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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY

AcTIONS, 1961

Period

Action

Purpose of action

January

February-
August

September-
December

December

Limited net sales of US.
Government securities from
Federal Reserve portfolio to
about $500 million. Member
bank borrowing at Reserve
Banks averaged only $50
million.

Bought substantial amounts
of U.S. Government securi-
ties with maturities over 1
year, following February 20
announcement that System
open market operations
would include securities out-
side the short-term area.
These purchases were partly
offset by net sales of short-
term securities. Total System
boldings of Governments in-
creased about $700 million.
Member bank borrowings
averaged $75 million.

Bought or sold at different
times varying amounts of
U.S. Government securities,
including securities with
longer maturities. Total Sys-
tem holdings of Government
securities increased about
$1.6 billion. Member bank
borrowings at Reserve Banks
remained generally low.

Raised, effective Jan. 1, 1962,
maximum interest rates pay-
able by member banks on
any savings deposit from 3 to
314 per cent, and to 4 per
cent on those left in the bank
for 1 year or more; also
raised maximum rates on
time deposits with a maturity
of 6 months to 1 year from 3
to 314 per cent, and to 4 per
cent on those deposits with a
maturity of a year or longer.

To encourage bank credit
and monetary expansion by
absorbing only part of sea-
sonal inflow of reserve funds
not otherwise offset by a
large gold outflow.

To encourage bank credit
and monetary expansion
while avoiding direct down-
ward pressure on short-term
interest rates, thereby mod-
erating pressures on the U.S.
balance of payments from
outflow of short-term capital
attracted by higher interest
rates abroad.

To continue to encourage
bank credit and monetary
expansion while allowing for
changing reserve needs due
to seasonal and other factors,
including a large gold out-
flow, and while continuing to
give consideration to the
})alanee of payments prob-
em.

To enable banks to compete
more effectively for savings
and other time deposits, in-
cluding foreign time depos-
its, thus moderating pres-
sures on the U.S. balance of
payments, and, over the long
run, to offer additional incen-
tive for the accumulation of
savings required for financ-
ing future economic growth.
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April 18, 1961
1. Authority to effect transactions in System Accomnt.

At this meeting clause (b) of the first paragraph of the Com-
mittee’s policy directive to the Federal Reserve Bank of New
York was changed to provide that open market operations
should be conducted with a view “to encouraging expansion of
bank credit and the money supply so as to contribute to strength-
ening of the forces of recovery that appear to be developing in
the economy, while giving consideration to international fac-
tors.,” The preceding directive, which had been in effect since
October 25, 1960, called for operations with a view to encourag-
ing monetary expansion for the purpose of fostering sustainable
growth in economic activity and employment, while taking into
consideration current international developments.

Votes for this action: Messrs. Hayes, Allen, Balderston,
Irons, King, Mills, Robertson, Shepardson, Swan, and
Wayne. Votes against this action: none.

For some time open market policy had aimed at making a
contribution toward arresting recessionary influences in the do-
mestic economy, at the same time giving due regard to the level
of short-term interest rates in view of problems related to the
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continuing deficit in the U. S. balance of payments. However,
confirmation of a bottoming out of the recessionary phase of the
business cycle had been gradually emerging. Statistical informa-
tion suggested increasingly that the low point had been passed
and that an ypturn was in the making, although evidence of the
prospective strength of the expansion was as yet lacking.

Data before the Committee showed that economic gains in
March were moderate and that activity in some sectors had, in
fact, continued to drift downward. Nevertheless, a number of
key indicators showed significant improvement, after allowing
for the usual seasonal influences. Among other things, personal
income increased at an annual rate of $3.5 billion, housing
starts were up for the third consecutive month, automobile sales
strengthened, and exports appeared to be holding at unusually
high levels. Although the level of unemployment continued to
present a serious problem, particularly in certain areas, initial
unemployment compensation claims recently had declined more
than seasonally, and there were other signs of improvement in
the labor market.

On the financial side, no significant changes in either the level
or structure of interest rates had occurred since mid-March, most
rates having remained a little above the lowest levels and well
below the highest levels of the current calendar year. Total
bank loans and investments had declined since the middle of
March, perhaps more than seasonally. However, the money
supply, defined in terms of demand deposits and currency, in-
creased in the latter part of March and had since been main-
tained at the higher level then reached. In addition, holdings by
the public of time deposits and comparable liquid assets con-
tinued to expand. The schedule of new corporate capital issues
for April was heavy, and State and local government offerings
continued reasonably large. Common stock prices had risen to
record levels, with heavy trading, and stock market credit had
expanded significantly.

The relatively high levels of unutilized human and physical
resources continued to be of concern and suggested that there
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was little prospect of serious inflationary pressures. The coun-
try’s international financial position remained in moderate deficit,
although gold movements in and out of U. S. monetary stocks
had recently been negligible.

The change in the Committee’s policy directive was deemed
appropriate in recognition of the new phase of the business cycle
into which the nation’s economy appeared to have entered, even
though the configuration of the recovery could not as yet be
forecast. As to monetary policy, the pattern that the Committee
had been following in the past few months still appeared suit-
able, and revision of the directive carried with it no intent to
modify open market policy in any significant respect at this
stage. For the period until the next meeting, it was the con-
sensus that the directive should be implemented by open market
operations aimed at maintaining approximately the same degree
of ease that had prevailed for the past several weeks. In the
majority view, such a degree of ease would serve to promote the
objective, as stated in the directive, of encouraging the expan-
sion of bank credit and the money supply. Because of the con-
tinuing uncertainties in regard to the balance of payments, the
consensus also contemplated that attention would continue to be
paid to the general level of short-term interest rates.

Three members of the Committee, Messrs. Balderston, Robert-
son, and Swan, dissented from the majority view on implementa-
tion of the directive. Mr. Balderston, who 3 weeks earlier had
suggested probing toward a somewhat greater availability of
reserves in order to encourage further expansion of the money
supply, felt that despite the gain since mid-March a longer
period was required to permit a conclusion that the money sup-
ply was rising fast enough to provide adequate liquidity. Thus,
being uncertain whether the current level of reserves was suffi-
cient to induce a satisfactory expansion in the money supply, he
continued to favor moving the level of reserves somewhat higher.
Mr. Swan also continued to feel that it would be desirable in
current circumstances to follow a slightly easier reserve policy
whenever market opportunities arose. Mr. Robertson felt that to
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continue to supply reserves only in the amounts that had been
available in recent weeks would not be adequate to encourage
or support credit and monetary expansion conducive to an early
return to fuller utilization of human and material resources. He
believed the risk that additional reserves might cause a decline
in short-term rates and encourage a movement of funds from
this country, with an accompanying loss of gold, was likely to be
much less than it had been in the past.

2. Authoerity to effect transactions in intermediate- and longer-term securi-
ties.

The Federal Reserve Bank of New York was authorized, be-
tween this date and the next meeting of the Committee, within
the terms and limitations of the directive issued at this meeting,
to acquire intermediate- and/or longer-term U. S, Government
securities of any maturity, or to change the holdings of such
securities, in an amount not to exceed $500 million.

Votes for this action: Messrs. Hayes, Balderston, Irons,
King, Mills, Shepardson, Swan, and Wayne. Votes against
this action: Messrs. Allen and Robertson.

Renewal of this special authorization, first granted on Feb-
ruary 7, 1961, and amended on March 28 to permit operations
in U. S. Government securities of all maturities, reflected the
conclusion of the Committee that further operations outside the
short-term market in pursuance of the objectives stated when the
authorization was granted would be desirable. Messrs. Allen
and Robertson dissented for reasons they had previously ex-
pressed.
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