
Annual Report of The Board of Governors
of The Federal Reserve System

*

VIEWED AS A WHOLE, 1960 was a year of high-level output.
Most broad measures of activity, such as gross national

product, consumption, personal income, total employment, and
industrial production, were at record levels moderately above the
highs attained in 1959. Per capita real income and consumer
expenditures also averaged somewhat higher.

During the year, however, economic activity began to recede,
and at the year-end it was still moving downward. While the
declines were generally moderate, an appreciable proportion of
productive capacity was not being utilized and unemployment at
the end of the year was not far below the postwar high reached
in the 1958 recession.

With demands abroad generally strong, U.S. exports rose
rapidly until about the middle of 1960 and continued at a high
level during the remainder of the year. For the entire year they
exceeded those of 1959 by about 20 per cent. Imports fell off,
particularly in the latter part of the year. Despite the resulting
large increase in the export surplus, the over-all deficit in the
U.S. balance of payments became unusually large in the second
half because of outward movements of capital.

Early in 1960 there was an abatement of inflationary expecta-
tions. Such expectations had played an important role in eco-
nomic decisions for several preceding years and had affected
commodity markets, valuations of capital assets, and the volume
and structure of credit and debt. The shift away from inflation-
ary expectations exerted a pervasive influence on consumer,
business, and financial decisions. Stock market prices under-
went reappraisal in the light of the change in such expectations
and a downturn in current profits. The long upward trend in
farm land values was arrested despite a small increase in farm
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income, and the increases in urban real estate values and in con-
struction costs slackened.

Fiscal policy contributed to the marked reduction in the infla-
tionary pressures and expectations at the beginning of the year.
The Federal Government's budget submitted in January indicated
a swing from an exceptionally large deficit in calendar year 1959
to a sizable surplus for 1960.

The Federal Reserve policy of restraint on expansion of bank
credit and money, which carried over from 1959, was progres-
sively moderated over the first half of 1960—as demands for
credit became less intense, speculative pressures diminished, and
market rates of interest declined. Thereafter, as output declined,
especially in the materials-producing industries, monetary policy
became increasingly stimulative.

As 1960 progressed, the Federal Reserve System faced a
dilemma. On the one hand, rising unemployment and declining
output called for credit ease and lower interest rates. On the
other hand, the continued adverse balance of payments, together
with increased outflow of gold, gave rise to concern about the
interest rate differentials between the United States and the rest
of the world that, along with other factors, were inducing capital
to leave this country.

Monetary policies directed toward stimulating the domestic
economy were concerned mainly with increasing the liquidity
and lending capacity of commercial banks. In 1959 these banks
had increased their loans relative to their deposits by reducing their
holdings of Government securities. Consequently, in 1960 they
made use of additional reserves first to reduce their borrowings,
and then to replenish their holdings of short-term Government
securities, especially Treasury bills. In the face of other forces
tending to raise interest rates on short-term Government secu-
rities, the demand by commercial banks for such securities was a
factor in maintaining their yields at the lower levels reached at
midyear. Abroad, on the other hand, short-term rates rose fur-
ther around midyear. The effect of these developments was to
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widen the differential between rates on short-term securities in
markets here and abroad.

Two reductions were made in Federal Reserve Bank discount
rates in 1960 to bring them into closer alignment with market
rates on short-term issues. These reductions lowered the cost of
member bank borrowing from the Federal Reserve. Thus, they
decreased the relative advantage to banks of meeting temporary
deficiencies in their reserve positions through operations in the
money market rather than through direct borrowing from the
Reserve Banks. This change in the relative cost of obtaining
bank reserves in alternative ways was consistent with maintain-
ing the degree of ease considered appropriate at the time.

In the last few months of the year the Federal Reserve sought
to supply reserves to member banks in ways that might limit the
direct impact of its operations upon the level of short-term inter-
est rates. The tabular statement on the following two pages
summarizes Federal Reserve policy actions in 1960 and the
reasons for them.

Among the economic developments taken into consideration
by the Federal Reserve was the comparative stability in prices
in 1960. Wholesale commodity prices continued approximately
stable for the third consecutive year. Prices of industrial com-
modities tended downward, while prices of farm and food prod-
ucts rose somewhat and the consumer price index continued to
rise. Prices of consumer goods other than foods declined slightly,
and there was a slackening in the rise in prices of consumer serv-
ices. Industrial wage rates continued to move upward, although
more slowly than in most other postwar years.

Contrary to some earlier expectations, steel prices were not
raised after the protracted strike in late 1959. The strike
settlement provided for wage increases that were sizable but
much less than those in the preceding contract. With prices
steady and supplies readily available from record domestic out-
put and from continued imports, steel consuming industries be-
gan to curtail inventory commitments early in the year. Reap-
praisal of inventory needs in the light of ample capacity and
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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY ACTIONS, 1960

Period Action Purpose of action

January- Reduced System holdings of
March U.S. Government securities

by about $1.6 billion. Mem-
ber bank borrowings at the
Federal Reserve Banks
dropped from an average of
$900 million in December to
$635 million in March.

Late March- Increased System holdings of
July Government securities by

nearly $1.4 billion. Member
bank borrowings at Reserve
Banks declined to an average
of less than $400 million in
July.

June Reduced discount rates from
4 to 3*4 per cent at all
Reserve Banks.

July Reduced margin require-
ments on loans for purchas-
ing or carrying listed securi-
ties from 90 to 70 per cent of
market value of securities.

August Authorized member banks to
count about $500 million of
their vault cash as required
reserves, effective for country
banks August 25 and for
central reserve and reserve
city banks September 1.

Reduced reserve require-
ments against net demand
deposits at central reserve
city banks from 18 to \ll/i
per cent, effective September
1, thereby releasing about
$125 million of reserves.

To offset the seasonal inflow
of reserve funds, mainly from
the post-holiday return of
currency from circulation,
while permitting some reduc-
tion in borrowed reserves.

To promote further reduc-
tion in the net borrowed re-
serve positions of member
banks and, beginning in May,
to provide reserves needed
for moderate bank credit and
monetary expansion.

To reduce the cost of bor-
rowed reserves for member
banks and to bring the dis-
count rate closer to market
interest rates.

To lower margin require-
ments from the high level in
effect since October 1958 in
recognition of decline in vol-
ume of stock market credit
outstanding and lessened
danger of excessive specula-
tive activity in the market.

To provide mainly for sea-
sonal needs for reserve funds,
and to implement 1959 legis-
lation directed in part toward
equalization of reserve re-
quirements of central reserve
and reserve city banks.
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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY
ACTIONS, 1960—Cont.

Period Action Purpose of action

August- Reduced discount rates from
September V/i to 3 per cent at all

Reserve Banks.

August- Bought or sold at different
November times varying amounts of

Government securities with a
net increase in System hold-
ings of about $1 billion,
including securities held un-
der repurchase agreement
and issues with short ma-
turities other than Treasury
bills. Member bank borrow-
ing declined further to aver-
age below $150 million in
October and November.

Late Authorized member banks
November- to count all their vault cash
December in meeting their reserve re-

quirements and increased
reserve requirements against
net demand deposits for
country banks from 11 to 12
per cent. The net effect of
these two actions, effective
November 24, was to make
available about $1,050
million of reserves.

Reduced reserve require-
ments against net demand
deposits at central reserve
city banks from 17% to 16y2
per cent, effective December
1, thereby releasing about
$250 million of reserves.
Sold U.S. Government se-
curities except for seasonal
purchases in last week of
December. Member bank
borrowings at the Reserve
Banks averaged less than $90
million in December.

