1tg efforts to maintain the blll rate within a particular range.
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The more the System tried to hold short-term rates in this manner,
the more he felt that the stock market decline was likely to continue.
With that thought in mind, he would suggest that there be deleted
from the policy directive the reference to minimizing sustained
downward pressures on short-term rates. A time might come when
the bill rate level could no longer be maintained, and in his
opinion it was better to cease the effort before that time came,
although he would not edvocate that the System and the Treasury
pursue different objectives. At one time, he recalled, he had been
& leading proponent of maintaining the bill rate, and he thought
this had served & desirable purpose. He was surprised that it had
been possible to keep the blll rate in its present range for so
long. However, he felt that the time was coming when this would
nc longer be possibie.

Mr. Mitchell said it was his general feeling that present
System policy was about the best that could be devised at this
particular time. He did not see that there was any change that would
be particularly helpful. If there was tc be a move in either
direction, he would think that a slight easing would be preferable.
On the other hand, the reverberaticns of stock market developments
geemed likely to make this country's balance of payments position
somevhat more serjious than it hed been. The psychological reverberations

about vhich the Committee had been worrying might come into play. On
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the domestie side, there would be, unguestionably, some reaction
on consumer spending, particularly for hard goods, if the stock
market continued weak and prices declined further. All in ell,
this was a bad day to make policy decisions. Under those
circumstances, 1t would seem best to wsit and make no change

for the moment.

Mr, Shepardson spoke of having attended yesterday s meeting
of representatives of imstitutional lenders to agriculture, at
which there were reports of a continuing rise in farm land prices.
The drop in land prices in the corn belt area had been completely
recovered, and prices in other areas were continuing to move upward.
Most institutional lenders represented at the meeting reported a
rise in farm mortgage lepding. Several imsurance campanies, finding
inadequate outlete for their funds elsewhere, were providing their
farm departwents with increased allocations of funds. Concessions
were being made on rates. Some country bank representatives
mentioned that while thelr construction loans, particularly
residential, had not shown much increase as yet, they had all made
heavy advance commitments and had been delayed in putting out the
money, only because of weather conditions.

Mr. Shepardeon slso reported that at yesterday's meeting there

was discussion of the foreign trade situation and the potential effeect
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of the Europesnh Common Market agreements on agricultural exports
from the United States. Question was ralsed as to whether farm land
prices were not being pushed out of reason, considering the prospects
for crop prices.

All of this, Mr. Shepardson said, strengthened the feeling
he had had for some time that perhaps the System had accomplished
all it could do through monetary policy and that it should be drawing
back s little, at least on the rate of growth of reserves. He had
spoken at previous Committee meetings in favor of reducing the annmial
rate of growth of total reserves to 3 per cent, or evem lower, and
he had felt surer of that position after attending the meeting
yesterday. However, when he learnmed of the gyrations in the stock
market, he felt mmch like Mr. Hayes, that no perceptible change in
policy should be made at this time. Nevertheless, as socn as the
situation cleared somewhat, he believed that a careful look should
be taken at the amount of funds available in the merket to appraise
vwhether the System was going to aid the domestic situation by coptinuing
to supply reserves s0 liberally since corrections in the domestic situa-
tion might well have to come from other factors. The System should
study whether the uncertainties generated by the stock market situation
and their impact on the balance of payments situatlion did not call
more than ever for a position of less ease as soon as the visibility
improved. In summsry, his position was similar to that expressed by

Mr. Hayes.
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Mr. Robertson expressed the view that the Committee should
refrain at thls time from being panicked into any action that might
develop to be unfortunate. This was the time when an organization
like the Federal Reserve System ought to stand out as an example
for the nation. It should hold as steady as possible.

Mr. Mills commented that if a loss of public faith in the
stability of financial conditions waes being experienced, the thing
needed to restore confidence was the injection of some degree of
discipline into the finencial markets under the leadership of the
Federal Reserve System, Unhappily, in the light of the circumstances
in the stock market, he believed, like others who had spoken, that
any overt change in policy at the present time would be misunder-
stood and would be more disturbing than tranquilizing. However,
every opportunity should be taken by the System to inject some
discipline into what he considered a very soft and weak monetsry
and credit policy situation. To elaborate on his thinking, Mr.
Mills presented the following statement:

Over meny months past, repeated opportunities have
opened up for changing the direction of Pederal Reserve
System monetary and credit poliey toward moderately less
ease, but have been rejected by the Federal Open Market
Committee. The last three meetings of the Committee
offered two practical openings for a policy change, while
the intervening third meeting prevented the possibility of
any overt move becasuse of impending U. 5. Treasury financing

and the consequent need of maintaining a relatively unchanged
policy position.
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The spreading weakness in the stock market that culminated
in panic conditions and a collapse of prices on May 28 has
thrown up a new obstacle against a change in monetary and
credit policy, in that Federal Reserve System policies are
a vital part and influence in the entire complex of the factors
that comprise the entire financial market, and it would be
unvwise at this juncture to make any immediate policy change,
for to do so could Purther unsettle financial market conditionms.

A calm and undisturbed Federal Reserve System policy posture is
called for at the present time., However, the need for a revised
policy that will produce a firmer interest rate structure is as
preseging as ever, snd the first opportunity for its achievement
should be seized upon.

The ambivalent efforts that have been made €o hold up the
yields on U. 5. Treasury villle as & deterrent to the movement of
gold and . S. dollars sbreoad at the same time that the main
burden of Federal Resarve System policy actions has been on the
side of credlt ease have resulied in pegging U. 8. Treasury bill
vields. In the eyes of operators in the U. 8. Govermment securities
market, the Federal Regerve System's monetary and credit policy
ohjectives have come incressingly into a kind of disrepute, vwhich
has had by-product effects on the markets for mmicipal and cor-
poration fixed interest obligations, which are becoming progressively
unsettled. In formulating Federal Reserve System monetary and
credit policy, & parsmount need exists for returning as quickly
as possible to & free merket concept, by virtue of which the
interest rate structure will be freed from artificial manipulations
and will develop naturally out of the uniphibited influence of
the supply and demand for the use of funds available to the
market.

In the interval before the next meeting of the Federal Open
Market Committee any opportunity for a revision in monstary and
credit policy should be exploited, even to the extent of calling
a special meeting of the Committee for that purpose. By the
same token, a special meeting of the Committee should be called
to deal with any kind of emergency in the U. S. Government
securities market that might develop in the event that the serious
conditions in the stock market should be commmnicated to other
investment areas and react in umusually heavy drains on ocur
gold reserves.

¥r. Wayne reported that msiness activity in the Fifth District

had eontimmed to improve in recemt weeks, probably at a somevhat faster
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pace than in the country as a whole. April gains in nonfarm employ-
ment and factory man-hours were quite general, and unemployment had
steadily declined. The Reserve Bank's latest camvase of Districet
business leaders suggested that most of the April increases cone-
timied into May. Darsble goods mamifacturing had probably not
advanced beyond the good levels reached in April except in the
furniture industry, which contimed to show significant improvement.
Reports from the textile industry presented a rather neutral picture,
but respondents covering the nondurable goeds group as a whole
indicated that new orders, shipments, and employment had recently
achieved further gains. On the other hand, coal orders and ship-
ments had declined in recent weeks, causing some layoffs, reduced
vorkweeks, and small price cuts. Regarding general business
prospects, about three-fourths of the respordents to the Bank's
periodic surveys had regularly expected either no change or only
slight improvement since the first of the year.

