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Current Issues of United States Financial Policy*

S t a t e m e n t  by A l f r e d  H a y e s  

President, Federal Reserve Bank of New York

The United States has achieved, thus far in 1962, a 
substantial expansion in domestic economic activity as well 
as a further improvement in its international payments 
position. During the first half of 1962, production, em
ployment, and incomes all achieved record levels. Avail
able data for July clearly indicate that the expansion is 
continuing. Nevertheless, it must be admitted that progress 
in speeding up the country’s rate of economic growth has 
been less rapid than many of us considered possible at the 
beginning of the year, and in our international accounts 
we cannot be satisfied until the balance-of-payments gap 
has been eliminated.

Economic performance must be appraised, not only 
against the past, but also against what might be achieved 
if we made reasonably full use of human and material 
resources. Measured by this latter yardstick, our recent 
performance cannot be rated wholly satisfactory. Although 
the percentage of people out of work has dropped sub
stantially during the current upswing, I do not question 
that we must aim for a more ambitious target. In short, 
unemployment has been and remains too high.

Business outlays on new plant and equipment must ex
pand sharply if the economy is to move into higher 
ground. Business investment has in fact rebounded 
smartly from its recession lows, but in this vital area, too, 
the rate of improvement has been short of the need. An 
important stimulus has now been given to business invest
ment by a revision in the depreciation schedule, and 
another would be provided by the enactment of the in
vestment credit proposal now before Congress. These 
changes, and the promise of reduced corporate tax rates 
next year, are desirable not only as likely to produce 
expansion in the economy but also as a means to achieve 
greater productivity and lower costs in an increasingly 
competitive world market.

* Statement before the Joint Economic Committee of the Con
gress of the United States, August 16, 1962, during hearings on 
the state of the economy and on policies for achieving maximum 
employment, production, and purchasing power.

We are concerned that the forward thrust of the econ
omy has been losing some of its force, even if one ex
cludes from consideration the temporarily depressing ef
fects of the unraveling of the steel situation. On the other 
hand, the generally stable level of prices, coupled with 
unused industrial capacity at home and ready availability 
of goods from abroad, has militated against the accumula
tion of large inventories as a hedge against shortages and 
higher prices. The fact that we have avoided excessive 
inventory accumulation during the current expansion is 
encouraging, since it diminishes the danger that such 
accumulation might set off a recessionary movement or 
contribute to such a movement if the business tide should 
turn for other reasons.

Throughout the current business expansion, and despite 
some criticism at home and abroad, the Federal Reserve 
has maintained conditions of monetary ease. As a matter 
of fact, an examination of business annals is unlikely to 
produce another example of a strong recovery proceeding 
so far in an atmosphere of ready availability of credit. 
Large amounts of bank reserves have been made available, 
more than offsetting the losses resulting from the gold 
outflow. Banks remain comfortably liquid and anxious 
to lend. Bank holdings of mortgage loans and municipal 
obligations spurted by a total of $6 billion over the first 
seven months of the year, more than during any other 
similar span of time. Instalment lending has also increased 
substantially. At the same time, loan demand and securi
ties flotations by business borrowers have been disappoint
ing, despite the fact that interest rates for such credit are 
little changed from those prevailing at the trough of the 
recession. One important reason for the lackluster per
formance of bank lending is the moderate business demand 
for inventories. A look at the volume of reserves sup
plied by the System together with the maintenance of a 
relatively high level of free reserves since the beginning 
of the recession should be persuasive evidence that the 
Federal Reserve authorities have been consistently replen
ishing reserves which the banks have put to work. It is 
true that the money supply—narrowly defined as checking
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accounts and currency—has increased comparatively 
slowly of late, but this development has to be viewed 
together with an unprecedented spurt in commercial bank 
time and savings deposits. Such deposits, which for most 
holders provide almost as much financial maneuverability 
as checking accounts, have spurted by $10 billion, or 
12 per cent, so far this year. The public’s holdings of 
short-term United States Government securities, which can 
be readily turned into cash, have also expanded sub
stantially.

So long as the shortfall of economic activity from what 
I regard as a reasonable goal persists, it seems to me that 
monetary policy should properly remain concerned with 
maintaining the maximum degree of credit ease consistent 
with its other objectives.