To reduce further the cost of
borrowing from the Reserve
Banks and reduce the differ-
ential between the discount
rate and market rates of
interest.

To encourage bank credit
and monetary expansion by
meeting changing reserve
needs and offsetting the im-
pact of a large gold outflow
without exerting undue
downward pressure on short-
term Treasury bill rates that
might stimulate further out-
flow of funds.

To provide, on a liberal basis,
for seasonal reserve needs, to
complete implementation of
legislation directed in part
toward equalization of re-
serve requirements of central
reserve and reserve city
banks, and to offset the
effect of continued gold out-
flow, while avoiding direct
impact on short-term rates
that might stimulate further
outflow of funds.
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supplies then spread to producers of other industrial materials
and manufactured goods.

Business inventory investment was reduced sharply over the
course of the year, as accumulation at a near-record rate in the
first quarter was followed by lower rates of accumulation and,
in the final quarter, by substantial liquidation. Declining inven-
tory investment and reduction in home building were important
factors in the mild contraction in general activity after midyear.

Despite sharp reduction in inventory investment during the
year and the associated reduction in industrial production and
employment, final demands for goods and services continued to
increase, although the pace diminished over the year. Continued
expansion in such demands, facilitated by easier credit condi-
tions, provided support to the economy in the face of inventory
and other adjustments that were taking place. The increases in
demands, however, were not sufficient to prevent the develop-
ment of slack in utilization of resources, evidenced particularly
by more unemployment.

Although personal incomes continued to increase until late in
the year, consumer expenditures in the aggregate increased less
than income, and consumer savings increased. Following a record
increase in indebtedness in 1959, consumers in 1960 stepped up
their repayments of debt in the latter part of the year and reduced
their borrowings for purchases of homes and for other purposes.
Total holdings of liquid assets by consumers increased less than
they had in 1959 when acquisitions of Government securities
were exceptionally large.

Business outlays for fixed capital, though larger in 1960 than
in 1959, declined slightly in the last half of 1960. Confidence in
the underlying strength of the economy and expectations for
resumed growth, however, were evidenced by the recovery in
stock market prices late in the year and by the relatively modest
contraction in current and prospective expenditures for business
plant and equipment as economic activity receded and business
profits declined.

The unemployment problem was one of growing concern dur-
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ing the year. Beginning in late spring unemployment began to
rise from already high levels, and by the year-end had reached
a seasonally adjusted rate of 6.8 per cent of the labor force. In
addition to losses in employment, average hours of work in
manufacturing were reduced and weekly earnings declined some-
what despite a further increase in hourly wages.

Continuing gradual change in the occupational structure and
location of employment made reemployment difficult for many
of the unemployed. At the same time improved technology and
equipment continued to reduce manpower requirements in many
industries. These secular forces tended to intensify the increase
in unemployment that stemmed from cyclical declines in activity.
Meanwhile, the rate of growth in the labor force increased in
1960. This growth foreshadowed further increases as the high
birth rates of the 1940's are increasingly reflected in the popula-
tion of working age.

MONETARY POLICY AND BANK RESERVES

Early in 1960 the policy of restraining credit and monetary
expansion that had been in effect in 1959 was relaxed, and in en-
suing months policy began actively to stimulate such expansion.
The Federal Reserve used open market operations and other
policy instruments to increase the supply and reduce the cost of
bank reserves. These actions provided a reserve base to facili-
tate expansion of bank credit and money in a period when eco-
nomic activity was showing signs of recession, over-all credit
demands were contracting, and interest rates were declining. In
this situation commercial banks extended $8.4 billion of credit
during 1960, or more than twice as much as the year before
(after allowance for changes in bank structure). The money
supply (seasonally adjusted), after declining during the first half
of the year, rose during the second.

During the first four months of the year, the reserve position
of banks was eased as Federal Reserve open market sales of
securities absorbed only a part of the required reserves released
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by the decline in deposits and the reserve funds made available
from currency inflow and other sources. Reserve funds were
available in sufficient volume to allow member banks to reduce
their borrowings at Federal Reserve Banks by about $300 million
on the average. By late May-early June, member banks had re-
duced their borrowings to a level slightly below excess reserves,
that is, they had a small net free reserve position.

Net free reserves of member banks expanded sharply during
the last part of the year, and by December they averaged $680
million. Three-fifths of the increase took place at country banks.
Easing of bank reserve positions, along with a much greater than
seasonal expansion in commercial bank credit in the second half,
reflected the effects of various Federal Reserve actions to increase
the availability of reserves.

RESERVES AND BORROWINGS
A i t JRlJUttt* *AMtS ...

NOTE.—Monthly averages of daily figures. Beginning with December 1959,
total reserves include reserves allowable in cash.

8

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1960



FEDERAL RESERVE SYSTEM

Total member bank reserves declined in the early months of
1960 but thereafter rose by more than customary seasonal
amounts to an average of $19.3 billion in December. This was
about $350 million more than the total held in December 1959.

During much of the year the Federal Reserve was adding on
balance to its holdings of securities in order to help ease credit
market conditions and to offset the impact of large foreign acqui-
sitions of gold on member bank reserves. In late October and
in November, the Federal Reserve purchased short-term U.S.

C H A N G E S I N M E M B E R B A N K RESERVES

[Based on averages of daily figures for December; in billions of dollars]

Item 1959

Member bank reserves

Total reserves

Reserves held with Federal Reserve Banks
Vault cash allowable as reserves

Required reserves
Effect of:

Change in reserve requirement percentages...
Change in deposits

Excess reserves

Principal factors affecting reserves

Federal Reserve credit:
Discounts and advances to member^banks
Holdings of U.S. Govt. securities 2

Float

Vault cash allowable as reserves
Currency in circulation
Gold stock and foreign accounts
Other factors

+0.3
-0.4

3-1.2
3+0.3

1 Less than $50 million.
2 Includes acceptances.
3 Changes in gold stock and Treasury cash (included in other factors) include the effect of a payment

of $344 million in gold from Treasury cash holdings to the International Monetary Fund in connection
with the increase in the U.S. subscription to the Fund; these changes were offsetting and had no effect
on total reserves.

NOTE.—Figures may not add to totals because of rounding.
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Government securities other than Treasury bills for the first time
since 1958. These purchases, which amounted to $315 million,
were made at a time when the System was engaged in large
operations to meet seasonal and other reserve needs and when
the spread between rates on short-term Treasury bills and those
on securities maturing in 9 to 15 months was unusually wide.

During 1960 reserve funds were released on balance by meas-
ures that affected vault cash and reserve requirements. As the
economy was entering the fall and pre-Christmas periods of sea-
sonal expansion in credit needs, additional amounts of vault cash
were made eligible to meet reserve requirements. The net effect
of all these actions was to add about $1.9 billion to reserves.
Reserves were absorbed, however, by large foreign acquisitions
of gold from the United States, mainly in the second half of the
year, as discussed in more detail later. Other factors—currency
in circulation, Federal Reserve float, and Treasury operations—
had little net effect on reserves over the year.

MSCOIMT AND BILL RATES

TREASURY BILLSv
MARKET YIELDS S

Besides increasing the availability of reserve funds, and thus
enabling banks both to reduce their borrowings and to expand
credit, the Federal Reserve took actions to reduce the cost of
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borrowed reserves to member banks. Federal Reserve discount
rates—the rates charged member banks for short-term borrowing
to meet temporary reserve deficiencies—were reduced from 4 to
3V2 per cent in June and to 3 per cent in August and early Sep-
tember. While these reductions were less marked than declines
that had occurred in short-term market rates, which reflected
both reduced demand for funds and the easing in reserve posi-
tions, they were consistent with System policy of keeping discount
rates related to market rates.