Turning to the policy field, Mr. Waype ncted that for many
months the Committee had been faced by a conflict between the require-
ments of the domestic and the internmational sectors of the economy.
In recent weeks both sectors had been marked by increased uncertainty
about the near future. Fslling stock prices had been both a reflection

and a cause of this uneasiness., The sharp decline in the trade balance
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for March was a contributing factor in the internatiomal sector,
vhile on the domestic side a cautious attitude was reflected by
declining forward purchase commitments by business firms, s siow
drop in orders for machinery and equipment, a sluggish riss in
capital cutleys, and wholesszle prices that were slightly on the
wesk side. The international situation was clearly deliceate and
potentially dangerous. Beyond what was already being done, hovever,
he did not believe that monetary policy could make amy significent
contribution toward its improvement short of some comprehensive and
drastic move which would have to be aimed at ralsing long-tern &s
well as short-term interest rates. Suwch a move was not werranted
by the domestic situation amd; he believed, would be highly undarsiraeble.
Parther, he did not believe that amy small increase im short-term
rates would have any significant effect on the balance of payments.
On the domestic side, perhaps the greatast contribution the Coammities
could make would be to insure that no fear of any credit squeezs
was added to the other uncertainties which were devsloping. For
that reason, he believed that the Committee should centinue to make
avallable a supply of reserves sufficient to maintain a eonditiom of
moderate ease, as it had been doing for & mmber of weeks. Heé would
favor reneving the current directive and lsavimg the discount rate
uachanged.
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Mr. Clay commanted thet although domestic economic develop-
mexts had continued to show improvement in recent weeks, the pattern
had been by no means uniform. It still was correct to characterize
aggregate economic activity as less than vigorous. Moreover, the
bagie fact remained that the economy had a long distamnce to go in
order to attain a satisfactory rate of utilization of manpower and
other resourees. Under the circumstances, he felt that the domestic
economy continued to call for monetary poliey to be expansionary
with a view to fostering 2 higher level of econamic activity. This
would be reflected in a further growth of bank credit on a seasonally
adjusted basis and further downward movement in interest rates.

Yor some time, Mr., Clay noted, the Committee had endeavored
to affect favorably the internatlonal flow of funds by the general
lavel at which it had maintained the Treasury bill rate. This
action had pointed up the conflict between the Ccomittee's current
domestic and intermational objectives. The open market operations
required to maintain the Treasury bill rate at a higher level than
it otherwise would have been had tended to be restrictive in nature.
The Committee had sought to avoid or reduce this effect by meking
purchases in other sectors of the Govermment securities market.

At the last meeting of the Committee, Mr. Clay recalled,

it had been suggested that the relative level of interest rates in
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international warkets throughout the maturity structure should be
considered henceforth in formulating monetary policy. More
specifically, the view advanced looksd with favor upon a higher
lavel of interest rates in the United States throughout the
maturity ranges, so that these rates would bs higher relstlive to
rates in foreign markets. Clearly, this spproach to the problem
would involve a more restrictive monetary poliey, which in his
opinion would jecpardize the improvesmests in the domsstic econowy
resulting Irom the expansiomary policy that had bsan pursued.
Moreover, theres was a rsal guestion vhether the increase in interest
rates necessary to affect materially the intermaticmal flow of
funds would not be of such magnitude as to be seversely restrictive
in terms of monatary policy and its impact on the domestic economy.
At a time when the performanca of the domastiec economy was
far from satisfactory, Mr. Clay thought that the guastion was whether
monetary policy should not be directed toward providing more instead
of less stimulus to the pace of activity. Certainly, as be saw 1%,
no action should be taken to foster higher intermediate- and long-
term interest rates; the dowmward trsnd of recesnit sonths had been
salutary and should be encoursged to comtime. The Treasury bili
rate might be maintained within the same reange as it had been for

some months, with cffsetting oper market opsrations as nscessary in
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order to maintain reserve availability. No change was recommended
in the Federal Reserve Bank discount rate, and he felt that the
directive could well be renewed in its present form.

Mr. Scanlon reported that in genersl business activity in
the Seventh District appeared to be foliowing the mational pattern.
Rowever, home bullding in most District cenmters was below a year ago,
In contrast to the strong national picture.

It appeared toc him, Mr. Seanlon contimmed, that during the
past several weeks there had been s marked difference im the attitude
of consumesra and the attitude of businessmen. According to the
indications of recent sirveys, the consumer's confidence im his
financial weli-being had improved, and he was now more interested
in buying automobiles and other durable goods. (Of course, the
behavior of the stock market in the past few days might have
changed the survey indications somewhat.) As t0 businessmen, meny
of them had expressed disappointment despite the facts reported
on items such as employment, the work-week, comstruction, and
housing starts, all of which were highly encouraging. The consumer
sppeared to be acting on a more favarable evaluation of the economic
situation.

In the Sevemth District, department store sales during the
four weeks after Easter were 12 per cent above a year ago, coapared

to a rise of 10 per cent nationally. Auto sales during the first 20
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days of May maintained the advanced April level. Reflecting the
trend of sales, auto assemblies during the past three weeks were
at an anmual rate of 8 million, the highest since Decembsr. However,
estimates of Detroit sources were still based on sales of 6.8 to 7
miliion care this year, including imports.

Mr. Scanlon also reported that local manufacturing output in
major centers, based purely on use of electric powar, showed gains
in the most recent month reported, the increases frem a year ago
ranglng from 16 to 18 per cemt. Steel ocubtput had declined about 30
per cent from the Marck level in the Pistrict as well as naticnally,
and some further decline was still in prospeci. Order trends were
being evaluated somewhat less favorably than three weeks ago.
Employment reports were moderately encouraging; unemployment
compensation claims were below the levels of the past two years.
Housing contracts were down 9 per cent from a year ago, compared
with & rise of 18 per cent nmationslly. Only in Indianaspolis was
an increase repcrted. Mortgage tarms in Chicago had eased only
slightly since the first of the year.

As to banking developments, Mr. Scanlon reported that
business loan demand was relatively strong, although not as strong

ae the bankers would desire. From the end of January until the middle
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of May, business loans had risen at a rate twice as fast as nationally.
Chicago banks had regeined a modast surplus reserve position since
the widdle of April, amd the larger banks had been sellers of
Pederal fumds. Batweern the mxiddle of Aprdl and the middle of May,
the banks rednced their bill holdings and purchased cther securities.,

Turning to policy, Mr. Scanlom commented that slthough most
business newe had been favorable during the past several weeks, demands
on rescurces continued tc be moderate. Whclesale price increases
were at least balapced by price declines. Ons mst necessarily take
into account the possibllity of the further development of adverse
businegs septiment due to the stock market, along with some dis-
satisfaction regarding order and profit tremnds. In his view, current
monstary policy should be comtimied untll the next meeting of the
Committee, and he world not recoamend a change in the discount rate
at this time, The current policy directive might be contimmed unless
the Committee wanted to give some recognition to the current stock
market situation. If changss were made, he would like to see the
phrase "short-term” eliminated from the finsl clause of the directive,
which called for taking account of the desirabllity of avolding
downward prassures on short-term interest rates.

Mr. Deming reported that the most notable ¥inth District
ecopnomic development in the past three weeks had been a dramatic

turnaround in crop prospects for 1962. From the first of April through
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the middle of May there had been little rain, but since then there
had beer a great deal of rain, and everyone was now optimistic.
Otherwise, the District was contimuing pretty much along the lines
indicated at previous Committee meetings.

