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Almost every third Tuesday, the Federal Open Market Committee 
meets in Washington to decide whether to place its influence on the 
side of loosening or tightening credit. This body is an important part of 
the policy-making machinery of the Federal Reserve System, and its 
decisions affect our entire economic system. Yet, despite the vital func
tion it performs, the workings of the Committee are not: too familiar 
to the general public.

Objectives of the Federal Reserve System
Certainly, the activities of the Federal Reserve System as a whole are 
more widely understood than the work of the Open Market Committee. 
The Reserve System’s job relates to counteracting sharp swings in the 
economy and to helping achieve a higher standard of living and a 
stable dollar. In an economy as complex as ours, one can obviously 
not expect the System to attain these goals single-handedly. The Federal 
Reserve’s contribution comes by way of regulating the amount of 
money and bank credit in the economy. When the economy’s total 
capacity to produce goods and services runs well ahead of total demand 
and unemployment is great, the System encourages spending with 
borrowed money. In such a situation, it eases credit by means of an 
expansion in bank reserves. But when total demand threatens to exceed 
productive capacity and endangers price stability, the System discourages 
spending by tightening credit.

Federal Reserve officials are confronted continuously with this 
problem of deciding whether to lean in the direction of easing or 
tightening credit. To arrive at the proper decision, policy makers must 
assess the economic and credit scene, a task requiring constant study 
and analysis.

Policy makers not only must decide what action to take, but also 
must choose among the available policy instruments. Statutory authority 
for the exercise of these instruments is divided among the Board of 
Governors, the twelve Federal Reserve Banks, and the Federal Open 
Market Committee. The tools include the power to engage in open 
market operations, to alter reserve requirements of member banks and 
stock market margin requirements, and to change the discount rate— 
the rate at which Reserve Banks lend to member banks.

Open market operations refer to the buying and selling of bankers’ 
acceptances, foreign currencies, and, most important, U. S. Govern
ment securities. Purchases of Government securities directly bring 
about an increase in bank reserves, thus banks are able to lend more 
money. Sales of Government securities by the System have the opposite 
effect.

The Board of Governors of the Reserve System has the authority to 
set reserve requirements and stock market margin requirements. Dis
count rates are established by individual Reserve Banks, but are subject
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to review and determination by the Board of Governors. 
The Federal Open Market Committee sets open market 
policy, which is the most important monetary policy in
strument.

Role of the Open Market Committee

Meetings of the Open Market Committee provide the co
ordination made necessary by this diffusion of responsi
bility. Policy makers take advantage of Committee meet
ings to discuss possible changes in discount rates and 
reserve requirements as well as to decide upon open 
market policy.

Actual membership on the Open Market Committee is 
limited to the Board of Governors, plus the presidents of 
five Reserve Banks. The President of the Federal Reserve 
Bank of New York, which actually conducts open market 
operations for the Committee, is a permanent member, 
while the other presidents rotate in designated order. 
Since 1955, when the executive committee of the Open 
Market Committee was disbanded, those presidents not 
serving on the Committee have been invited to attend 
the meetings. They do not have the right to vote, but 
may participate freely in the discussions.

Not only the size of the group, but the frequency of the 
meetings influences the process of policy formulation by 
the Open Market Committee. Prior to 1955, meetings 
were held quarterly, but since then they have generally 
been held every three weeks. This permits frequent review 
of the economy and allows for quick shifts in policy. In 
emergencies, telephone conferences can be arranged. These 
procedures support the view that monetary policy is a 
flexible tool of public policy.

The frequent meetings also help in the proper timing 
of policy changes to conform to seasonal and extraordinary 
needs as well as Treasury financing operations. For exam
ple, whenever the Treasury is involved in a large financ
ing operation, the Committee customarily makes no major 
policy change, for it does not wish to interfere, or give 
special aid to the Treasury. Still, there are advantages to 
meeting even when an immediate policy change is ruled 
out since a tentative decision as to later action may be 
reached.

Economic Intelligence
The research departments at each Reserve Bank and at 
the Board of Governors conduct long-range studies of 
various problems relating to monetary policy, and they 
continually study short-run business and financial develop
ments and the effects of policy actions already taken. 
Analysis of the current data is most intensive in the 
immediate days before the Open Market Committee 
meets.