Vault cash and reserve requirements. During 1960 the Board of
Governors, in implementation of legislation enacted in 1959
(described in the Annual Report for 1959), authorized member
banks to count all their vault cash in meeting reserve require-
ments. The authorization was conferred gradually. The first
step had been taken in December 1959 and two more steps were
taken in 1960. The second step released $500 million of reserve
funds in the last week of August and the first week of September,
and the final step released an additional $1.4 billion in the last
week of November. The timing of these actions was related
mainly to seasonal needs for expansion in bank reserves and
currency. A more detailed description of the various actions
related to vault cash and reserve requirements is contained in the
Federal Reserve Bulletin for December 1960, pages 1326-31.

The comparatively rapid expansion in the free reserve position
of country banks and the maintenance of that position at high
levels is explained in part by the incidence of these actions. These
banks held almost two-thirds of the vault cash made eligible
for reserves in 1960. Some of the impact of the vault cash pro-
visions on the reserve position of these banks was offset, however,
by an increase from 11 to 12 per cent in their reserve require-
ments against net demand deposits. After these actions many
member banks, especially smaller country banks, apparently pre-
ferred to hold higher excess reserves than they had customarily
been holding.

Also in implementation of the 1959 legislation, reserves re-
quired against demand deposits at central reserve city banks were
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reduced in September and December from 18 to I6Y2 per cent
and are now the same as requirements at reserve city banks. By
provision of the 1959 legislation the separate classification of
"central reserve city" banks is to be terminated in 1962.

Margin requirements. In addition to actions affecting bank re-
serves, the Federal Reserve in 1960 also reduced margin require-
ments on credit used for purchasing or carrying stock market
securities. During the first several months of the year, the volume
of stock market credit outstanding generally declined. Effective
July 28, the Board of Governors reduced margin requirements
from 90 per cent, the level in effect since October 1958, to 70
per cent. During the balance of the year customer credit in
the stock market rose almost $300 million to a level just below
the total at the beginning of the year.

BALANCE OF PAYMENTS AND MONETARY POLICY

A striking development in 1960, along with the marked in-
crease in the U.S. export surplus, was a large movement of
private liquid capital, both U.S. and foreign, from the United
States to foreign countries. Conditions of strong demand for
goods and for capital prevailed in many countries. Relatively
high interest rates in some of those countries attracted short-term
investments, as did also the prospects of capital gains on both
fixed-income and equity securities. At the same time loans and
credits by U.S. lenders to borrowers abroad were stimulated by
the increasing availability of funds in the United States. The
movements of funds attained sizable magnitude after the middle
of the year.

Outflows of capital in 1960 were intensified by various un-
certainties, including those arising from concern in financial
markets about the prospects for equilibrium in the international
transactions of the United States. Persistent balance-of-payments
surpluses in some other countries, particularly Germany, were a
disturbing factor.

The movements of private capital resulted in large accretions
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to official gold and dollar reserves of several countries, and for-
eign monetary authorities exchanged large amounts of dollars for
gold. The drain on the U.S. gold stock during the year amounted
to $1.7 billion.

Developments in international trade and capital flows are kept
constantly under review in the determination of monetary policy.
During 1960 fundamental adjustments in the basic elements of
the balance of payments appeared to be going forward, as a result

SHORT-TERM INTEREST RATES
3-MGHTH PAPIR

Per p*t

-

\ U. K.

\ GERMANY ^ ^ s J ^ C ^

\ /u. s.

1 !

ft

i

- v 4 <

,0
1958

NOTE.—U. S.: monthly averages of daily market yields for Treasury bills.
U. K.: monthly averages of weekly tender rates for Treasury bills. Germany:
averages of high and low quotations during month for money market loans,
Frankfurt.

in part of the marked diminution of inflationary pressures on the
U.S. cost-price structure. Moreover, renewed expansion in U.S.
economic activity, toward which monetary policy was directed,
would help sustain conditions of total demand in world trade that
would foster further expansion of U.S. exports. Meanwhile, U.S.
gold reserves were large, and short-term outflows of capital could
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be expected to cease or be reversed as conditions in financial
markets changed.

The spread between British Treasury bill rates in London and
U.S. Treasury bill rates reached its maximum around midyear,
and became somewhat smaller when London rates were reduced
in October and December. In this country, although increased
demand for short-term securities on the part of member banks
with easier reserve positions necessarily tended to push Treasury
bill rates downward, other demand and supply factors were oper-
ating to hold Treasury bill rates up throughout the second half of
1960. One of these factors, directly related to international
capital flows and foreign acquisitions of gold, was the diminished
foreign demand for U.S. Government short-term securities. Re-
ported foreign holdings of U.S. Treasury bills and certificates
increased only $200 million in 1960, compared with $2.1 billion
the year before.

Mechanisms of adjustment. Except for the movements of private
liquid capital and the related foreign acquisitions of gold from
the United States, developments in 1960 tended toward restora-
tion of equilibrium in the U.S. balance of payments. The in-
crease in the export surplus reflected not only short-run changes
in demand conditions but also forces that should prove more
persistent.

A development of great importance was the abatement of in-
flation and inflationary expectations in the United States. Under
conditions of general price stability and of relatively free access
of foreign goods to the U.S. market, U.S. producers are in a posi-
tion to take constructive steps to counter foreign competition by
product improvement, cost reduction, and selling effort.

In retrospect it is evident that this country's competitive posi-
tion was beginning to be threatened in the mid-1950's. Although
price indexes of industrial products in other leading countries
increased about as much as U.S. prices from 1953 to the end of
1957, some of those countries at the same time were achieving
large gains in productivity and in productive capacity. During
1958 and the first part of 1959, when European demand was
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slack, these gains were translated into price reductions for Euro-
pean exports. In this country, however, the rise in prices paused
only briefly in 1958 and then resumed, until the autumn of 1959
brought a definite check to the advance.

After rapid expansion in European economic activity resumed
early in 1959, an upward trend in European industrial prices
began to reassert itself. During 1960 this trend became particu-
larly marked in Germany, a country in which resistance to infla-
tion had been relatively successful during the 1950's. Germany's
success in maintaining its export surplus without large-scale long-
term lending to other countries intensified the pressures of de-
mands on its industrial capacity and its labor supply. During
1960 German wage rates rose on the average by about 8 per
cent. Average domestic wholesale prices of industrially produced
materials rose by about 2 per cent, and those of manufactured
consumer and capital goods by as much as 4 per cent. Retail
prices of nonfood products rose about 2 per cent. Even with
these price increases, Germany's export capabilities remained
very strong, and its balance of payments continued heavily in
surplus.

The developments in 1960 that worked in the direction of
restoring equilibrium in international payments included further
measures abroad to end quota restrictions on imports of U.S.
products into various countries. Also, the U.S. Government took
action to curtail future expenditures abroad in connection with
economic aid and defense programs. By these actions and also
through international negotiations, interest was enlisted in an
expansion of efforts by other countries to carry larger shares of
the common burdens of economic aid and defense. Preparations
were made for negotiations in 1961 to obtain new tariff reduc-
tions abroad in favor of U.S. exports. Developments such as
these have been made possible and necessary by the successful
restoration during the 1950's of vitality and strength to the econ-
omies of other industrial countries.