As to the coming three weeks, Mr. Deming expressed agreement
with those who believed that monetary policy should not be changed.
By that, he meant that there should bs no change quite explicitly
in terms of most of the significant guldes. For exemple, he would
not like to see the free regerve level change significantly even
though the maintenance of that level might result in lower bill
rates and a somevhat easier money market than had been sought in
the past three weeks. In other words, he would like ot see the
indicators that were watched by the public maintained without chsnge,
andi he had some feeling that the Committee cught to say this in the
current policy directive. For exampie, the first paragraph of the
directive might be changed to read somewhat as follows: "In view
of the contimuing modest advance of economie activity and the continued
underutilization of resources, and in light of recent stock market
developments, but with continued recognition of the adverse balance
of payments situation, it 1s the policy of the Federal Open Market
Comnittee to continue in s posture essemtially unchanged from that
of recent weeks." Such changes la the first paragraph would reflect

the Committee*s awareness of stock market developments in the past
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three weeks, and he thought thie would be desirable from the stand-
point of the record. Ee would recommend no change in the discount
rate at this time.

Mr. Swan reported thet the Twelfth District, llke the npatiom,
shoved some further, but very wmoderate improvement in the business
situation in April. According to scattered indicators, the same
trend continued into early May. There had been a slight reduction
in the rate of unemployment, the sesasonally adjusted rate having
fallen from 5.8 per cent im March to 5.7 per cemt in April. Iimber
markets in the District had firmed somevhat as new orders exceaded
yproduction, and western steel production had declined much lees
than the decline for the country as a whole. In the three weeks
ended May 16, District weekly reporting benks reflected gains in
loons, including a marked increase in real estate loans. As a general
statement, there did not sppear to be any very siguificant differences
between the District situvation amd the over-all plcture for the counmtry.

In tarms of policy, Mr, Swan said it seemed to him that the
Committee should maintain much the same position that it had maintsined
quite recently. Since the aconomic upswing certainly was not vigorous
and further uncertainties hed been introduced by stock market develop-
msnts, he did not think that any significant change in policy would
be desirable. Like Mr. Deming, he felt that a continuation of policy

without change should be related to the free resesrve level, which for
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the immediate future should b2 hald about where it had been, that is,
$450 million or thereabouts. If this meant some decline inm the bill
rate below 2-3/4 per cent, no attempt should be made to offset that
decline by a significant reduction in free reserves.

As to the current policy directive, Mr. Swan concurred with
the view of Mr. Hayes that it was not desirable to have the directive
remain uachanged for a lemgthy period, particularly in light of ecwrrent
developments. Therefore, he would like to see those developments
recognized in the flrst paragraph. In the second paragraph, he was
bothered by the phrase that called for avolding sustained downward
pressures on short-term rates. While there could be different inter-
pretations of the word "sustained," it might be argued that any
reduction below 2-3/4 per cent in the bill rate would be regarded
as reflecting sustained pressure. Aecordingly, ke would favor
eliminating that particular phrase. He would not recommend changing
the discount rate at this time.

Mr. Irons reported that economic activity in the Eleventh
District was proceeding favorably. There wes strength in the
employment picture, with total nonagricultural employment moving to
a8 near record and unemployment, on an unadjusted basie, falling to
about 4.3 per cent of the labor force. The trend of consumer demand
was favorable. Industrial output was up, and construction wes up
sharply. Except for some developing dryness, which was not a great

problem, the agricultural situation was quite good. In sumeary,
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aconomic activity was proceeding at a moderate upward pace.

Mr. Irons also said that Eleventh District banks seemed to
be adeguately liguid. There had been incresged loan demand in the
past thres weeks, especially for business and construction loaans,
with a reduction in investmants. Demand deposits were off a bit,
ani savings deposits were up a little. The growth of sevings deposits
vae splowing down. There seemed to be little change in the demand for
Federal funds, with purchases running at an average of about $500
million and sales about $450 million. Except for some small amount
of geasopal borrowing, there was little activity at the discount
window.

Turning to policy, Mr. Irons comsented that when he left
Dallas for this meeting he had in mind some tentative conclusions.
It seemed to him that the System had done aboul as mach in the vay
of supplying reserves as would be sppropriate under the circumstances,
and he leaned towerd a somewhat less generous approach to the providing
of reserves, even though that might result in some firming of interest
rates. However, the events of the past few days had changed his line
of reasoning. The economic statistics looked quite good, but attitudes,
the confidence factor, and related matters were lesg favorable and
the developments 1n the stock market could not be lgnored. Accord-
ingly, he concluded that this wag a good time to maintain the status

quo, vhile reexamining the System's position, evalusting the comsequences
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of vhat was going on in the stoek market, and sppraising the matter
of siness confidencea, Perhape ansther lock ghowld be taker at
ecouomic trenis to see whether sny factorz were developimg of which
the Committes had not been aware. In particular, he wowid weat to
watch comsumer reaction--and also the intermatiomal reacticn--to

the recent stock market develcpmexts. There were & lot of wnanswered
quagtions that wers beimg bBrought teo tha fere by the finsmecisl

market changes. Thus, the situatice seemed to call for study of
possible consequances rather tham for action at this momept.

In susmary, Mr. Irens said, his views wers mumch ths same as
those expressed by Nr. Robertaem. He would meintain the status quo
as nearly as possidle and sveid overt actiom of any kisd at this
time. Ee would mot chsags the discount rate or the curremt policy
directive.

¥Wr. Kllis reported that New Soglard business comditions had
shown contimasd modsst improveamest since the yprevious meseting of the
Committea. No sector of the economy showed signs of disturbing weak-
nes, ad no sector showed sigms of uwnsustalmsble expansion. Most
matacturing industriss streagthsned im ipril, and max-heour dsta
suggested a rise in the index of preduction. Nepmmfacturing
aploysest setued te have been & 1ittle weaker in April than seasomal
expectations.

r. Ellis also reported that First District reporting bazks
found Business losn dewend just showt meeting seseomal expectetioms.
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Total loans and investments contimed to grow at a good pace. The
growth of deposits was holding loan-deposit ratios fairly stable,
District banks had beer fairly heavy net sellers of Federal funds
in the past five weeks.

Turning to policy, Mr. Ellis commented that he, like some
others, had left for thie mseting prepared to urgs & changs in the
policy guldslines. After the stock market events of yestarday,
however, he hed shifted to a position of no chenge in policy at
this time., As to what no change im policy might mesn, he noted
that there are agveral anchors of policy, among them fres reserves,
avoidance of sustained downward pressures on short-teras rates, and
cemcern with financial markets in general. The question was to
vhich anchors of policy the Committes desired to cling most
strongly in the mext few wesks. According to the projections, the
System wvas going to heve to inject several hundred milliom dollars of
reserves in the next two weeks. He would urge that they not be
injected in & way that would promcte furthsr pressure omn short-term
rates, for he would not want to give up the cbjective of avolding
that kind of pressure. His definition of no change in policy would
be no change from the weeks in April rather than the most recent
thrse-week period; which was characterized by greater ease im the
nonsy market centers, trecesbls perhaps in some degres to Treasury
operations.
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Mr. Ellis said that he would like to see the Committee
Tecognize changes in the economic situatiom im the Tirst parsgraph
of the curremt policy directive. Ome of the purposes of imstituting
the present procedure was to be able to recegnize such changes,
and he felt that the Comittee's record of understanding amd
evaluating the spituation it wes attewpting to mast wonld resd better
if there wvaz some recogrition of tha changes that had oceurred
since Narch. The langusge suggested by Mr. Deming would go scme
vay in that directica. Mr. Deming, however, had cmitted the phrase
that called for promoting further expansion of bank cradit and the
money supply. He (Mr. Ellis) would liks to see that phrase retained,
but to have the word "promots” changed to "permit,” as suggested by
Mr. chepardson at the May 8 meeting.