Policy makers prepare for these meetings in different 
ways, but many rely heavily on discussions with senior 
advisers and on briefing sessions with their economic 
staffs. Shortly before each Open Market meeting, the 
Board of Governors confers with its advisers and 
economists; many Reserve Bank presidents do likewise.

The arrangement followed at the Federal Reserve 
Bank of Atlanta is probably typical. Here, the President

meets on the Friday before the Open Market meeting 
with his senior officers and economists. The topics dis
cussed at these sessions vary, but generally each economist 
reviews an important aspect of the business and financial 
situation that is of particular importance at the time. 
District as well as national trends are scrutinized. The 
discussion ends with an expression of views as to what 
policy should be.

In addition, the economists prepare several written 
reports. The reports cover a variety of subjects, such as 
employment, production, construction, farming, bank 
credit, bank reserves, money supply, interest rates, and 
recent policy effects. These experts also provide the 
President from time to time with special reports on in
ternational developments, mortgage credit, leading busi
ness indicators, savings flows, and other significant topics.

The President has help not only from his own staff, 
but from the staffs of the Board of Governors and the 
New York Bank as well. For example, he receives a report 
covering open market operations every week, and a supple
mental report covering operations through the close of 
business of the day preceding the Committee meeting. For 
information from the “grass roots,” the President of this 
Bank relies upon his Board of Directors in Atlanta and 
upon those at the four branches. Much time at the various 
Directors’ meetings is devoted to economic reports from 
different geographic areas within the Sixth District. This 
process of taking the economic pulse and considering 
appropriate policy is duplicated to some degree or other 
throughout the Federal Reserve System.

The Committee Meets

To see just how the Open Market Committee decides 
what to do, let us sit in on a hypothetical Committee 
meeting. The Committee meets in the building of the 
Board of Governors in Washington. We have already 
noted which policy members take part. Also present are 
various economists and other advisers.

The Chairman of the Board of Governors is also Chair
man of the Federal Open Market Committee. He ordinari
ly calls the meeting to order at 10:00 a.m. The first order 
of business is the adoption of the minutes from the 
previous meeting. Then, the Chairman calls on the official 
responsible for executing the Committee’s decisions. That 
official supervises the actual buying and selling of U.S. 
Government securities at the New York Federal Reserve 
Bank and is called the Manager of the System Open 
Market Account. Typically, he summarizes the operations 
undertaken since the last meeting and discusses problems, 
if any, that he has encountered in trying to carry out the 
Committee’s intentions. He alerts the group to any special 
developments that have taken place in the financial 
markets, such as speculation in Government securities. 
He makes a special point of calling the policy makers’ 
attention to dates of forthcoming Treasury financing 
operations that, as already noted, may affect the timing 
of policy action.

Three senior staff members of the Board of Governors 
speak after the Manager. The Director of the Division of 
Research and Statistics summarizes current business con
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ditions. Next, the Director of the Division of International 
Finance discusses foreign developments, with an emphasis 
on this country’s balance of payments. After this, one of 
the advisers to the Board reviews domestic financial con
ditions. Instead of oral reports, the Board staff at times 
presents a visual economic presentation covering domestic 
and international developments.

After the staff contributions, the Chairman calls on 
each member of the Board and each of the twelve presi
dents. The first is the President of the Federal Reserve 
Bank of New York, who is also Vice Chairman of the 
Committee. Because the New York Bank is located in 
the country’s financial center, he usually talks of business 
and credit developments in national terms. He further 
addresses himself to international developments and open 
market and other Federal Reserve policies that seem 
appropriate in the light of these conditions.

The members of the Board of Governors also discuss 
developments in national terms. Except for the head of the 
New York Bank, the individual presidents, however, 
usually begin with comments about conditions in their 
particular districts. Those representing districts in which 
industries vital to the national economy predominate often 
emphasize developments in these industries. Thus, the 
Cleveland Bank’s President customarily discusses the 
steel situation, while the Richmond Bank’s President may 
talk about the textile industry.