Balance of payments in recent years. Wide swings have oc-
curred during the last five years in the merchandise export surplus
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of the United States and in flows of private capital between this
country and others. These two kinds of swings, while varying in
magnitude, have shown some tendency to offset each other in the
over-all balance of payments. Changes in the relative strength
of demands for goods here and abroad tend to be accompanied
by corresponding shifts in the relative strength of demands for

O X lAfcAtiCi Of PAYHI8TS A^wo! rolw

CAPITAL AND OTHER

NOTE.—Seasonally adjusted annual rates. "Capital and other" includes
private U. S. capital and private long-term foreign capital; U. S. Government
economic aid grants and loans; pensions and remittances; and unrecorded
transactions, both capital and current. "Over-all balance" reflects changes in
U. S. gold holdings and in recorded foreign holdings of dollar liquid assets.

capital and by opposite shifts in the availability of liquid funds.
Despite such offsetting tendencies, the over-all balance of pay-
ments was persistently adverse during the three years 1958-60.
There was a drain of $5 billion from the U.S. gold stock and a
net increase of more than $6 billion in foreign holdings of dollar
liquid assets. In 1960, the adverse balance was $3.8 billion.

At first—up to about mid-1959—the large adverse payments
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balance reflected not only short-run changes in demand condi-
tions here and abroad but also the longer run improvement that
had been occurring in the competitive efficiency of foreign indus-
trial countries. After mid-1959, when U.S. imports ceased to
rise and U.S. exports began to recover rapidly, the adverse pay-
ments balance was due less and less to insufficiency of export
earnings and more and more to unusually large short-term cap-
ital outflows.

In the second half of 1960, under conditions of relatively
strong demand abroad, U.S. merchandise exports were at a rate
of nearly $20 billion a year and imports at a rate of about $14
billion. The export surplus was enough to cover—with the help
of investment income, other private service earnings, and repay-
ments on Government loans—all economic aid loans and grants,
all military expenditures abroad, and a substantial part of the
normal outflow of long-term private investment. But the actual
outflow of U.S. and foreign private capital during the last six
months was apparently $3.5 billion or more, mainly in short-term
and unidentified forms. This unusually large outflow of private
funds brought an increase in this period of $1.4 billion in official
dollar holdings of foreign countries and international institutions
and a decline of more than $1.5 billion in U.S. gold reserves.
Considering only the last three months of the year, U.S. gold
reserves would have declined $1.2 billion except for receipt of
$300 million in gold from the International Monetary Fund, as
the Fund in that period exchanged gold for dollars. In these three
months short-term official dollar holdings of foreign countries
increased only $300 million.

Nature of the balance-of-payments problem. Stability of the
dollar is necessary for efficient functioning of the system of inter-
national commerce and investment based on the dollar as a re-
serve currency and standard of value. Restoration of a satisfac-
tory equilibrium in our international payments is therefore
important both for the United States and for the rest of the
world. A satisfactory equilibrium requires two things: first, that
current and long-term capital transactions be in balance, on the
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average, over a period of years, rather than only when foreign
demand conditions are exceptionally strong; and second, that
short-term capital flows not be a source of apprehension about
the value of the dollar in relation to gold.

To achieve equilibrium in current and long-term capital trans-
actions over a period of years requires further adjustments, both
in the United States and in foreign countries, of the kinds that
were already occurring in 1960 or were foreshadowed in actions
taken then. Of the efforts that lie ahead for the United States,
one of the most important will be to maintain a cost-price struc-
ture in this country that is competitive with other countries when
expansion of U.S. economic activity resumes.

To prevent future flows of short-term capital from feeding on
themselves and creating unjustified apprehensions may require
new measures of international cooperation. Under conditions of
widespread convertibility of currencies, large swings between in-
flow and outflow of liquid capital must be expected to recur, in
response to recurrent shifts in the demand for and supply of
funds. The problem is not to halt such movements, but to mini-
mize their potential for causing speculative reactions and
disturbances.

The two objectives involved in achieving full equilibrium are
not entirely independent of each other. Whatever the strength
of a country's reserve position may be, and whatever may be
done to help prevent unwarranted apprehensions, a necessary
step in minimizing abnormal outflows of capital is to establish
sustainable balance in the more basic elements of the country's
international transactions.

MONEY AND OTHER LIQUID ASSETS

Expansion in commercial bank credit in 1960, which reached
record proportions for the postwar period in the second half of
the year, was accompanied by rapid growth in time and savings
deposits. The money supply—that is, curency and demand
deposits other than those held by the U.S. Government and
domestic commercial banks—rose more than seasonally in the
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second half, after declining in the first half. Savings and loan
shares increased substantially more than they had in 1959. Hold-
ings of short-term U.S. Government securities by the nonbank
public declined markedly after the early months of the year, as
compared with a sharp increase the year before.

Money supply and turnover. The money supply declined, on a
seasonally adjusted basis, about $2 billion during the first half
of 1960, but contraction in the early months of the year was
accompanied by a continued increase in nonbank holdings of
Government securities and other liquid assets. After midyear
the money supply rose moderately at an average annual rate of
about 1.5 per cent and by the second half of December had
risen to $140.5 billion. Nevertheless, it was still about $1 billion,
or almost 1 per cent, below the end-of-1959 level; all the decline
from 1959 was in demand deposits. Thus, most of the expansion
in commercial bank credit during 1960 was reflected in increases
in time and savings deposits.

Such deposits at commercial banks expanded by about $5.5
billion in 1960, with most of the expansion, about $4 billion,
occurring after midyear. This was the largest July-December in-
crease in the postwar period and reflected increased holdings not
only of individuals but also of businesses and State and local
governments. Holdings of foreign banks also increased in the
second half. These increases were influenced in part by the
decline in yields on Treasury bills, from 4.6 per cent in early
January to an average of about 2.3 per cent in the last half.

The rate of use of money—as measured by the annual rate of
turnover of demand deposits at banks outside financial centers—
was at the highest level of the postwar period during 1960. For
the year as a whole, the turnover rate averaged 25.7, 5 per cent
above the average of 24.5 in 1959. Most of the increase took
place in the early part of 1960. In the latter part of the year
deposit activity tended to recede.

Other liquid assets. The nonbank public holds liquidity in many
forms in addition to currency and demand and time deposits at
commercial banks. Among other liquid assets are deposits at
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mutual savings banks, savings and loan shares, U.S. savings
bonds, and short-term U.S. Government securities.

MONEY AND OTHER LIQUID ASSETS

I960

NOTE.—Seasonally adjusted data for holdings by the public, excluding the
banking system and U. S. Government agencies and trust funds. Money
supply: semimonthly averages of daily figures for demand deposits adjusted
and currency outside banks. Time deposits: time and savings deposits at
commercial and mutual savings banks and deposits in the Postal Savings
System as of the last Wednesday of the month except for June 30 and De-
cember 31, when call data were used if available. Other series: end-of-
month.

Deposits in mutual savings banks rose $1.4 billion in 1960,
mainly in the second half. This increase was about one-tenth
more than in 1959, but less than in other recent years. Inflows
of funds to savings and loan associations have risen rapidly over
the entire postwar period. During 1960 savings shares increased
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by $7.5 billion, nearly $1 billion more than the previous year.
Net redemptions by the public of U.S. savings bonds were less
than one-third as much as in 1959.

