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Period Action

January- Reduced System holdings of U. S. Government
February securities by about $500 million through net
sales and redemptions. Member bank bor-
rowings from the Reserve Banks averaged

less than $100 million.

February Authorized open market transactions in foreign
currencies.

March- Increased System holdings of U. S. Govern-
mid-June ment securities by about $1.3 billion, of
which half represented purchases of secu-

rities with maturities of more than 1 year.

Member bank borrowings from Reserve Banks

continued to average less than $100 million.

Mid-June- Increased System holdings of U. S. Govern-
late October ment securities by about $200 million with
net sales and redemptions of Treasury bills
of about $700 million being more than offset
by purchases of coupon issues, of which two-
thirds were issues maturing in more than 1
year. Member bank borrowings from Reserve
Banks averaged less than $100 million.

July Reduced margin requirements on loans for
purchasing or carrying listed securities from
70 to 50 per cent of market value of
securities,

October Reduced reserve requirements against time de-
posits from 5 to 4 per cent, effective
October 25 for reserve city banks and No-
vember 1 for other member banks, thereby
releasing about $780 million of reserves.

Late October- Increased System holdings of U. S. Govern-
December ment securities by about $1.0 billion, with
more than half of the net increase in issues
maturing in more than 1 year. Member
bank borrowing from the Reserve Banks
rose gradually over period, but only to an

average of about $200 million.

Purpose of action

To permit further bank credit and monetary expansion by
absorbing only part of seasonal inflow of reserve funds,
mainly from post-holiday return of currency from circula-
tion, while minimizing downward pressures on short-term
interest rates.

To moderate and offset short-term pressures on the dollar in
the foreign exchange market.

To promote further bank credit and monetary expansion while
avoiding sustained downward pressures on short-term
interest rates.

To permit moderate increase in bank credit and money sup-
ply while avoiding redundant bank reserves that would
encourage capital outflows, taking into account gradual im-
provement in domestic economy and possibilities for fur-
ther advance, while recognizing the bank credit growth of
past year and continuing adverse balance of payments.

To take into account the recent sharp reduction in stock
market credit and the abatement in speculative psychology
in the stock market.

To help meet seasonal needs for reserves, while minimizing
downward pressures on short-term interest rates, and to
provide for the longer-term growth in bank deposits needed
to facilitate the expansion in economic activity and trade.

To help further in meeting seasonal needs for reserve funds
while encouraging moderate further increase in bank credit
and the money supply and avoiding money market condi-
tions unduly favorable to capital outflows internationally.
In mid-December open market operations were modified to
provide a somewhat firmer tone in money markets and to
offset the anticipated seasonal easing in Treasury bill rates.




December 4, 1962
Anuthority to effect transactions in System Account.

A distinct improvement in business psychology had developed
in the weeks preceding this meeting, although key measures of
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economic activity continued to show little change from the levels
existing since midyear. The change in business and financial
sentiment both reflected and contributed to the sharp rise that
had occurred in stock market prices since late October. Also,
both sentiment and stock prices presumably had been influenced
by the release of tension as the Cuban crisis eased, as well as
by speculation about the effect of an anticipated tax reduction.
Total retail sales advanced again in November. New car pur-
chases were at a very high level, although below the October
rate.

Other economic information becoming available since the pre-
ceding meeting of the Committee was mixed. The industrial pro-
duction index in October remained at the level at which it had
been since July. New orders received by durable goods produc-
ers rose in October, and new housing starts recovered most of
their September decline. On the other hand, the rate of unem-
ployment rose fractionally in November, returning to the high
August-September level. Plans for business investment showed
no change in outlays from the third to the fourth quarter, but
indicated a small decline for the first quarter of 1963. Com-
modity price averages continued to register little change; the
flurry of advances in some sensitive prices during the Cuban
crisis had been largely reversed.

Total bank credit and business loan expansion remained
strong. The private money supply in October and November rose
sharply above the level existing for many months, and time and
savings deposits also rose substantially further.

In contrast to bank credit, capital market financing continued
light. Estimates for the fourth quarter indicated declines from a
year earlier of one-fourth in corporate security offerings and of
one-fifth in State and local financing,

Money markets continued generally steady, with interest rates,
particularly in the short-term area, tending to move up slightly.
It was noted that, beginning about mid-December and continuing
for several months, seasonal forces would be working toward
lower interest rates as demands for financing usually are low
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early in the year and the flow of investment funds normally is
large.

The November balance of payments deficit was sharply lower
than the record October figure, which had been affected consid-
erably by temporary factors. For the year to date, however, the
deficit was only a little short of that for 1961, and there was still
no indication that the basic accounts in the payments balance
had improved significantly. Foreign exchange and gold markets
had remained calm in recent weeks, and the net gold outflow
was small.

At this meeting, as at the preceding one, there were varied
judgments as to the precise degree of monetary ease to be sought.
A large minority—taking into account the relatively high level
of domestic activity, the degree of liquidity in the economy and
the banking system, and the desirability of help with the balance
of payments problem—felt that it was important to follow a policy
of slightly less ease. A smaller number of members, influenced
more by the persistently low rates of manpower and other re-
source utilization, felt that a little more ease could help to stimu-
late domestic employment; this group also questioned whether
slightly less ease could contribute significantly to the solution of
the balance of payments deficit. After discussion, the majority of
the Committee members, including in the end some of those who
initially had indicated a preference for shadings of slightly more
or slightly less ease, voted in favor of no change at this time
from the policy adopted at the November 13 meeting. The
wording of the current economic policy directive was changed
to delete, as no longer needed, the reference to international
emergency conditions contained in the last sentence of the first
paragraph of the November 13 directive and to recognize the
2-week, instead of 3-week, interval before the next meeting. The
policy directive issued to the Federal Reserve Bank of New York
was as follows:

In view of the recent stability of economic activity, with a margin of
underutilized resources and an absence of inflationary pressures, it is the
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current policy of the Federal Open Market Committee to encourage
moderate further increase in bank credit and the money supply, while
avoiding money market conditions unduly favorable to capital outflows
internationally.

To implement this policy, operations for the System Qpen Market
Account during the next 2 weeks shall be conducted with a view to pro-
viding moderate reserve expansion in the banking system and to fostering
a steady tone in money markets.

Votes for this action: Messrs. Martin, Balderston, Bryan,
Deming, Ellis, Fulton, King, Mills, Mitchell, Robertson, and
Shepardson. Vote against this action: Mr. Hayes.

Mr. Hayes voted against this directive for essentially the same
reasons that he had opposed the directive at the previous meet-
ing—namely, that in view of ample domestic liquidity and an
unsatisfactory balance of payments situation a somewhat less
easy policy was appropriate.
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