District reports serve the purpose of calling attention 
to developments that are peculiar to certain parts of the 
country and are not apparent from national statistical ag
gregates. Monetary policy, though, can be applied only in 
broad strokes. This is particularly true for the open 
market instrument. Open market transactions initially af
fect the reserve position of a limited number of banks, 
but subsequently the reserves are diffused throughout the 
banking system. Thus, there is no assurance, for example, 
that only banks located in distressed areas would benefit 
from increases in Federal Reserve holdings of Govern
ment obligations, that is, open market purchases. Since 
open market transactions cannot be adjusted to regional 
or area peculiarities, the district reports can do no more 
than be one of several important elements going into the 
final Committee decision.

Conducting a "Go-around"

The procedure whereby each policy maker gives his views 
and recommends policy is called the “go-around.” Picture 
nineteen well-informed people participating in the “go- 
around” and you can well imagine that often there is 
some difference of opinion. Some might believe that re
serve pressures should be tightened; others might think re
serve pressures should be eased; and still others that 
policy be left unchanged.

Regardless of what the participants think policy ought 
to be, individuals differ in their views as to which guides the 
Manager should keep in mind when carrying out policy. 
One person might suggest that the Manager be guided 
primarily by an on-the-spot appraisal of credit con
ditions in the New York money market. Another might

suggest one or more particular quantitative measures the 
Manager should follow— perhaps some level of total mem
ber bank reserves, short-term interest rates, or free re
serves (that is, excess reserves less member bank bor
rowings).

The Chairman has the job of synthesizing the various 
opinions. Before he does, he expresses his point of view. 
Speaking at the end of the “go-around,” he has the bene
fit of the views already expressed. He then states what he 
considers to be the consensus or majority policy position 
expressed around the table. It should be pointed out that 
in deriving the consensus only the position of the voting 
Committee members is considered.

Usually, the consensus or majority position in favor 
of some particular policy is clear, in which case no 
formal vote is taken. Indeed, the differences in views are 
often rather small and turn around slight variations in 
degree of ease or restraint. However, if the Committee is 
divided, the Chairman may call for another “go-around” 
in order to get a clearer view, after which a formal vote 
is sometimes taken.

If you are curious as to what the consensus has been at 
any meeting during the past year, merely refer to the 
Annual Report of the Board of Governors. The 1961 
Report, for example, states that the consensus of a meet
ing in August 1961 was that the prevailing degree of ease 
should be maintained until the next meeting of the Com
mittee. Usually most Committee members are in broad 
agreement as to the appropriate credit policy, so that 
formal dissents are relatively few. The consensus becomes 
part of the Committee’s instructions to the Manager.

The Committee has often expressed its intentions to the 
Manager in qualitative terms such as “ease” or “restraint.” 
The terms “ease” or “restraint” are not precise. Some 
persons, for example, may associate ease or tightness with 
short-term interest rates; others with a certain level of 
free reserves, total reserves, or a combination of various 
indicators. Therefore, some persons hold the view that 
the Committee should set forth its policy in quantitative 
terms.

Some Committee members have indeed experimented 
with framing instructions in terms of some quantitatively 
definable figure. The Committee, though, has not used 
precise quantitative targets, partly because no single meas
ure is completely reliable or meaningful. Conditions in 
money and credit markets change rapidly. And while 
some indicators are more useful guides in interpreting 
credit conditions than others, no single measure is always 
satisfactory.

Occasionally, however, the Committee has included in 
its instructions to the Manager of the Account a general 
inference to some quantitative measures. Two of the 
measures most often used in such cases have been short
term rates and free reserves. Yet, these guides are not 
always precise indicators of credit conditions. Nor are 
they perfect indicators of bank liquidity. It should be 
pointed out, though, that in combination with a wide 
range of factors these indicators are quite useful in analyz
ing credit conditions. Attention has also shifted to interest 
rates because the relationship of domestic interest rates to
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foreign rates can affect the outflow of lunds and the U. S. 
balance of payments position.

Formal Directive to the New York Bank
After the Committee has agreed upon a policy consensus, 
its job is almost finished. Left to the end are the voting on 
a formal policy instruction or directive to the New York 
Reserve Bank and Committee business on foreign cur
rencies transactions and other special agenda matters. The 
directive contains a reference to the Committee’s assess
ment of the current economic situation and sets forth the 
broad objective that the Committee wants to attain. The 
New York Reserve Bank also operates under a set of 
technical authorizations, which the Committee can modify 
at any time, governing the conduct of open market opera
tions.