Although the nonbank public added more to its aggregate
holdings of savings deposits, shares, and bonds in 1960 than in
1959, it reduced its holdings of short-term U.S. Government
securities. Holdings of marketable Government securities matur-
ing within a year declined by an estimated $5.3 billion, after
increasing by $10.8 billion the year before. The reductions in
1960 were associated with net purchases of short-term securities
by banks during most of the year and with a lengthening of the
Federal debt, as total marketable debt outstanding changed little.
The increase in public holdings in 1959, and also in the early
part of 1960, accompanied heavy net sales of securities by banks
as well as an increase through January 1960 in the total volume
of securities outstanding.

Reflecting mainly the decline in holdings of short-term Gov-
ernment securities, the nonbank public's holdings of liquid assets
increased much less in the aggregate in 1960 than in 1959.
Businesses drew down liquid asset holdings, and consumers
increased theirs less than in 1959. Total saving by consumers
was about the same as in 1959, but more of their saving flowed
directly into purchases of capital goods and into debt repayments
than in 1959.

FINANCIAL MARKETS IN 1960

Interest rates in financial markets generally fell back to lower
levels in 1960, as Federal Government financing was reduced,
compared with a sharp expansion in 1959, and as other credit
demands moderated in response to the slower pace of business
activity. Federal Reserve actions to ease the reserve position of
banks and to increase the availability of bank credit contributed
to easier market conditions.

Yields on most types of securities declined sharply through
late summer and then changed little on balance, some declining
a little further, others drifting upward. Market yields on long-
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term U.S. Government securities declined more than those on
corporate and municipal obligations, new offerings of which in
total were about the same as in 1959. The larger net outflow of
domestic and foreign capital from the United States in the second
half of the year was one factor keeping interest rates in this
country from falling significantly lower after late summer.

Funds raised in credit markets. Total funds raised in financial
markets in 1960 were an estimated $37 billion, substantially less

mi FUNDS
&«*& saint? WARKITS 6ilii<?fti

OTHER SECTORS

40

20

NOTE.—Based on flow-of-funds data. Second half 1960 preliminary.

than the record $61.4 billion in 1959 but about the same as in
1957. Slightly more than half of the decline from 1959 repre-
sented a reduction in Federal Government financing, and the
remainder reflected smaller demands by private borrowers and
State and local governments. Net funds raised by private sectors
through all types of credit market instruments were about one-
fourth less than in 1959 and only slightly more than annual
amounts in the 1956-58 period.
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Federal Government obligations. In calendar year 1960 the
Federal Government had a cash surplus of $3.6 billion in con-
trast with deficits of $7 to $8 billion in each of the two preceding
years. Most of the turnabout was accounted for by larger cash
receipts, principally from increases in corporation and social
security tax receipts. Federal expenditures showed a small decline
following several years of increases.

Net cash repayment of Federal debt amounted to about $2.7
billion last year, as compared with net cash borrowing of $8.6
billion in 1959. There was an increase of about $750 million in
marketable debt, which had increased by $12.7 billion in 1959,
and nonmarketable debt declined. Total U.S. savings bonds out-
standing declined for the fifth year in a row, but the decline
was much less than in 1959. In 1960 there were small net sales
of Series E and H bonds, as the higher rates paid on these issues
since September 1959 and the decline in yields on competing
securities made these issues more attractive.

There was a decline of $4.6 billion during 1960 in outstanding
U.S. Government securities maturing within a year. A larger
than usual reduction in the first half of the year more than offset
the increase in the second. Outstanding securities maturing in
from one to five years rose by $10.7 billion over the year.

The average maturity of the Treasury's marketable debt was
lengthened during 1960 from 51.5 to 54.8 months. In all but
two other years of the postwar period the average maturity had
decreased. The lengthening in 1960 was due in part to retire-
ment of maturing issues, but the major factor was the refunding
of outstanding issues with new longer term securities. The decline
in market yields permitted the Treasury to offer these longer term
issues at interest rates below the AVA per cent maximum per-
mitted by law.

The Treasury offered the greater part of the new longer term
securities in two advance refundings, in June and September, of
2Vi per cent bonds. These were the first Treasury operations
involving an exchange by the public of outstanding marketable
securities well before their maturity for new longer term secu-
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rities. More than $8 billion of securities were exchanged in these
operations.

Corporate securities. Corporate short-term debt, including
bank loans and trade credit, expanded less in 1960 than in 1959.
In addition, total corporate issues for new capital, excluding those
of finance companies, were somewhat below their 1959 total.
Issues of sales finance companies, however, were much larger
than in 1959, and total corporate demands on long-term security
markets therefore were somewhat greater in 1960 than the year
before.

The decline in external financing by nonfinancial corporations
in 1960 accompanied a reduction in their needs for funds and an
increased use of their own financial resources. These corporations
met their financing requirements in part by drawing down liquid
assets and in part from the continued large volume of internal
saving.

As sales volume slackened during the year, growth in inven-
tories and accounts receivable also fell off, and in the last few
months of the year businesses reduced inventories. The smaller
net growth in these assets more than offset the over-all in-
crease in plant and equipment outlays; such outlays rose in the
first half, but turned down after midyear. Meanwhile, internal
funds available to corporations were little changed in 1960; re-
tained earnings were lower, reflecting smaller corporate profits
and larger dividend payments, but depreciation allowances con-
tinued to grow.

Sales finance companies not only sold a larger volume of new
issues in 1960, but also made greater use of short-term open
market financing than in 1959. The large volume of funds ac-
quired in credit markets made it possible for these companies to
reduce bank debt while at the same time financing growth in
their customer receivables. At times during the year other cor-
porations also took advantage of more favorable terms in capital
markets to fund bank debt.

Business loans of banks. Demand by businesses for commer-
cial bank loans was comparatively strong during the first half of
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1960, and outstanding loans rose $1.7 billion, or about the same
as a year earlier. Demand was very strong in the first quarter as
businesses financed the inventory restocking that followed settle-
ment of the steel strike late in 1959.

As economic activity slackened and purchases for inventory
declined, businesses made less use of bank loans. In the
second half of 1960 business loans at banks rose only $500
million in contrast with $2.4 billion in the comparable period of
the previous year. For the year as a whole these loans increased
by less than half as much as in 1959. As demand for loans
eased, the prime loan rate—the rate that large city banks charge
on short-term loans to businesses with the highest credit rating—
was reduced to AVi per cent in August 1960 from the 5 per cent
level reached in September 1959.

State and local obligations. State and local debt outstanding
increased about one-fourth less in 1960 than it had in 1959.
Bond sales were somewhat lower than in 1959 and short-term
financing was also reduced. Borrowing to finance public power
systems was the principal type of financing to decline in 1960.
Although outlays for such facilities increased, they were financed
in part with proceeds from several large revenue bond issues sold
in 1959. Bond sales for financing both school construction and
highways increased but were still below the record 1958 total.

The backlog of State and local bonds authorized but unsold
rose to a record level in 1960, as voters approved nearly all of
the large dollar volume of bond proposals submitted in the
November general election. Some of these issues are expected to
be sold gradually over a long period of years.

Mortgages. The value of new private construction put in place
in 1960 was about 2 per cent less than the record total in 1959.
Nonresidential construction outlays were larger, but smaller out-
lays for new residential building more than offset this increase.

Along with reduced construction activity, new mortgage bor-
rowing was less than in 1959. The amount of nonfarm mortgage
recordings of $20,000 or less, chiefly on new and existing houses,
was about 10 per cent lower in 1960 than the record amount in
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1959. As a result of the smaller volume of new mortgage loans
and little change in the flow of repayments and retirements, the
growth in mortgage debt was about one-fifth less than in 1959,
a year of record increase.

