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DIGEST OF PRINCIPAL FEDERAL REsERVE. POLICY ACTIONS, 1960 

Period 

January­
March 

Late March­
July 

June 

July 

August 

Action 

Reduced System holdings of 
U.S. Government securities 
by about $1.6 billion. Mem­
ber bank borrowings at the 
Federal Reserve Banks 
dropped from an average of 
$900 million in December to 
$635 million in March. 

Increased System holdings of 
Government securities by 
nearly $1.4 billion. Member 
bank borrowings at Reserve 
Banks declined to an average 
of less than $400 million in 
July. 

Reduced discount rates from 
4 to 3'11 per cent at all 
Reserve Banks. 

Reduced margin require­
ments on loans for purchas­
ing or carrying listed securi­
ties from 90 to 70 per cent of 
market value of securities. 

Authorized member banks to 
count about $500 million of 
their vault cash as required 
reserves, effective for country 
banks August 25 and for 
central reserve and reserve 
city banks September 1. 

Reduced reserve require­
ments against net demand 
deposits at central reserve 
city banks from 18 to lTYz 
per cent, effective September 
1, thereby releasing about 
$125 million of reserves. 
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Purpose of action 

To offset the seasonal inflow 
of reserve funds, mainly from 
the post-holiday return of 
currency from circulation, 
while permitting some reduc­
tion in borrowed reserves. 

To promote further reduc­
tion in the net borrowed re­
serve positions of member 
banks and, beginning in May, 
to provide reserves needed 
for moderate bank credit and 
monetary expansion. 

To reduce the cost of bor­
rowed reserves for member 
banks and to bring the dis­
count rate closer to market 
interest rates. 

To lower margin require­
ments from the high level in 
effect since October 1958 in 
recognition of decline in vol­
ume of stock market credit 
outstanding and lessened 
danger of excessive specula­
tive activity in the market. 

To provide maiIlly for sea­
sonal needs for reserve funds, 
and to implement 1959 legis­
lation directed in part toward 
equalization of reserve re­
quirements of central reserve 
and reserve city banks. 

FEDERAL RESERVE SYSTEM 

DIGEST OF PRINCIPAL FEDERAL REsERVE POLICY 
ACTIONS, 1960-Cont. 

Period 

August­
September 

August­
November 

Late 
November­
December 

Action 

Reduced discount rates from 
3'11 to 3 per cent at all 
Reserve Banks. 

Bought or sold at different 
times varying amounts of 
Government securities with a 
net increase in System hold­
ings of about $1 billion, 
including securities held un­
der repurchase agreement 
and issues with short ma­
turities other than Treasury 
bills. Member bank borrow­
ing declined further to aver­
age below $150 million in 
October and November. 

Authorized member banks 
to count all their vault cash 
in meeting their reserve re­
quirements and increased 
reserve requirements against 
net demand deposits for 
country banks from 11 to 12 
per cent. The net effect of 
these two actions, effective 
November 24, was to make 
available about $1,050 
million of reserves. 

Reduced reserve require­
ments against net demand 
deposits at central reserve 
city banks from 17~ to 16'11 
per cent, effective December 
1, thereby releasing about 
$250 million of reserves. 
Sold U.S. Government se­
curities except for seasonal 
purchases in last week of 
December. Member bank 
borrowings at the Reserve 
Banks averaged less than $90 
million in December. 

5 

Purpose of action 

To reduce further the cost of 
borrowing from the Reserve 
Banks and reduce the differ­
ential between the discount 
rate and market rates of 
interest. 

To encourage bank credit 
and monetary expansion by 
meeting changing reserve 
needs and offsetting the im­
pact of a large gold outfiow 
without exerting undue 
downward pressure on short­
term Treasury bill rates that 
might stimulate further out­
flow of funds. 

To provide, on a liberal basis, 
for seasonal reserve needs, to 
complete implementation of 
legislation directed in part 
toward equalization of re­
serve requirements of central 
reserve and reserve city 
banks, and to offset the 
effect of continued gold out­
flow, while avoiding direct 
impact on short-term rates 
that might stimulate further 
outflow of funds. 
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Committee, however, expressed the strong feeling that, in the 
light of prevailing economic conditions and in order to give 
monetary policy a chance to contribute toward reversing the 
trend of the economy, the total volume of bank reserves should 
be permitted to rise further--an action that he felt would fall 
within the bounds of the present directive.  

In view of the fact that the recent actions of the Board of Gov
ernors with respect to member bank reserve requirements, in
cluding the release of all vault cash to be used in meeting required 
reserves, were soon to become effective, statistical yardsticks 
seemed likely to be less indicative than usual of the actual state 
of the money market, making it necessary in the forthcoming 
period to rely more than usual on the feel of the market in 
gauging operations for the System Open Market Account. The 
weight of opinion within the Committee was to the effect that the 
Management of the Account should not act hastily to counteract 
temporary bulges in reserves that might result from the action on 
vault cash, particularly since previous experience suggested that 
it might take some little time for the newly available reserves at 
banks located outside of central reserve and reserve cities to find 
their way into the money market. The rather general hope con
tinued to be expressed that System open market operations could 
be so conducted as not to contribute to any significant reduction 
of short-term market rates below prevailing levels.  