At the same time, we must keep in mind that attainment 
of our economic goals depends on many factors, of which 
credit and monetary conditions, over which the central 
bank exerts direct influence, represent only one—though 
an important—element. The job of instilling new vigor 
into the business expansion must, I believe, be done 
largely by means other than monetary policy.

I should like to turn now more specifically to develop
ments in our international position.

The balance of payments, as you know, has shown some 
needed improvement in the first half of 1962. However, 
a part of the improvement, although by no means all of it, 
has occurred because of a temporary flow of funds, now 
reversed, from Canada to the United States as pressures 
developed on that country’s currency. It is therefore clear 
that unremitting efforts to make further progress in reduc
ing the over-all deficit remain the order of the day. The 
Administration, as you are aware, is pursuing a multi
pronged attack on the problem, including an export pro
motion program, reduction of military spending abroad, 
negotiations for both additional foreign defense purchases 
in this country and a wider sharing of aid to underdevel
oped countries, and further “tying” of United States aid to 
those nations. Right now, as well as over the longer term, 
emphasis must be kept upon increasing the competitiveness 
and productivity of the United States economy. For this 
reason, the recent record of lower unit wage costs has 
been most welcome, especially at a time when wage pres
sures continue strong in Western Europe and elsewhere.

Bringing our international payments into balance and 
keeping them under close control is a necessary condition 
for protecting the dollar’s position as the world’s leading 
currency and as the keystone of a stable international cur
rency and payments system. The rebuilding of foreign 
monetary reserves and the redistribution of international 
gold reserves have resulted in a decline in our gold stock

and in a rapid rise of foreign short-term claims on the 
United States. These short-term claims are like money in 
the bank to those that own them; and, just as any of us 
would, they look to the banker, the United States, to pro
vide assurance that the bank is being managed wisely. If 
we expect people to keep their money in United States 
dollars, we must give them both confidence in the sound
ness of our currency and some inducement to stay with 
us, rather than moving to another currency or to gold. It 
is for this reason that the System has cooperated in efforts 
to avoid unnecessarily low short-term interest rates and 
thus to reduce disruptive short-term capital outflows and 
their actual or potential effects on our gold stock. In this 
connection, I should like to emphasize my strong convic
tion that, if we achieve a balance in international payments 
and avoid actions that damage confidence, our gold stock 
is ample for our requirements both as a major trading 
nation and as bankers for the world.

I was surprised, by the way, that several witnesses have 
proposed to this Committee that the United States extend 
a “gold guarantee” to foreign holders of dollars. I wish 
to emphasize my strong conviction that such a “guarantee” 
would be an exceedingly harmful measure, besides being 
ineffective. In my judgment, this type of “protection” 
would be illusory and, in any case, is not warranted in 
view of the Government’s determination to maintain the 
gold price and to take the basic measures needed to assure 
attainment of this objective. Indeed, a guarantee would 
merely becloud this larger issue.

The potential of monetary policy in protecting a cur
rency against sudden speculative pressures is well recog
nized; hence Federal Reserve policy must remain flexible 
and prepared to deal with any contingency. We should 
try to avoid conditions of excessive credit ease that make 
reserves so ample that our banks and other lenders are 
induced to seek more remunerative outlets abroad because 
credit availability greatly exceeds domestic loan demands.

Rate differentials are an important, but not the only, 
reason for international capital movements. For instance, 
the sheer size, efficiency, and ease of access of our capital 
and short-term credit markets constitute a strong attrac
tion to foreign borrowers. And, as you know, a variety of 
rate differentials are involved, both hedged and unhedged, 
while their respective significance in pulling in or repelling 
money may change over time. The Federal Reserve Sys
tem has to be continuously alert to the pressures on the 
dollar which may arise from rate and credit developments, 
or from any other cause. In essence, the challenge to 
monetary policy in recent years has been to provide an 
adequate availability of credit to support a sustainable 
growth of our economy while guarding against a spilling
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over of excess liquidity into channels that would weaken 
the international position of the dollar or renew infla
tionary pressure domestically.