Consumer credit. Outstanding short- and intermediate-term
consumer credit increased $3.9 billion in 1960, compared with
a record $6.6 billion in 1959. The decline in the pace of growth,
most of which occurred in the second half of the year, was gen-
eral for all major types of instalment and noninstalment credit.

Extensions of instalment credit were 3 per cent higher in 1960
than in 1959, but repayments rose even more. After reaching
record levels in the second quarter of 1960, extensions declined
in the final half, accompanying somewhat reduced consumer
outlays on durable goods. Extensions of automobile credit
showed little change from 1959 to 1960 despite an increase in
the number of cars sold. The average size of contract on new
and used cars declined as a larger proportion of new car sales
were "compact" models and as prices of used cars declined.

Credit supplies. On the supply side, consumers and nonfinancial
businesses accounted for most of the reduction in the volume of
funds flowing into credit markets during 1960. Funds supplied
through consumer purchases of securities declined, and busi-
nesses on balance sold securities, after acquiring fairly large
amounts in 1959. The volume of funds supplied to capital
markets by insurance companies and major savings institutions,
which obtain most of their new funds from consumers, changed
little, but there was an increase in the net flow of credit supplied
by commercial banks.

Consumers. Consumers are estimated to have saved more on
a gross basis in 1960 than in 1959, but they acquired smaller
amounts of financial assets. They spent somewhat less on dura-
ble goods and homes combined, but they financed a smaller
portion of these outlays through incurrence of new debt. Thus
these purchases absorbed a larger amount of their saving, and
they had less available for financial assets. Net acquisitions of
such assets last year were about 30 per cent less than the postwar
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record total in 1959. The decline reflected smaller acquisitions
of credit market instruments.

Consumer holdings of marketable Federal obligations declined
by an estimated $1.5 billion in 1960, in contrast with a record
increase of $9.4 billion in 1959. Net sales in 1960 occurred in
a period when interest rates were declining, while net purchases
in 1959 took place in a period of rising interest rates and an
expanding public debt. Acquisitions of other securities in the
aggregate were also reduced during 1960.

CONSUMER FINANCIAL SAVING

CREDIT AND EQUITY
MARKET INSTRUMENTS

SAVINGS DEPOSITS
AND SHARES

pil

1 p IB

•
NOTE.—Flow-of-funds data; included are all categories under net acquisi-

tion of financial assets except demand deposits and currency, U. S. savings
bonds, and net investment in unincorporated business. Preliminary estimates
for 1960.

As in other periods of declining interest rates, a larger growth
in saving through financial institutions offset a part of the reduc-
tion in security purchases. Reflecting mainly developments in the
second half of the year, consumer holdings of time and savings
deposits and saving shares rose more than in 1959, as did saving
through life insurance and pension funds combined.

Savings institutions. Savings and loan associations had a rec-
ord inflow of savings capital in 1960, but they supplied smaller
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amounts to credit markets than in 1959. With demand for resi-
dential mortgages less intense, they increased their mortgage
holdings less than in 1959. They also invested considerably less
in Federal obligations. Instead of increasing their acquisitions
of assets, the associations used part of their increased funds to
repay short-term debt to Federal home loan banks and others
and to rebuild cash balances. The pattern of funds advanced by
mutual savings banks changed little in 1960, with mortgage
acquisitions continuing to predominate.

Life insurance and pension funds. The net flow of funds into
life insurance companies was about the same in 1960 as in 1959,
but the allocation of these funds among alternative financial uses
differed substantially. These companies increased their mortgage
holdings by about one-sixth more than in 1959, but they acquired
smaller amounts of corporate securities and they continued to
reduce Government security holdings by moderate amounts. At
the same time, the increase in loans to policyholders was larger
than in 1959. The flow of saving to pension funds continued its
steady increase in 1960, and these institutions enlarged their
holdings of corporate securities by more than in 1959.

Commercial banks. The greater expansion of commercial
bank credit in 1960 as compared with 1959 reflected mainly a
record growth of $11.2 billion in the last half of the year, follow-
ing a larger than usual decline in the first quarter and a sub-
stantial increase in the second. Rapid growth in time deposits
contributed to the greater pace of credit expansion. Banks in-
creased their loans less in 1960, as demand for credit slackened
after being very strong in 1959, but they added to security hold-
ings whereas they had been heavy net sellers the year before.

Total bank loans (other than interbank) rose only $5.8 billion
over the whole year, compared with $12 billion in 1959 (after
allowance for changes in bank structure). Loans outstanding
expanded at a moderate pace during the first half of the year. In
the second half they increased by $3.2 billion, less than half as
much as in the comparable period of 1959 but more than in late
1957, when economic activity also had slackened.
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Loans in almost all categories increased less than in 1959.
The smaller increase in loans to businesses and to nonbank finan-
cial institutions reflected not only reduced demand for funds but
also changes in the relative cost of financing, as mentioned
earlier. Banks also made smaller amounts of consumer and real
estate loans in 1960 than in 1959. Outstanding real estate loans
declined at city banks, but rose at other banks, though at a slower
rate than in 1959.

v
CHANGES IN COMMERCIAL BANK CREDIT

2d
1st H

tfidi

JOTJU LOANS
AND iMVtSTMfNtS

LOANS

US. GOVERNMENT
5£CURtri£S s

NoTE.—Based on data for Dec. 31, 1958; June 24 and Dec. 31, 1959;
and June 29 and Dec. 28, 1960. Interbank loans excluded. Changes for
1959 exclude increases resulting from addition of banks in Alaska and Hawaii
and from the absorption of one large mutual savings bank by a commercial
bank. These changes increased total loans and investments about $1 billion;
total loans, $600 million, and U. S. Government securities, $300 million.
Total loans and investments include other securities not shown separately.

For the year as a whole, banks added $2.7 billion to all secu-
rity holdings in contrast with heavy net sales the year before.
Banks continued to sell securities on balance through the early
months of 1960, but after midyear they added about $7 billion
to their U.S. Government security portfolio and $900 million to
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their holdings of other securities, mainly State and local govern-
ment obligations. This was a substantially larger increase than
had occurred in any other July-December during the postwar
period. Additions to U.S. Government security holdings were
particularly large in the shorter term maturity range.

Banks used proceeds from security sales in the early months
of the year not only to help finance the moderate loan expansion
that followed usual January repayments but also to reduce their
own indebtedness at Reserve Banks. They continued to reduce
these borrowings as the year progressed. The fact that market
yields on Treasury bills were below the discount rate for most of
the year was an incentive for banks to reduce such borrow-
ings either by selling securities or by adding less than they other-
wise would have to their portfolios. The reduction in borrowings,
the increase in holdings of short-term U.S. Government securities
that accompanied the reduced loan expansion, and the sharp
growth of time and savings as contrasted with demand deposits
all represented an improvement in the over-all liquidity position
of the nation's banks.

Other sources. Funds supplied to U.S. credit markets by other
domestic and foreign sources were substantially reduced in 1960.
Corporate businesses drew down credit market assets, mainly
U.S. Government securities, to help meet their financing needs
and in some cases to increase their assets abroad, instead of add-
ing to U.S. Government security holdings as they had the year
before. Advances through credit markets by Federal and by
State and local governments were also less than in 1959.