Mr. Belderaztom said that he would advocate holding Just es
steady as possible. However, he was impressed by the reasons for
changing the wording of the current policy directive. His suggestion
wonld be to eliminate the second paragraph and change the first
paragraph somewhat as follows: Im view of the continuwed undere
utilization of resources, the modest rate of domestic expansion,
and the recent sharp decline im stock market prices, the Fedsral
Open Market Committes is continuing its policy of promocting the ex-

pansion of benk cradit and the money supply.
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In discussicn of his proposel, Mr. Balderston said the
sharp decline in steck merket prices, alemg with the results that
sight flicw therefrom, comstituted the primeipal reasom vhy he
would contimse present policy. Otherwise, he might be inclined to
vear toward less easa. NHis proposed directive woutld meke no reference
t0 the intermstiomal situation because he had a feeling that the
Coamittes had been "driving om botk sides of the road lomg encugh”
and as e result its directives were not clear. He would drop the
sacond paragraph of the prasaat directive beczuse 1t seemed to him
that it vas redumndant.

Mr. Francis commented that Bighth District businese conditions
continmued to improve tc ebout the same extent as indicated by mamy
of the other District reports that had been givea.

Chairman Martia moted from a news ticker report that hed
been brought to him that stock market prices had experienced amother
substantial decline this worming. He want on to say that before this
meeting he had attended & meeting at the White House with the
President and other officials of the Administration. He felt
constrained to say to the Committee that the Prasident throught
the Federal Reserve System, like the rest of the Govermmeent, had
an obligetion in this matter., Against this dbackground, he told
the President that the Board of Governors had discussed yesterday
the question of margin requirements, at vhich time the Board members
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were of the view thet "steady in the bost" was the proper course.
The President's position was that the Federal Reserve should
follow whatever coursge it thought would be most helpful; he raised
the question whether, if the Board was not going to change the
margin requirements, 1t would be desirable for the Board to say that
it was not going to change them. He (Chairman Martin) left with
the President, as a matter of general information, a paper on the
pros and cons of a margin requlrement change that had been prepared
by the Board's staff.

Chalirman Martin said he had made no commitment other than
to bring to this meeting of the Committee the President's view
that this was a serious situwation. The President had left to
the éiscretion of the Federal Reeserve the question whether any
sction should be taken by the System, indilcating that the System
ought to do whatever it considered wisest in the present circumstances.
If it was the view of the Federal Reserve that it would be better
not to issue any statemernt, that was for the System to decide. If,
on the other hand, there was a fealing that the System should make
a statement, the President would be glad to have such a statement
nede.

The Chairsan then read from a news ticker report the answers

that had been given this morming by Secretary of the Treasury Dillor
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to questions raised by reporters. Mr. Dillon reportedly attributed
to the White House conferees a feeling that stock prices had been
on the high side and had now dropped %o a level more in keeping
with price-earnings ratios. Mr. Dillon stressed that the Govern-
ment had no controls directly affecting stock market prices. IHe
also polunted out that margin requirements were a matter within the
gole discretion of the Board of Govermors. Mr. Dillom urged speedy
Congreeslonal action on the proposal to allow tax credit to businesses
on purchases of equipment. He did not feel that the stock market
developmemts reflected any decline in confidemce outside the stock
market. He noted that stock prices had alrsady started on a down-
ward trend before the steel price episode.

Chairman Martin then sald that he would like to indicate to
the Committee his owm thinking on monetary policy, which was much
along the lines that some members of the Committee had expressed
prior to the recent stock market decline. His view was, in essence,
thet the System had gone as far as it should with a policy of easy
money and that such a policy had outlived its usefulness. This
did mot mesn, however, that the System should tuke any overt
action at this particulaer time. On the besis of his recent visgit
abroad and the views expressed by pecple with whom he had besn telking
recently, he felt there ves something more fundamental in the gteck
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market situation than easy money. Unquestionsbly, however, the
developments in the market reflected the bhackwash of speculation
in a vholesale manpner that had heen going on all around the
country. The margin requirements, he thought, had been reasonsbly
effective in controlling the amount of credit going into speculation
in stocks, bubt they had not affected real epstate and other speculative
activities. Therefore, he was inclined to feel that easy money was
part of the total picture; he doubted very much whether it could ve
said that easy money had nothing to do with the situation. While
he felt that the Federal Reserve had been thoroughly Jjustified in
the course it had been pursuing, the System could not Just go along
thinking that easy money was golng to produce an exuberant ecomomy.

Contimuing, Chairman Msrtin said that he would like to
reiterate a view he had expresged a mmber of timee before, namely,
that the balance of payments problem overshadowed everything else.
He would not want to say that this wae the crisis ke had referred
to several times as s possibility, but the situation concelvably
could develop such proportioms.

As to policy for the immediate future, the Chalrman said it
was his feeling, on the basis of the discussion at this meeting, that
the wisest course would be to stay steady in the boat and make no

change in policy of any sort at this moment, but rather to continue
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to svelusbe tue probles . Whelbesr thers should be a chapge in the
ewrrest policy divestive alopg the liges that had been suggested
or wkather it wouldl be wisser to rensw the directive in its present
ford vas gpen to debate. However, it sesaed that the asjority
seubiusud Wes clesarly for ao change in policy at this particular
tims,

pam Martin isguired vhether there were any quastions
st the accuracy of bis statemsnt of the conssnsus as te policy
Tor the Imusdiece Puburs, apd no such question was indicsted.

There followed, however, copnsideretion of the wording of
the current econcwie policy directive in light of the several
suggestions that Lad been mads, ard it wes the prevalling view that
Boae raferapce To recent develupments in the stock market should
sphropriately be lucorpovsted in order to place on record that
this was & factor recogaized by the Coamitiee in shaping its
poliey for the fortheoming period. Ceritaln other possible changes
in the directive, such a8 to provide for “permitting” rather than
“sromoting” rurther srpsnsiom of bauk credit and the money supply,
were decided sgeinst im view of the basic decision of the Conmitiee
to coutinne monetary policy unchanged at this time.

&% the ccasiusion of this discuseion, there was read to the

Coumittes labgusge for the first paragraph of the dirsctive reflecting
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a formalation with vhich there asppeared to be genersl agreement,
and the expressions of the Committee members were favorabla.

Accordingly, upon motion duly made and
seconded, the Federsl Reserve Bank of New
York was authorized and directed, until
ctherwise directed by the Committee, to ex-
ecute transactions in the System Open Market
Account im accordance with the following
current econoalc pelicy directive:

In view of the modest nature of recent advances in the pace
of econcmic activity, the contimmed umderutilization of resources,
and the uncertainties created by the disturbed conditions in
some financilal markets, it remains the curremt policy of the
Fedaral Open Market Committee to premote further expansion of
bank credit and the money supply, while giving recognitionm to
the country's adverse balance of payments.

To implemsnt this policy, operaticns for the System Open
Market Account durimg the next three weaeks shall be conducted
with a view to maintaining a supply of reserves adequate for
further credit and monetary expansion, taking account of the
desirability of avolding sustained downward pressares on short-
tera interest rates.

Votes for this action: Messrs.
Martin, Hayes, Balderston, Bryan,
Deming, Ellis, Fulton, King, MNills,
Mitchell, Rcobertsomn, emd Shepardson.
Votes ngainst this actiom: Nome.

