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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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July 11, 1961

1. Authority to effect transactions in System Account,

The Committee’s directive to the Federal Reserve Bank of
New York was renewed without change. It thus directed that
open market operations be conducted with a view to encourag-
ing expansion of bank credit and the money supply so as to
contribute to strengthening of the forces of recovery, while giving
consideration to international factors.

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

In June the prerecession highs of mid-1960 had been re-
attained, or even surpassed, in a number of the major over-all
measures of economic activity. Gross national product, ex-
pressed in current dollars, had risen from a seasonally adjusted
annual rate of about $500 billion in the first quarter of the
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current year to a currently estimated $513 billion in the second
quarter, about $8 billion above the previous peak reached in the
second quarter of 1960. The quarter-to-quarter increase re-
flected a turnaround from substantial inventory liquidation to
moderate inventory accumulation, as well as an increase in con-
sumer spending for goods and services. Exports remained high,
although no longer providing stimulus to the economy. Govern-
ment spending—including Federal, State, and local—was rising
further, but at a somewhat slower pace than earlier. As to
industrial production, preliminary data suggested that the June
index had reached 110 per cent of the 1957 average, compared
with a low of 102 in February 1961 and a prerecession level of
110 in mid-1960. At the same time, the general average of
wholesale prices had continued to drift down and the consumer
price index had shown almost no change since October 1960.
Both employment and unemployment increased in June, in line
with the typical pattern for that time of year, but the rise in em-
ployment was considerably sharper than usual. Seasonally ad-
justed, the unemployment rate continued at 6.8 per cent, the
level around which it had fluctuated for several months.

Despite the favorable record of economic recovery, questions
remained as to the probable speed and extent of expansion, re-
lating mainly to the vigor and strength of future consumer de-
mand and to the unemployment rate. Thus far, the recovery had
been quite broadly based and not dependent on sharp growth
in limited sectors of the economy.

Private demand deposits, seasonally adjusted, showed no net
increase from the second half of May to the second half of June
and had shown no increase on balance since the latter half of
March. Accordingly, the money supply, narrowly defined to
include currency in circulation and privately held demand de-
posits, was one indicator that had not returned to its peak. Time
deposits, however, continued to expand; combined with increased
Treasury deposits, this had brought total deposits to a new high
level.
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As in May, the June increase in bank assets reflected to a
considerable extent the acquisition by banks of U. S. Govern-
ment securities at the time of Treasury cash offerings. Loans
did not increase as much as is usually the case in the month of
June.

Short-term interest rates continued to fluctuate within the
relatively narrow range that had prevailed since the latter part
of 1960. Long- and medium-term rates, on the other hand, rose
further in June and were near or above the highest levels of the
past year, evidently reflecting the continued substantial volume
of borrowing by corporations and by State and local govern-
ments. The terms of substantial Treasury operations to refund
August maturities and to obtain new cash were due to be an-
nounced shortly.

The U. 8. balance of payments (disregarding a West German
debt repayment of nearly $600 million) appeared to have turned
more adverse again in the second quarter, but without any large
increase in the over-all deficit. The main factors in the change
included a moderately reduced trade balance and a continuing
net outflow on capital account.

As indicated by the renewal of the existing directive to the
New York Bank, there was agreement within the Committee
that, in the present circumstances, monetary policy should con-
tinue to encourage further expansion in bank credit and the
money supply in order to provide additional stimulus to the
forces of economic recovery. For the forthcoming period, it was
the consensus that open market operations should be designed
to maintain approximately the same degree of ease that had
recently prevailed, associated with a free reserve level of around
$500-$600 million.

While concurring in general with the consensus, Mr, Mills
called attention to the inflationary potential that in his opinion
was inherent in a policy that fostered constant high Ievels of free
reserves and failed to give sufficient weight to the existence of
time deposits as a coordinate of the conventionally defined money
supply and a force for injecting excessive liquidity into the com-
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mercial banking system by way of creating additional near-
money substitutes.

2. Authority to effect transactions in intermediate- and longer-term secori-
ties.

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Commiittee,
within the terms and limitations of the directive issued at this
meeting, to acquire intermediate- and/or longer-term U. S. Gov-
ernment 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. Martin, Hayes, Balderston,
King, Mills, Shepardson, Swan, Wayne, and Johns. Votes
against this action: Messrs. Allen and Robertson.

After extensive discussion of the pattern of operations in
intermediate- and longer-term securities since this authorization
was first given by the Committee on February 7, 1961, it was the
consensus that the original criteria for such operations, as indi-
cated in the policy record entry of that date, should not be
broadened at this time, considering among other things the in-
conclusiveness of the evidence concerning the effect of the opera-
tions. On the other hand, it was felt by the majority that an
interpretation that the System was disengaging from operations
in the intermediate- and longer-term areas should be avoided.
One member of the Committee, Mr. Mills, voted for renewal
of the authorization subject to the qualification that for the
present the Management of the Open Market Account should
abstain from operations outside the bill market. Messrs. Allen
and Robertson voted against renewal of the authorization for the
reasons that they had expressed on previous occasions. In addi-
tion, Mr. Robertson felt a diminution of private participation in
market pricing and distribution was beginning to be apparent
and could become worse if the trend of official purchases of
intermediate- and long-term Government securities were con-
tinued.
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