The net supply of funds to U.S. credit markets by foreigners
declined. Some of the reduced investment by foreigners in U.S.
credit markets reflected withdrawals of foreign funds from this
country, as discussed in an earlier section. Foreign monetary
authorities acquired very large amounts of dollar funds through
international transactions, but used a considerable amount of
these funds to buy gold and additional sums to make payments
to the International Monetary Fund, which in turn obtained non-
interest-bearing demand notes from the U.S. Treasury. Net pur-
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chases of U.S. Government marketable securities and other U.S.
securities by foreign monetary authorities, banks, and others
(including international institutions) amounted to only about
$600 million in 1960, as compared with more than $3 billion in
1959.

There was some movement of foreign and other funds away
from Federal obligations to time deposits as Treasury bill rates
fell below 3 per cent. State and local governments and foreign
banks and governments, in particular, added to their time de-
posits, whereas in 1959, when Government security yields were
rising, they had reduced such deposits.

Pattern of market yields. Yields on debt securities of all types
declined in 1960 from the high levels that had prevailed early
in the year. For long-term securities these reductions were
most pronounced during the late spring and early summer. Dur-
ing the autumn market expectations for further reductions in
long-term interest rates based on growing indications of slacken-
ing economic activity were counterbalanced by the effects of
capital movements abroad and the associated decline in the U.S.
monetary gold stock.

After rising to postwar highs at the beginning of the year,
market rates of interest on U.S. Government securities declined
substantially during the first eight months of 1960. During the
first seven months rates on Treasury bills and intermediate-term
issues fell much more sharply than rates on bonds, as is usual in
a period of declining rates, but the spread between short- and
long-term rates widened less than from the autumn of 1957 to
mid-1958, the previous period of declining interest rates. After
late summer the average level of rates was relatively unchanged
and the spread between long- and short-term rates widened only
slightly further.

Through late summer yields on the highest grade State
and local and corporate issues declined less than those on long-
term U.S. Government bonds. In the last few months of the year
yields on corporate bonds drifted upward. The disparity in
movements between U.S. Government and other long-term rates
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reflected in part the relatively high yields of Government bonds
in late 1959 and in part the volume of other securities offered
as rates tended to decline and market conditions eased.

SELECTED YIELDS

* .

NOTE.—Monthly averages for (1) 500 common stocks (90 before mid-
1957) from Standard and Poor's Corporation; (2) 30 corporate bonds, from
Moody's Investors Service; (3) 5 State and local government bonds, from
Moody's Investors Service; and (4) U. S. Government bonds maturing or
callable in 10 years or more. FHA mortgage data are Federal Reserve com-
putations based on average prices reported by FHA (dashed lines indicate
periods when averages were adjusting to changes in contractual interest rates
and no data were available).

Mortgage yields, which had risen less between mid-1958 and
late 1959 than had returns on most other obligations, tended to
decline throughout 1960. According to past experience, changed
market conditions are likely to be reflected more in changed
availability of mortgage loan funds than in a sharp rise or fall in
their interest cost.
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Common stock prices moved irregularly downward during the
first nine months of 1960 but recovered most of this loss late in
the year. Sharp price declines were recorded for stocks of com-
panies in industries where profits usually respond to changes in
levels of business activity, but stocks of many less cyclically sensi-
tive companies increased in price.
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RECORD OF POLICY ACTIONS

FEDERAL OPEN MARKET COMMITTEE

The record of policy actions of the Federal Open Market
Committee is presented in the Annual Report of the Board of
Governors pursuant to the requirements of Section 10 of the
Federal Reserve Act. That section provides that the Board shall
keep a complete record of the actions taken by the Board and
by the Federal Open Market Committee upon all questions of
policy relating to open market operations, that it shall record
therein the votes taken in connection with the determination of
open market policies and the reasons underlying each such
action, and that it shall include in its Annual Report to the
Congress a full account of such actions.

In the pages that follow, there is an entry with respect to the
policy actions taken at each of the 17 meetings of the Federal
Open Market Committee during the calendar year 1960, includ-
ing the votes on the policy decisions as well as a resume of the
basis for the decisions, as reflected by the minutes of the Com-
mittee. It will be noted that in some cases the policy decisions
were by unanimous vote, and that in other cases dissents were
recorded. Further, as this record indicates, the fact that a de-
cision in favor of a general policy was by a large majority, or
even that it was by unanimous vote, does not necessarily mean
that all members of the Committee were equally agreed as to the
reasons for the particular decision or as to the precise operations
in the open market that were called for to implement the general
policy. The Manager of the System Open Market Account at-
tends the meetings of the Committee, and the shades of opinion
expressed at those meetings provide him with guides to be used
in the conduct of open market operations, within the framework
of the policy directive adopted by the Committee.

The policy directive of the Federal Open Market Committee
that was in effect at the beginning of 1960 had first been adopted
in such form at the meeting on May 26, 1959, and had been
continued in that form at succeeding meetings during the re-
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mainder of the calendar year. The last such meeting was held on
December 15, 1959. The directive, which was issued to the
Federal Reserve Bank of New York as the Bank selected by the
Committee to execute transactions for the System Open Market
Account, instructed that Bank:

(1) To make such purchases, sales, or exchanges (including replace-
ment of maturing securities, and allowing maturities to run off without
replacement) for the System Open Market Account in the open market
or, in the case of maturing securities, by direct exchange with the
Treasury, as may be necessary in the light of current and prospective
economic conditions and the general credit situation of the country, with
a view (a) to relating the supply of funds in the market to the needs of
commerce and business, (b) to restraining inflationary credit expansion in
order to foster sustainable economic growth and expanding employment
opportunities, and (c) to the practical administration of the Account; pro-
vided that the aggregate amount of securities held in the System Account
(including commitments for the purchase or sale of securities for the
Account) at the close of this date, other than special short-term certificates
of indebtedness purchased from time to time for the temporary accom-
modation of the Treasury, shall not be increased or decreased by more
than $1 billion;

(2) To purchase direct from the Treasury for the account of the Fed-
eral Reserve Bank of New York (with discretion, in cases where it seems
desirable, to issue participations to one or more Federal Reserve Banks)
such amounts of special short-term certificates of indebtedness as may be
necessary from time to time for the temporary accommodation of the
Treasury; provided that the total amount of such certificates held at any
one time by the Federal Reserve Banks shall not exceed in the aggregate
$500 million.

January 12, 1960

Authority to effect transactions in System Account.

The Federal Open Market Committee continued without
change the directive to the Federal Reserve Bank of New York,
most recently renewed at the meeting on December 15, 1959,
calling for operations with a view to restraining inflationary
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credit expansion in order to foster sustainable economic growth
and expanding employment opportunities.

Votes for this action: Messrs. Martin, Hayes, Allen, Balder-
ston, Deming, Erickson, Johns, King, Robertson, Shepardson,
and Szymczak. Vote against this action: Mr. Mills.

Indicators of business activity were almost all moving upward
at the time of this meeting. Settlement of the steel strike, accom-
plished several days earlier following operations under a Taft-
Hartley Act injunction for approximately two months, removed
a major element of uncertainty from the economic picture, al-
though it left unresolved questions with respect to steel prices and
also with respect to wage and price consequences in other indus-
tries. The Board's revised index of industrial production, at
156 per cent of the 1947-49 average in November 1959, was
estimated to have risen to 163 or 164 in December and in Janu-
ary appeared almost certain to surpass the prestrike peak of 166.
On a seasonally adjusted basis, construction activity, which had
been lagging for several months, was up in December. Gross
national product was estimated at an annual rate of $481 billion
in the fourth quarter of 1959 and was expected to come close to
an annual rate of $500 billion in the first quarter of 1960.
Wholesale prices were substantially unchanged from year-ago
levels.