For the actual operations the scene shifts to the Federal 
Reserve Bank of New York.1 There a plan is usually 
drawn up by 11:00 each morning as to what action, if 
any, should be taken that day. It is then discussed in a 
telephone call made by the Manager to one of the presi
dents currently serving on the Open Market Committee 
and a representative of the Board of Governors. This 
daily conference call is one of several techniques by 
which the policy-making body—the Federal Open Mar
ket Committee— keeps in close contact with the executor 
of the policy— the Federal Reserve Bank of New York.

H a r r y  B r a n d t

i For a discussion of how open market operations are carried on at the 
Federal Reserve Bank of New York, see the articles that have appeared 
in the May 1960 and May 1961 issues of the Monthly Review of the 
Federal Reserve Bank of Atlanta, entitled “What Are Open Market 
Operations?” and “ Managing the System Open Market Account.”

A Change in the Reluctant Borrower?
“Consumers are becoming less reluctant about going into 
debt nowadays.” This opinion, expressed recently by a 
Southern businessman, describes pretty well a change in 
the attitude of consumers that has taken place during the 
economic expansion of the past sixteen months. Looking 
at instalment credit figures for District department stores, 
furniture stores, credit unions, consumer finance com
panies, and commercial banks, you find statistical evidence 
to support the businessman’s intuitive view. Thus, you 
see a different situation now than a year ago, when a 
look at consumer credit developments in the pages of this 
Review led to the conclusion that consumer borrowing 
had not, up to mid-1961, “. . .  been adding any fuel to 
the economic recovery engine . . .  .” The borrowing con
sumer, so to speak, released his brakes in late 1961 and 
has been stepping on the throttle a bit since then.

Consumer instalment credit held throughout the District 
by the institutions noted above accounts for about two- 
thirds of the total instalment debt outstanding. You can 
obtain a reasonably good indication of over-all instalment 
credit here by looking at the credit series for these types 
of holders.

A glance at the top panel (page 5), which charts the 
percentage change in the volume of new loans extended 
during the first four months of 1962 from the comparable 
period of 1961, confirms the pick-up in District consumer 
borrowing. Of the retail and financial institutions shown, 
all except credit unions registered sizable year-to-year 
gains.

To obtain a more detailed picture of consumer borrow
ing, seasonally adjusted data on extensions of new loans, 
repayments of old ones, and the net change in the 
amount outstanding at District commercial banks are 
particularly useful. Banks provide more instalment credit 
dollars to District consumers than do any other types of 
lenders. Also, the information they provide on different 
kinds of loans enables the observer to follow shifting 
patterns of loan demand.

A New Switch?
As the second panel indicates, extensions of new credit 
by commercial banks jumped sharply in February of this 
year and rose again in March and April. Those individuals 
obtaining new loans from banks have, in fact, been 
borrowing much more than old borrowers have been re
paying, as a result of which the total amount owed to 
banks has been increasing. This is a situation quite differ
ent from that of the preceding sixteen-month period, when 
monthly extensions of new credit were below or barely ex
ceeded repayments in spite of increased borrowing after 
April 1961. Repayments, of course, continued at a high 
level throughout 1961 as people steadily paid back the 
high volume of credit that banks had previously extended 
to them. There was, as a result, a lengthy period of net 
repayment of debt by consumers during the first part of 
the recovery phase.

This appears unique when compared to consumer be
havior during the two preceding recoveries. During the 
fourteen months following the low point in general busi
ness activity reached in February of last year, consumers 
borrowed only $16 million more than they repaid to banks. 
In marked contrast, during the fourteen-month periods 
following the business troughs of August 1954 and April 
1958, consumers added $156 million and $198 million, 
respectively, to their outstanding bank debt. The per
centage increases, measured from the business troughs 
designated by the National Bureau of Economic Research, 
indicate that the “cyclical bursts” in new bank loans have 
become successively weaker in each expansion phase. In 
addition, loans to consumers have begun to increase at a 
later date relative to the trough of the recession.

Pinpointing Strengths and Weaknesses
The recent strength in consumer borrowing can be traced, 
in large part, to borrowing for the purchase of automo
biles. As the small charts on types of loans show, exten
sions of new automobile loans have been strong com
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