Meanwhile, the external defenses of the dollar have 
been strengthened so that monetary policy will not be 
overburdened while more basic balance-of-payments ad
justments are still taking place. Such a strengthening 
would have been required, it might be added, even with
out a United States payments problem. Convertibility has 
greatly increased the volume and volatility of interna
tionally movable funds; this is a natural consequence of the 
considerable degree of our success in approaching the 
kind of world we have been seeking to achieve since World 
War II. Nevertheless, it does mean that proper resources 
must be at hand to meet sudden shifts of funds and pres
sures that may be expected to be temporary. There is 
encouraging evidence that this problem can be handled 
through such avenues as the activity of the Treasury and 
the Federal Reserve in the exchange markets, the increas
ingly close central bank cooperation of the past eighteen 
months, and the IMF expansion agreement (still requiring 
final Congressional action, of course), which will vasdy 
enlarge our access to currencies that we may need. Offi
cial United States exchange operations undertaken so far 
have basically been designed to protect the United States 
dollar against disturbingly large pressures at a time when 
we are making steady progress toward bringing our bal
ance of payments into equilibrium.

Treasury operations in convertible currencies began in 
the spring of 1961 when the Federal Reserve Bank of 
New York, acting for the Treasury, undertook operations 
in the market for German marks designed to deal with the 
abnormal conditions that had developed following the 
revaluations of the German and Dutch currencies in 
March 1961. This operation was followed by other Treas
ury transactions in Swiss francs, Italian lire, and Dutch 
guilders, which are continuing up to the present. The 
Federal Reserve System, with the full concurrence of the 
Treasury, concluded that the central bank of this country 
should play a more active and direct role in defending the 
international value of the dollar. The Federal Open Mar
ket Committee therefore authorized the Federal Reserve 
Bank of New York on February 13, 1962 to undertake 
transactions in foreign currencies for System Open Market 
Account in accordance with the Committee’s instructions. 
Since that time the System has acquired a substantial 
amount of convertible foreign currencies, primarily through 
a series of reciprocal currency agreements with foreign 
central banks, and has begun to use these resources in 
defense of the dollar.

The possibility of acquiring substantial amounts of 
foreign currencies through such currency swaps with for
eign central banks rests upon a mutuality of interest. That 
interest is to make the present international financial sys
tem, under which world trade and investments are expand
ing rapidly, work reliably and efficiently. Therefore coun
tries relying upon the dollar as an important part of their 
international reserve assets are glad to participate in ar
rangements that reduce the possibility of temporary and 
capricious pressures on the dollar. Furthermore, since 
currency swaps and stand-by agreements are tantamount 
to a mutual credit facility, foreign countries as well as 
ourselves obtain access to additional resources in case of 
need. Over the years ahead, these arrangements can also 
make a useful contribution to world liquidity needs.

In carrying out exchange transactions for both the 
Treasury and the System, we have made a point of estab
lishing the closest and most harmonious possible relations 
with foreign central banks—an indispensable requirement 
when working in the exchange markets for their currencies. 
We have found that, with this cooperation, our use of 
foreign currency resources has in fact been effective; we 
have helped to strengthen the dollar in the exchange 
markets, reduced cumulative or snowballing speculative 
flows, and eased the immediate impact upon the United 
States gold stock of foreign central bank accumulations of 
dollars.

You will realize that official United States exchange 
operations rest upon the assumption that the pressures they 
have to meet are of a temporary and transitional nature. 
In a number of important instances, this has already 
turned out to be the case so that the commitments under
taken could be liquidated without a gold loss. Such suc
cess, however, cannot be taken for granted. In particular, 
an indefinite continuation of large United States payments 
deficits would assure that the pressure upon the dollar 
becomes permanent rather than temporary. Hence, these 
exchange operations in no way detract from the urgency 
of our task in correcting the payments deficit. Further
more, while the initial development of close international 
cooperation has clearly been stimulated by the very strains 
it is designed to combat, foreign countries are counting 
upon us, as we are counting upon them, to take the na
tional actions necessary to make certain that such strains 
upon any one currency will in fact pass.

Thus far we have met to a remarkable degree the chal
lenge of harmonizing the domestic and international as
pects of our financial policies. I believe we have the 
needed flexibility to continue to meet this challenge under 
the changing conditions that may confront us.
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