Chairman Kartin said he wished to place on record at this
point that he had told the President of the United States this
morning that the Presidemts of the Foderal Reserve Banks and the
members cf the Board of Governors might be counted upen to do vhat-
ever they could, regardless of wvhether any statement was issued by

the Faderal Feserve System, to maintain a samse of order in the present
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situation. He 4id not say to the President that any particular
course of action would be taken by the Federal Heserve System,
but he did say, as he had indicated, that the President could
count on &ll of the Reserve Bank Presidents and mewbers of the
Board of Governors to do whatever was possible to maintain balance.
The Preslident, in turm, expressed hils desire that those in the
Federal Reserve band thair best efforts im that direction.

General sgrecment ves expressed as to the sppropriateness
of the comment that the Chairman had mede to the Prasident. Question
wes raised, however, as to what kind of statement the President
mlght heve in mind that the Federal Reserve could issue.

Chajirmex Hartim respended to the effect that there had
been no effort by the Presidemt to press the Federal Reserve
System to do anything that 1t did net want to do. The President
was approaching the current problem entirely from the standpoiunt
of his responsivility as Chief Executive. The President did ssy
that if he wers doing it himseif, he would be inclined to reduce
margin requirements, in which commection he moted that this was the
only selsctive credit comtrol aveilable. In tura, Chairmen Martin
said, he indicated to the President that there was a question
whether the Beard would feel that & reductiom in margin regquirements
at thie time was advisable. However, he had told the President that
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he would relsy the latter's camments to the Board. The President
then suggested that if the Board was not going to change margin
requirements, it might be helpful for the Board to issue a stetement
to such effect and give the reasons.

Chairmen Martin emphasized that he regarded his conference
at the White House sg entirely satisfactory. More specifically
in response to the guestion that had been raised, Chairman Martin
said ke did not think that any of those who had conferred at the
White House had in mind exactly what kind of a statement by the
Federal Reserve might be helpful. Personally, he was less inclined
toward the issuvance of statements than some cthers might be; he
felt there could be too many statements.

There followed discussion with respect to the possible
public reaction to any statement that might be issued by the Federsal
Reserve, including a statement that the Board did not intend to reduce
margin reguirements.

The Chairman then repeated that im his view there was some-
thing more fundamental in the stock market decline then the level
of mergin requirements. He had been concerned for some time about
the fact that e number of foreigners with whom he had talked seemed
to feel that the post-war cyclical peak of the Western economies

was being reached. Therefore, they were inclined to be rather bearish
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about thelr own countries as well as the United States. In this
commection, Chairman Martin noted that substantial price declines
were occurring on the Euwropean stock exchanges; the dowvnward move-
ment in stock prices was fairly gemeral and was not limited to
this country.

Chalrmsn NMariin commemted further that he did not know what
type of statement might be issued by the Federal Reserve that would
be helpful. In amy evemt, however, this was clearly not & situation
vhere a& statement could be drafted by s mmber of pecple sitting around
the table, as at this meetling. He thought the comments that had
been made to the press yesterdsy and today by the Chalirman of the
Council of Economic Advisers and by the Secretary of the Treasury
wore essentially correct. On the baslis of the reports made during
the go-ground at this meeting, there was nothing that would lead
him to think that there should loglcally be general dumping of
stocks at current prices.

In further discussion, Mr. Mills suggested that in view of
the mncertain nature of future developments the Open Market Committee
mdght want to comsider authorizing Chairman Martin to issue a state-
ment 1f, in his jJjudgment, such a statement should seem desirable,
with the understanding that the choice of words therein would be
left to Chairman Martin and any person or persons wlth whom he might
vant to consult.
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The comments that ensued indicated that the members of the
Committee found it difficult to envisage any type of Pederal Reserve
statement that might be heipful in the present situation. At the
game time, it was recognized that some tuwrn of events might produce
8 gltuation wherain the lssusnce of a statement would seem desirable.
Agalnst this possibility, mewmbers of the Committee indicsted that
they would be agreeable to giving an authorization to Chairman
Martin along the limes that had been suggested by Mr., Mills.
Chairman Martin commented that this was not a responsibility
he was particularly seeking. 7Yet it was bard to envisage what might
develop within the next week or ten days.
It was then moved by Mr. Shepardson and seconded by Mr.
Hayes that Chairman Martin be authorized, during the period until
the next meeting of the Open Market Committee, to issue a statement
on behalf of the Committee with regard to stock market developments
and related economic or financial developments if evenbts should occur
that in his judgment made it deeirable to issue such a statement.
This motion was carried by wmanimous
vote, subject to the understanding that in
certain circumstances Chairman Martin might
deem it advisable to call = special meeting
of the Open Market Committee before the next
regular meeting of the Committee, scheduled
for Tuesday, Jume 19, 1962.
Under date of December 11, 1961, there had been transmitted

to the Committee members and other Reserve Bank Presidents a draft
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revision of the 1957 Federal Open Market Committee Guides for
Emergency Operations with a request for comments. The Open
Market Committee Guides had been reviewed pursuant to a suggestion
made when the Board of Governors spproved revised Guidelines for
Emergency Monetary Policy as of May 15, 1961. In light of comments
received following distribution of the preliminary draft revision
of the Open Market Committee Guides, a revised draft was distributed
by the Secretary of the Committee under date of May 17, 1962.
Upon motion duly made and seconded,
apd by unanimous vote, the revised Federal
Open Market Committee Guides for Emergency
Operations, in the form distributed with
the Secretary's memorandum of May 17, 1962,
were approved.
Mr., Wiiliams then withdrew from the meeting.
There had been distributed to the Committee a report from the
Special Manager of the System Open Merket Account on System and
Treasury operations in forelgn currencies and on foreign exchange
market conditions for the period May 8 through May 23, 1962, along
with a supplementary report for the period May 24 through May 28, 1962.
Coples of these reports have been placed in the files of the Federal
Open Market Committee.
As indicaeted 1in those reports, there had been no System foreign
currency transactions during the period since the Open Market Committee
meeting on May 8, 1962. Accordingly, no action to spprove, ratify, and

confirm any such transactions was necessary.
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At the request of the Chalrman, Mr. Coombs presented comments
in supplementation of the aforementioned written reports, in the
course of vhich he referraed to certain documents that had been distributed
to the Committee with respect to a possible dollar-sterling swap
arrangement. The first memorandum, dated May 16, 1962, described
a meeting in Iondon on Monday, Msy 7, in which Mr. Cocombs, Mr. Roosa,
Under Sascretary of the Treasury for Monetary Affairs, and representatives
of the British Treasury and the Bank of England participated. As
the result of this meeting a telephone call hed been received by
Mr. Coombs on Tuesday, M=y 15, from an official of the Basnk of
Englspd vho informed him that the British financial authorities
were agreeable to a $50 million swap at flat rates and an identical
interest rate, which nmight be set at 2 per cent. In coannection with
this swap possibility, there had also been distributed a memorandum
from the Secretary of the Committee dated May 25, 1962, with respect
to recent economic developments in the United Kingdom. In this
memorandum the view was expressed that the economic outlook in the
United Kingdom would justify the holding by the System of pounds
sterling under a swap agreement with the Bank of England.

