FIFTIETH

Annual Report

OF THE

BOARD OF GOVERNORS
of the Federal Reserve System

COVERING OPERATIONS FOR THE YEAR

1963



Period

January-
mid-May

Mid-May-
late-July

Mid-July

Late-July-
December

November

Description

Reduced System holdings of U.S. Government secu-
rities and then increased them in line with seasonal
and moderate growth needs of the economy. Total
holdings rose about $470 million on balance, owing
mainly to net purchases of issues maturing in more
than 1 year. Member bank borrowing rose slightly to
a level of about $150 million in the first half of May.

Reduced the degree of reserve availability slightly fur-
ther. System holdings of U.S. Government securities
increased nearly $1.2 billion, about one-fifth rep-
resenting net purchases of issues maturing in more
than 1 year. Member bank borrowing increased fur-
ther, averaging $275 million over the period.

Raised the discount rate from 3 to 32 per cent.

Raised maximum interest rates payable by member
banks on time deposits (other than savings) and
certificates of deposit with maturities of 90 days to
6 months from 2%z to 4 per cent and with maturities
of 6 months to 1 year from 312 to 4 per cent.

Reduced a little further the degree of reserve avail-
ability. System holdings of U.S. Government securi-
ties increased about $1.1 billion, of which more than
one-half represented purchases of securities with
maturities of more than 1 year. Member bank bor-
rowing averaged about $325 million over the period.

Raised margin requirements on loans for purchasing
or carrying listed securities from 50 to 70 per cent
of market value of securities. Also increased reten-
tion requirements on proceeds of sales from under-
margined accounts from 50 to 70 per cent.

Purpose

To offset seasonal downward pressures on short-term interest rates
early in the period and to provide for growth in bank credit and
the money supply at a rate consistent with minimizing capital out-
flows in accordance with the policy of slightly reduced reserve
availability adopted at the December 18, 1962, meeting of the
Federal Open Market Committee,

To achieve a slightly greater degree of firmness in the money mar-
ket in order to minimize the outflow of capital while continuing
to provide reserves for moderate monetary and credit growth.

To help reduce short-term capital outflows by firming U.S. short-term
money market rates and permitting member banks to compete more
effectively for foreign and domestic funds,

To attain slightly more firmness in the money market, in the context
of a higher discount rate, with a view to minimizing the outflow
of funds abroad while offsetting seasonal reserve drains and pro-
viding for growth needs of the domestic economy.

To help prevent excessive use of stock market credit, which had in-
creased sharply since July 1962, when margin requirements were
lowered from 70 to 50 per cent.




December 3, 1963
1. Autherity to effect transactions in System Account.

Information on economic and financial developments since
the death of President Kennedy, while quite incomplete, sug-
gested that the economy had shown little tendency to depart from
the path of continued moderate advance in over-all activity and
broad stability of commodity prices. Business and consumer
confidence appeared to have remained firm and widespread.
Unsettlement in sensitive commodity and security markets had
been minimal, and corporate stock prices had quickly recovered
from the losses suffered on November 22. Speculative switching
out of dollars into other currencies or gold had been limited.

More complete data on domestic activity in October confirmed
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earlier indications of a distinct pick-up in that month, with gains
noted in such measures as industrial production, nonfarm em-
ployment, personal income, housing starts, and retail sales. New
orders for durable goods and capital appropriations by manufac-
turers also were reported to have risen. Scattered data for No-
vember added to the impression of some continued over-all
expansion. However, the unemployment rate in October re-
mained at the 5.5 per cent level of other recent months and gave
no sign of declining in November.

In financial markets, the yield on 90-day Treasury bills had
declined several basis points to a level slightly below the 32
per cent discount rate during the week preceding this meeting,
but more recently it had risen again and had closed at 3.53 per
cent on the previous day. Yields on long-term U.S. Government
securities were steady. The volume of corporate and municipal
financing was moderate in November, but yields on new corpor-
ate issues increased to the highest level in more than a year.

Bank credit expansion was large in the first 3 weeks of No-
vember, and business loans showed a marked rise. The season-
ally adjusted money supply rose sharply again in November,
and time and savings deposits also expanded further.

The balance of payments deficit in October and the first 3
weeks of November was somewhat above the third-quarter rate
but substantially below the rates for the first 2 quarters.

The Committee concluded that it was appropriate to continue
the policy it had been following in recent weeks, in light of these
domestic and international developments and in view of the fact
that only a short time had elapsed for appraisal of business and
financial reactions following the death of President Kennedy.
The directive adopted at the meeting of November 26, 1963,
was therefore renewed without change.

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, Mitchell, Robertson, Scan-
lon, and Shepardson. Vote against this action: Mr.
Mills.

120

FEDERAL RESERVE SYSTEM

Mr. Mills, who had voted against the directives adopted at
the two preceding meetings, dissented from this action also, be-
cause he continued to believe that the Committee should adopt
a policy of greater ease.

2. Authority to purchase and sell foreign currencies.

The Committee amended the first paragraph of its continuing
authority directive for foreign currency operations to increase the
limit on the aggregate amount of foreign currencies held under
reciprocal currency (swap) arrangements at any one time from
$1.95 billion to $2.05 billion. With this amendment, the first
paragraph of the continuing authority directive read as follows:

The Federal Reserve Bank of New York is authorized and directed
to purcl_lase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Cur-
rency Operations reaffirmed by the Federal Open Market Committee on
March 5, 1963, as amended May 28, 1963; provided that the aggregate
amount of foreign currencies held under reciprocal currency arrange-
ments shall not exceed $2.05 billion equivalent at any one time, and
provided further that the aggregate amount of foreign currencies held as
a resuit of outright purchases shall not exceed $150 million equivalent
at any one time:

Pounds sterling
French francs
German marks
Italian lire
Netherlands guilders
Swiss francs
Belgian francs
Canadian dollars
Austrian schillings
Swedish kronor
Japanese yen

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, Mills, Mitchell, Robert-
son, Scanlon, and Shepardson. Votes against this
action: None.
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The previous limit of $1.95 billion, which had been established
at the meeting of October 22, 1963, was equal to the sum of the
amounts authorized for individual swap arrangements at that
time. On November 22, 1963, Committee members had approved
increases of $50 million each in the swap lines with the Swiss
National Bank and the Bank for International Settlements, effec-
tive November 25, 1963. This action, which was ratified by the
Committee at this meeting, raised the sum of the individual swap
lines to $2.05 billion. The purpose of the amendment to the
continuing authority directive was to make the limit on aggregate
foreign currency holdings under swap arrangements again equal
to this sum.
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