The directive to the New York Reserve Bank, which provided 
for encouraging monetary expansion for the purpose of fostering 
sustainable growth in economic activity and employment, while 
taking into consideration current international developments, was 
renewed except that the latitude for increasing or decreasing the 
portfolio of the System Account, which at the preceding meeting 
had been raised to $1.5 billion, was restored to the customary 
figure of $1 billion.  

Votes for this action: Messrs. Martin, Balderston, Bopp, 
Bryan, Fulton, King, Leedy, Mills, Robertson, Shepardson, 
Szymczak, and Treiber. Votes against this action: none.

December 13, 1960 

Authority to effect transactions in System Account.  

The slowing of the downward drift of economic activity sug
gested by some October statistics had now proved to be clearly 
temporary as subsequently available evidence revealed further 
mild contraction in November and early December. The labor 
market had weakened further, and industrial production in No
vember fell to a point about 5 per cent below the peak reached in 
the second quarter of the year. New orders for durable goods 
declined, order backlogs were further reduced, and inventory 
liquidation was sizable, while retail sales showed little change 
from the October level. According to a survey that had recently 
become available, business outlays for plant and equipment de
creased in the third quarter of the year and business plans indi
cated additional decline in the fourth quarter.  

The demand for bank loans, especially business loans, con
tinued to be slack in November, and the money supply was down 
sharply. The decline in the U.S. gold stock in November had 
been about $500 million, reflecting continued outflows of capital 
and some purchases of gold by smaller countries to increase the 
gold proportion of their reserves.  

It was agreed by the Committee that ample reserves should be 
available in the market to meet seasonal credit needs and any 
revival in credit demands, and to compensate for the outflow of 
gold. In view of the persistent downward drift of domestic eco
nomic activity and in light of the monetary contraction that 
occurred in November following the rise in October, some Com
mittee members were inclined to feel that a moderately greater 
degree of ease than had prevailed recently should be sought, and 
at least one urged an increase in the volume of bank reserves 
even if the level of short-term interest rates were to decline. It 
was the majority view, however, that a continuation of the cur
rent degree of ease would be the preferable objective. This view 
reflected the feeling that, at a time when signs of cyclical revival 
in credit demands were not more definite, little would be accom-
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plished by supplying reserves more liberally, that action to supply 
additional reserves might serve only to accentuate the difficulty 
of open market operations after the turn of the year, and that, 
because of the continuing balance-of-payments deficit, it would 
be desirable if short-term interest rates, including the Treasury 
bill rate, were to continue at about prevailing levels. For similar 
reasons, one member of the Committee expressed the view that 
a moderate move away from the degree of ease of the past few 
weeks might be appropriate.  

Accordingly, the policy directive calling for the encourage
ment of monetary expansion for the purpose of fostering sustain
able growth in economic activity and employment, while taking 
current international developments into consideration, was again 
renewed.  

Votes for this action: Messrs. Martin, Hayes, Balderston, 
Bopp, Bryan, Fulton, King, Leedy, Mills, Robertson, Shepard
son, and Szymczak. Votes against this action: none.  

As indicated by the foregoing record, the policy directive of 
the Federal Open Market Committee in effect at the beginning 
of 1960 was aimed at restraining inflationary credit expansion in 
order to foster sustainable economic growth and expanding em
ployment opportunities. For reasons set forth in the record, the 
directive was changed four times in the course of the year. On 
March 1, the directive was revised to provide that transactions 
should be undertaken with a view to fostering sustainable growth 
in economic activity and employment while guarding against ex
cessive credit expansion. The next change, made on May 24, 
provided that open market operations should seek to foster sus
tainable growth in economic activity and employment by provid
ing reserves needed for moderate bank credit expansion. On 
August 16 the directive was revised so as to call for encouraging 
monetary expansion for the purpose of fostering sustainable 
growth in economic activity and employment. The final change,

made on October 25, added the words "while taking into con
sideration current international developments." In addition to 
the changes during the year in the language of the directive, there 
were occasions, as indicated in the entries for the respective meet
ings, when the directive was issued subject to certain understand
ings with regard to the manner in which open market operations 
were to be conducted.  

The directive in effect at the end of 1960 instructed the Fed
eral Reserve Bank of New York in the same terms as the directive 
quoted on page 35 of this Report, except that clause (b) of the 
first paragraph directed that transactions be with a view, among 
other things, "to encouraging monetary expansion for the pur
pose of fostering sustainable growth in economic activity and 
employment, while taking into consideration current inter
national developments."
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