Further, with & transmittal memorandum dated May 28, 1962,
there had been distributed to the Committee a copy of a cable from

Mr. Coombs to the Bank of England dated May 18, 1962, suggesting the
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text of a press release that might be used in event of the completion
of a dollar-sterling swap arrsngement, along with a copy of & cable
sent to the Bank of Englapd by Mr. Coombs on My 21, 1962, ocutlining
the proposed terms of such an arrangement. The draft proposal was
for a sterling-dollar swap in the amount of $50 million, the swap

to have a maturity of three monthes and to be ligquidated on date of
maturity at the original rate of exchange. The Bank of England would
place the resultant dollar balance in a nontransferable U. S. Treasury
certificate of indebtedness which would be issued by the U. S.
Treasury at par to mature three nonths after date of iesue, but
redeemable upon two days' notice, and which would bear interest at
the rate of 2 per cent per anmm. The sterling balasnce aceruing

to the Federal Reserve System would bear the same rate of interest.
Phe swap arrangement, inecluding the U. S. certificate of indebtedness,
would he renewable upon agreement of both parties. To protect both
parties against the remote risk of a revaluation of either currency,
the Pederal Reserve would place with the Bank of England a standing
order, to be executed when necessary for that purpose, to purchase
for Federal Reserve sccount sterling in any amount sufficient to
replenish any earlier drafts upon Federal Reserve sterling balances
created by the swap. The Federal Reserve would accept from the Bank

of England a similar standing order.
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Mr. Coopmbs recommended that the Federal Oper Market Committee
approve a dollar-sterling swap arrangement on the terms outlined in
the cable of May 21, 1962, effective May 31, 1962, in which connection
he stated reasons for believing that such an arrangement would be
advantageous.

Mr. Robertson stated that he continued to be skeptical
about the whole program of System foreign currency operations.
However, inasmuch as the program had been initiated, he would be
willing to vote to approve the proposed dollar-sterling swap
arrangement .

Inguiry was made about the desirability of issuing a press
release, and Mr. Coombs commented that it was his impression that
the announcement of arrangements of this kind had a stabilizing
influence on the exchange markets. The reaction conceivably might
be different in present circumstances, but the record had been
favorable thus far.

Chairman Martin indicated that he would be apprehensive about
the result if such an arrangement were entered into without & press
release being issued and knowledge of the arrangement nevertheless
became known.

Other members of the Committee expressed agreement with
the views stated by Chairmen Martin and Mr. Coocmbs.

Thereupon, the proposed dollar-
sterling swap arrangement was upnanimously
approved effective May 31, 1962, with the
understanding that a press release would

be issued along the lines set forth in
Mr. Coombs' cable of May 18, 1962.
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Mr. Coombs next referred to his memorandum, distributed to
the Committee under date of May 21, 1962, regarding the possibility
of & dollar-guilder swap arrangement with the Netherlands Bank, which
might involve a pilot swap of $1C million plus a standby swap of $40
million. The memorandum pointed out, emong other things, that the
Netherlands Bank would be unable to place any Federal Reserve holdings
of guilders in either commercial paper or a time deposit. However,
it was thought probable that the Federal Reserve could obtain a
guilder time deposit facility at the Bank for Internationsl Settle-
ments. With this exception, the suggested swap arrangement would
be along the lines of the arrangement with the Bank of France. One
immediate objective would be to mop up as much as possible of the
prospective flow of dollars into the Netherlands when, on June 27,
1962, the Duteh Philips Corporation was to receive payment on
subscriptions for a new stock issue that might yield roughly $200
miilion equivalent. An estimated $80 millicon might be raiged from
United States subscribers, with a $50 miliion inflow in prospect
from subscriptions in other European countries. Since it was the
traditional policy of the Netherlands Bank to convert into gold all
dollar snd other foreign exchange acqulsitions in excess of $200
million, and since present dollar holdings of the Bank amounted to
around $163 million, the dollar receipts generated by the Philips
igsue would mean that the Netherlands Bank would shortly be compelled
to make heavy purchases of gold from the United States.
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In connection with the possible reciprocal transaction between
the Federal Reserve and the Netherlands Bank, there had also been dis-
tributed a memorandum from the Secretary of the Committee dated May 25,
1962, which discussed recent economic developments in the Netherlands and
expressed the view that the immediate economic outlook would justify the
System's holding of guilders under such an agreement with the Netherlands
Bank. In a memorandum from the Committee's General Counsel dated May 28,
1962, concerning the legal aspects of several proposed swap arrangements
with foreign banks, the view was expressed that there would be no legal
cb Jection to placing Federal Reserve gullder holdings in a time deposit
with the Bank for International Settlements.

In comments supplementing his memorandum, Mr. Coombs noted that
the possible swap arrangement would extend the dollar defense line to
another important European currency and provide the possibility of mop-
ping up the flow of dollars into the Netherlands Bank as payment was made
for the Philips issue. The Netherlands Bank was agreesble to the swap
in principle. The main technical problem was the inability of the
Netherlands Bank to place Federal Reserve holdings of guilders in either
commercial paper or a time deposit. ‘Therefore, Mr. Coombs had been talk-
ing not only with the Netherlands Bank but also with the Bank for Inter-
national Settlements about the possibility of & time deposit facility.
Yesterday, word was received of agreement in principle on the part of
both the Netherlands Bank &nd the Bank for Iuternational Settlements
that such a time deposit facility would be feasible. The Federal Reserve

would be able to obtain & rate of interest thereon equivalent to the rate
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made available to the Netherlands Bank on its holdings of dollars. In
this cage, Mr. Coombs felt, it might be useful to follow the pattern of
the French swap and to base the interest rate upon the last Treasury

bill issue immediately preceding the swap. He would regard the 2 per cent
rate of interest in the proposed dollar-steriing swap as a deviation from
the general pattern. The deposit with the Bank for Intermational Settle-
ments would be & three-month time deposit subject to withdrawal on two
days' notice.

In response to a request from Mr. Mitchell for further elaboration
of the reasons for the swap arrangement, Mr. Coombs said the Netherlands
had been running more or less in even balance in international payments
for the past year. However, the payment for the Philips issue would
involve a substantial influx of funds. The question was whether it would
not be useful to try to deter the prospective drain on U. 5. gold reserves.
Before the expiration of three or six months, the guilder might come under
some selling pressure; the Netherlands was not in a strong surplus posi-
tion. The worst that could happen was that the United States would
eventually lose as much gold as if there were no swap arrangement in
effect.

With regard to the traditional policy of the Netherlands Bank
to convert into gold dollar and other foreign exchange sequisitiona in
excess of $200 million, Mr. Swan inquired whether, if the swap arrange-
ment were entered into, there was reason to believe that the Bank might

be induced to alter its poliicy.
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Mr. Coombs replied that he thought the consummation of a swap
arrangement might have such an effect. The Swiss, as & quid pro quo
for Stabilization Fund forward operations, hed let their dollar balances
run up, and the same sort of development could occur here. He did not
think that a swap arrangement would lessen the possibility of the
Netherlands Bank considering some adjustment of its traditional policy.

After further discussion had indicated that the Open Market
Committee was inclined to look with favor on a proposed dollar-guilder
swap arrangement such as described, Mr. Coowbs asked whether he under-
stood that the Committee would prefer to authorize the negotiation of
such a swap or to approve in principle. He would hope the latter, with
the possibility of obtaining final approval of the arrangement by poll
of the Committee. If possible, he would like to move forward on this
matter before the next Committee meeting.

Thereupon, unanimous approval was
given in principle to a doliar-guilder
swap arrangement with the Netherlands
Bank along the lines described in Mr.
Coombs' memorandum of May 21, 1962, it
being understood that the arrangement
was subject to final approval by the
Federal Open Market Committee.

Mr. Coombs then referred to his memorandum, distributed to the
Committee under dste of May 23, 1962, with regard to possible Belgian
franc operations. Attached to the memorandum was a letter from the
National Bank of Belgium suggesting a swap arrangement in the amount of

$50 million for six months, renewable, with an identical interest rate

on both sides. The dollars accruing to the National Bank of Belgium
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would be invested in speclal U. S. Treasury certificates of indebtedness,
while the Belgian francs accruing to the Federal Reserve would be invested
in bills (promissory notes) issued by the National Society of Credit and
Industry. The U. S. certificates and the Belgian bills would be issued
for six months, but would be redeemable or discountable at any time, on
demand, at par value and without modification of interest. The interest
rate would be 2.75 per cent on both sides.

In & memorandum from the Committee's Genersl Counsel dated May 28,
1962, question was raised whether investment of Belgian francs in notes
of a Belgian company engaged in providing credit for commerce and industry
would be clearly authorized. However, the question was understood to have
become academic. As stated in Mr. Coombs' memorandum of May 23, he had
inquired of the National Bank of Belgium whether it would be possible to
place Federsl Reserve holdings of Belgian francs on time depogit with the
Bank for International Settlements. The offhand reaction was that this
might prove feasible, and a definite answer was promised as soon &s
possible.

In conmmnection with the swap possibility, there had also been
distributed a memorandum from the Secretary of the Committee dated May 25,
1962, regarding recent economic developments in Belgium in which the view
was expressed thet the immediate economic outlook seemed more favorable
than for some time and that it would justify the holding of Belgian francs
under a swap agreement with the National Bank of Belgium.

In supplementary comments on this swap possibility, Mr. Coombs

noted that it would provide still ancther link in the line of bilateral
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exchange arrangements. He thought it would be possible to work out the
procedure whereby Belgian franc holdings of the Federal Reserve System would
be placed on time deposit with the Bank for International Settlements., He
would recommend approval of a dollar-Belgian franc swap in principle, in the
amount of $50 million.

In response to a question &s to why this swap arrangement was
proposed on a six-month basis, Mr. Coombs said he thought this was intended
to be something of & generous gesture on the part of the National Bank of
Belgium. The letter from the National Bank might be regarded as an
indication of what that Bank would be willing to consider. However, he
would prefer a three-month swap on a renewable basis to keep the arrange-
ment more in line with the other swap arrangements negotiated or pending,
and that was what he would suggest.

Question was raised as to whether a swap in the amount of $50
miliion with the Belgians would not be out of line in terms of the arrange-
ments with other countries, whether $50 million was looked upon as &
minimum for swap arrangements, or whether there were particular reasons
for that figure in the case of the proposed transaction with the National
Bank of Belgium.

Mr. Coombs replied that the Belgians had suggested $50 miilion.
Perhaps they had taken into account their policy of converting into gold
practically all of their dollar inflow and thought of the $50 million
figure as a gesture of cooperation from that standpoint. Mr. Coombs

said he would agree that swap arrangements of $50 million all around,
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regardless of the size of the country concerned and the balance of trade,
might seem somewhat illogical. 1In time, he thought, there might be
higher figures with the United Kingdom and France than with other countries.
Thereupon, unanimous approvael was

given in principle to a dellar-Belgian

franc swap arrangement with the National

Bank of Belgium along the lines described

in the letter from the National Bank of

Belgium dated May 16, 1962, and Mr.

Coombs' memorandum of May 23, 1962, it

being understood that the arrangement

was subject to final approval by the

Federal Open Market Committee.

Mr. Coombs next referred to his memorandum, distributed to the
Committee under date of May 22, 1962, with respect to a possible swap
arrangement with the National Bank of Switzerland. This involved the
poessibility of & medium-term credit srrangement. 1In conversations with
Mr. Coombs in Furope, officials of the National Bank of Switzerland had
indicated that the Bank would expect to provide credit under a swap
arrangement on a 90-day basis, but with a tacit understanding that the
eredit would be renewed for as long as might prove necessary. The Bank
needed protection only against some emergency situation in which the credit
facility might advisedly be shifted to a medium-term basis, and it antici-
pated working out some arrangement with the Swiss Treasury whereby the
latter would take over the credit in such circumstances. Mr. Coombs had
suggested, in the alternative, consideration of & relatively short-term
swap, say for three months, with the possibility of two renewals.

The question whether a medium-term credit arrangment with the

National Bank of Switzerland would be legally warranted was discussed

briefly in the memorasndum from Mr. Hackley dated May 28, 1962, referred
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to previously in these minutes. That memorandum pointed out that there
wvas no statutory restriction upon the length or maturity of accounts
that might be maintained by a Reserve Bank with a foreign bank. If it
could be established that a medium-term swap arrangement was necessary
or desireble in order to effectuate open market transactions in foreign
currencies, Mr. Hackley felt it would be subject to no greater legal
objection than a short-term, 90-day swap. However, the length of the
comeiiment might make it more difficult, as a matter of degree, to
establish that the arrangement was related to the effective conduct of open
market operations. Also, an arrangement of this kind might be subject
to guestion on poliey grounds,

In comments supplementing his memorandum, Mr. Coombs noted that
the U. 8. Treasury was not in a position to provide a medium-term credit
facility to the Swiss. Further, as Mr. Hackley's memorandum suggested,
it might be difficult to establish that a medium-term credit facility
provided by the Federal Reserve could be related effectively to the conduct
of open market transactions in forsign exchange. His own view was that it
would be preferable to keep such an srrangement on a short-term basis
if possible. Therefore, he had suggested to the Swiss that they consider
a ewap arrangement on s 90-day basis, with the explicit understanding
that the arrangement could be renewed for another three or six months.

A short-term arrangement would not fully satisfy the appearent desire
on the part of the Swiss more or less to match the standby credit
facilities being provided by certain member countries of the International

Monetary Fund. In terms of realities, however, an arrangement running
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for nine months might give the United States time to counter any heavy
flow of speculative funds to Zurich; and possibly to bring about a
reversal.

Mr. Coombs then suggested that the Committee might want to
authorize further negotiations with the National Bank of Switzerland
for a short-term swap facility of $150 million, with $50 million as
a pilot swap and the remsining $100 million put on & stendby basis. If
current disturbances in the stock exchanges continued, there could be a
rather heavy flow of funds to Switzerland and there might well be a
need for the full $150 milliion.

In response to a request for further explanation of the basis
for the Swiss suggestion for a medium-term credit arrangement, Mr. Coombs
brought out that an important second line of defense was being established
by the enlargement of the standby resources of the Internstional Monetary
Fund, If the dollar should get into seriocus difficulty, the United
States could go to the Fund and pick up a sizable supply of European
currencies. However, since Switzerland was not a member, the Fund
arrangement did not cover the Swiss franc, and the Swiss felt a certain
morzl obligation to do as much a&s they could to close the gap. They
would like to work out a facility as similar as possible to those being
extended by a number of the major countries in comnection with the
enlargement of the standby resources of the Fund, and those facilities
were on & medium-term basigs. The Swiss appeared to feel that a short-

term arrangement might be criticized on the ground thet Switzerland was
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failing to do its part. Mr. Coombs said he had suggested to the Swiss
officiels that it should be possible to provide a satisfactory explana-
tion by tying in & short-term dollar-Swiss franc swap arrangement with
the swap arrangements being negotiated with other central banks. If the
gwap vas in terms of a figure such as $150 million, the Swiss would
certainly get credit on that score.

Question was raised whether a $150 million swap would appear
adequate, and also as to the relationship between that figure and the
part that the Swiss might have been expected to play in enlarging the
standby resources of the Monetary Fund had Switzerland been a member
of the Fund.

Mr. Coonbs replied that such questions were diffiecult to answer.
He thought thet the Swiss might be ready to put up as much as $250
million on & medium-term basis. Further, unless there were basic changes
in underlying conditions, he foresaw the possibility of a sizable
net flow of capital to Switzerland. Conceivably, of course, the situation
would turn in the other direction.

Thereupon, the Open Market Committee
authorized further negotiations with the
National Bank of Switzerland looking
toward the possibility of a dollar-Swiss
frane short-term swap arrangement along
the lines described by Mr. Coombs.

Mr. Coombs then pointed out that the swap arrangement with the
Bank of France in the amount of $50 million, which became effective
March 1, 1962, would mature June 1, 1962. He recommended renewal of the

arrangement for another three months; it was his understanding that the

Bank of France was agreeable to such an extension.
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In this connection, Mr. Coombs commented that the French had
been taking in so wany dollars during the past three months that no
useful opportunity had presented itself for employment of the French
francs obtained by the Federal Reserve under the swap arrangement. The
entire $50 million could have been exhausted quickly. Therefore, it
had geemwed better to wait for & time when use of French francs might
bring the market into better valance. If the heavy flow of dollars
into France should continue during the summer months, it might prove
desirable to liquidate the swap arrangement in advance of the next
maturity, sey on August 1, and then to renegotiate an arrangement in the
fall months when the French payments position might be less strong.

In discussion, question was raised whether, in the circumstances
deseribed by Mr. Coombs, the amount of the swap with the Bank of France
should not be raised or the arrangement dropped.

Comments made in response by Messrs. Hayes and Coombs were to
the effect that in conditions such as had existed recently the use of the
French francs to the extent of $50 million would have had little or no
effect., On the other hand, the existence of the arrangement and lack of
use of the French francs did not appear tc have crested any sdverse
reaction. In the fall months an opportunity might come. As to
increasing the amount of the swap arrangement, other negotietions were

now in process between the Upited States and France, having to do with

a possible advance debt repayment and adjustments with respect to military

procurement. In the circumstances, it seemed doubtful whether this was
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an appropriate time to suggest an increase in the terms of the swap
arrangement, although that might become appropriate in the fall.
Thereupon, the Open Market Committee
approved unanimously & three-month renewal,
effective June 1, 1962, of the existing
dollar-French franc swap arrangement with
the Bank of France.

Mr. Coombs next commented upon discussions that had been held
with the Bank of Canada regarding the possibility of a swap facility
involving that Bank and the U. S. Treasury. However, it had developed
that the Treasury could not commit more than $25 or $30 million out of
the Stabilization Fund at the present time. The reaction of the Bank
of Canada was one of appreciation that this had been suggested as a token
of cooperation, but the Canadians were doubtful that an arrangement of
such magnitude would have much impact. It appeared that they might be
interested in a swap arrangement in a much larger figure, such as $200
or $250 million, as a backstop to the recent action in establishing
a par value for the Canadian dolilar.

Mr. Coombs raised the question whether the Open Market
Committee would be interested in exploration of the possibility of a
swap arrangement between the Federal Reserve and the Bank of Canada,
having in mind that the Canadians might be interested only in an
arrangement of substantial size. He noted that the establishment of a
par value for the Canadian dollar had been & long-sought objective of

Americen policy. That having been done, it appeared appropriate to give

some support to the Canadians. He was not sure, however, whether this
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might best be done through a Federal Reserve-Bank of Canada swap
arrangement or through a Canadian drawing on the Monetary Fund.

In discussion, it was noted that a Canadian drawing on the
Monetary Fund would subject the Canadians to the discipline of the
Fund. It was also noted, however, that the Canadians might hesitate
to go to the Monetary Fund until after the forthcoming eléctions and
that they had been subjected to a speculative outflow of funds of rather
substantial proportions during the past two or three months.

Mr. Mitchell raised the question whether, if the endeavor
of U. S. foreign exchange transactions was to help build a strong
international payments system, it would not seem almost unavoidable,
in the interest of consistency, to consider a swap arrangement with
the Bank of Canada.

Mr. Coombs said he had such a feeling. That was why he had
favored the Stabilization Fund arrangement on a $25 or $30 million
basis, but that figure apparently was not high enough in the eyes of
the Canadians to have any real impact.

After Mr. Mitchell had suggested the possibility of negotiating
with the Bank of Canada in terms of a swap of $50 or $100 million,

Mr. Hayes said he shared the view that, with the Canadian economy so
close to that of the United States and the Canadian currency so important
to the United States, it would seem somewhat illogical not to include

the Canadians in the network of swap arrangements at such time as a

favorable basis for such an arrangement could be found.
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Mr. Balderston said he also shared that view. He saw virtue
in tasking the initiative in discussions with the Bank of Cansda, s0 as
to be able to suggest limits compatible with the Federal Reserve swap
arrangements negotiated or pending with other central banks.
Thereupon, the Open Market Committee
suthorized negotiations with the Bank of
Canada looking toward the possibility of
a swap arrangement between the Federal Re-
serve and that Bank.
Mr. Coombs pointed out that on the exchange markets the United
States dollar had been under considerable pressure in the past few days.
it had been driven to the floor against the Swiss franc, and it was
weakening against the German mark. Assuming that the German Federal
Bank was prepared to intervene and buy dollars to check a further decline
of the dollar rate against the German mark, he hoped that the Open Market
Conmittee would concur in the appropriateness of using some of the Federal
Reserve holdings of German marks to reinforce that operation. It seemed
quite clear that a speculative movement of a reversible type was occurring,
and use of the System holdings of German marks would appear to meet the
criteria for intervention as stated in the Guidelines for System Foreign
Currency Operations.
The proposed use of Federal Reserve
System holdings of German marks in the
manner described by Mr. Coombs, if that
should Seem desirable to him in the light
of developments, was noted without objec-
tion.
With reference to the earlier discussion concerning a possible

swap arrangement with the National Bank of Belgium, it was brought out

that the continuing authority directive to the Federsl Reserve Bank of
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New York with respect to System foreign currency operations, originally
adopted by the Committee on February 13, 1962, and reaffirmed on March 6,
1962, did not authorize the purchase and sale of Belgian francs.

Accordingly, upon motion duly made
and seconded, and by unanimous vote, the
continuing authority directive to the
Federal Reserve Bank of New York with
regpect to System foreign currency opera-
tions was approved in the following
amended form, effective immediately:

The Federal Reserve Bank of New York is authorized and
directed to purchase and sell through spot transactions any
or all of the following currencies in accordance with the
Guidelines on System Foreign Currency Operations issued by
the Federal Open Market Committee on February 13, 1962:

Pounds sterling
French francs
German marks

Ttalian lire
Netherlands guilders
Swiss francs
Belgian francs

Total foreign currencies held at any one time shall not
exceed $500 million.

Mr. Mitchell commented that the recent developments in the
stock market had led him to wonder whether something might not happen
to bring about a substantial drain on the gold supply and cause the
reserve requirements specified under existing law to have to be suspended.
In his opinion the existing leaw was clearly obsolete, having been
adopted under a different set of circumstances than now prevailed. His
question, therefore, was whether there should not be a re-examination

of the existing law, with a view tc the possibility of some change that
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would make it possible for the Federal Reserve System to meet any
erisis without having to take emergency action.

Chairman Martin noted that this problem had been given consid-
eration on previous occasions. The Committee might ask its staff to
review the procedures involved so that everyone would be familiar with
them. Some caution was indicated, because a planning exercise, if under-
stood to be in process, could lead to comment and speculation. However,
he would see no objection to putting down in & paper the facts relating
to the procedures provided under the present law.

1t was agreed that the next meeting of the Federel Open Market
Committee would be held on Tuesday, June 19, 1962,

The meeting then adjourned.

TS
Assistant Secretary