Increases in interest rates and severe pressures on the money
market during December were attributed in part to large credit
demands to cover seasonal needs, in part to restoration of inven-
tories run down by the steel strike, and in part to market expec-
tations as to forthcoming developments. With a lessening of
seasonal financing pressures, some slackening in deferred inven-
tory demands, and tardiness in the pickup of new issue flotations
in the capital markets, interest rates steadied or declined slightly
after the turn of the year. Factors influencing the money market
included prospective Treasury financing operations, the an-
nouncement by the President of an anticipated small budget sur-
plus for fiscal 1960, and the prospect of a larger surplus for fiscal
1961.
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The consensus that developed from the examination by the
Committee of the business and financial situation favored no
change in credit and monetary policy, which had been directed
for several months toward restraint on credit expansion. There
was some sentiment for a slight lessening in the degree of re-
straint within the framework of the existing policy on the grounds
that some moderate growth in the country's money supply should
be encouraged in order to support the anticipated business ex-
pansion and to avoid excessive upward pressures on interest
rates. However, other members of the Committee felt that the
general attitude was clearly one of extreme optimism, that this
was likely to stimulate excesses in credit use, that it was incum-
bent upon the System to maintain a posture of firmness in limit-
ing credit expansion at this stage of the business cycle, and that
any lessening of the existing degree of restraint ran the risk of
increasing inflationary pressures, with resulting accelerated ex-
pansion in the dollar volume of activity, followed by painful
readjustments. One or two of those present leaned slightly in the
direction of a firmer degree of restraint than had prevailed
recently.

The Committee's decision to continue without change the
existing policy directive calling for operations to restrain infla-
tionary credit expansion in order to foster sustainable economic
growth and expanding employment opportunities was reached
after considering these several shades of opinion. Mr. Mills, who
voted against the directive, renewed a proposal that the wording
be changed to provide for operations fostering sustainable eco-
nomic growth and expanding employment opportunities while
guarding against inflationary expansion. He expressed the belief
that current conditions called for a policy of monetary restraint
over the expansion of commercial bank credit, but he disagreed
with the wording of the existing directive and its implementation
to the extent that he did not think it allowed sufficient leeway
for the volume of new credit that would foster an appropriate
growth of the money supply.
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imminent, several Committee members would have preferred, in
view of reported economic developments, to move slightly in the
direction of reducing the degree of pressure on bank reserve posi-
tions. No Committee member favored increasing the degree of
restraint at this time.

Mr. Mills voted against renewal of the policy directive because
of his continued preference for a directive that would provide for
fostering sustainable economic growth and expanding employ-
ment opportunities while guarding against inflationary credit
expansion, wording which he felt called for somewhat less re-
straint than had been applied during the past few months.

February 9, 1960
Authority to effect transactions in System Account.

Indicators of economic output continued to show strength.
Gross national product was still expected to attain an annual rate
close to $500 billion for the first quarter, and earlier estimates of
the Board's index of industrial production for January were being
revised upward as preliminary data became available. Employ-
ment apparently was being well maintained. After a record
Christmas trade, seasonally adjusted department store sales con-
tinued at about the same level in January as in December, while
construction activity, seasonally adjusted, moved upward to an
annual rate that represented the highest January on record. Re-
cent figures indicated that exports were likely to provide some-
what greater stimulus to the economy than in the past year.

While economic activity was clearly proceeding at a satisfac-
tory pace, nevertheless the extremely optimistic attitudes that had
prevailed in some quarters around the turn of the year were being
reevaluated. Evidence of the boom widely anticipated following
termination of the steel strike had not yet appeared, and there
were few, if any, signs of undue fervor.

The abatement of enthusiasm concerning the business outlook
had been reflected in financial developments. Following extreme
tightness in the money market in December, with sharply rising
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January 26, 1960
Authority to effect transactions in System Account.

The Federal Reserve Bank of New York was directed by the
Federal Open Market Committee to conduct open market opera-
tions that would continue the policy of restraining inflationary
credit expansion in order to foster sustainable economic growth
and expanding employment opportunities.

Votes for this action: Messrs. Martin, Hayes, Allen, Balder-
ston, Deming, Erickson, Johns, King, Robertson, Shepardson,
and Szymczak. Vote against this action: Mr. Mills.

Reports at this meeting, both national and regional, continued
to reflect the high level of economic activity that had been noted
at the meeting of the Committee two weeks earlier. Recovery in
production and employment from the lower levels reached during
the steel strike had been rapid. The reports indicated a some-
what less buoyant attitude among businessmen than had been
reported at the preceding meeting, however, and contrasted to
some degree with earlier expectations in some quarters of an ex-
plosive surge of activity following settlement of the steel strike.
Seasonal contraction in bank credit appeared to be occurring
about as usual, and signs of strain in the credit and capital
markets were less than a few weeks earlier. A marked easing of
Treasury bill rates, reflecting heavy demand from nonbank in-
vestors, had taken place despite substantial sales of bills from the
System Account portfolio. Nevertheless, a feeling of tightness in
credit markets was reported, and the question was raised as to
whether growth of savings, increased velocity of the money
supply, and willingness of member banks to increase their bor-
rowings from the Reserve Banks would be sufficient in the aggre-
gate to meet the credit demands needed to support prospective
expansion in economic activity.

The Committee's decision as to policy for the period immedi-
ately ahead was to continue substantially the same degree of
restraint on credit expansion that had been followed for some
weeks past. However, had a large Treasury financing not been
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interest rates and an unusually heavy seasonal loan demand,
money conditions eased notably in January. Interest rates de-
clined, and bank loans were reduced, about as much as they had
increased in December. Stock prices, after rising close to the
1959 high at the end of December, declined sharply thereafter
and presently were near the low of the past 12 months. In con-
trast, bonds had risen in price since the first of the year, and
yields on long-term U.S. Government bonds were back to
November levels. Yields on intermediate-term Government
securities had declined to around the lowest levels of October
1959, while yields on Treasury bills had fallen to the lowest
levels since late August.

Together, figures for money supply and turnover of bank de-
posits indicated a rate of growth in total monetary transactions
of nearly 4 per cent a year since mid-1957, but the money sup-
ply, which appeared to have declined slightly in January, was
only about one-half of 1 per cent larger than the year-ago level.
The current figure was a little more than $5 billion larger than
the peak of mid-1957, representing an average annual rate of
increase of less than 2 per cent.

In appraising open market policy at this juncture, the Com-
mittee took into account all of the aforementioned elements,
along with the fact that the easier money situation had resulted
from market forces rather than any change in monetary policy.
There was unanimity of opinion that any tightening in the degree
of restraint should be avoided. On the contrary, while a majority
favored watchful waiting during the period immediately ahead,
there were several within that group who leaned toward slightly
less restraint, and the views of some members of the Committee
were more positively in that direction. It was felt rather gen-
erally that a moderate increase in the money supply would be
desirable.

In the light of the current situation, consideration was given
to the possibility of a modification of the policy directive to the
Federal Reserve Bank of New York so as to place emphasis, in
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clause (b), upon the fostering of sustainable growth in economic
activity and employment rather than upon restraint of infla-
tionary credit expansion. In support of such a modification it
was pointed out, among other things, that business and financial
attitudes and trends were less exuberant than in May 1959, when
the existing policy directive was first adopted. The consensus,
however, did not favor a change at this time, on the grounds that
it would indicate a basic shift in open market policy and that
such a shift was not called for at present.

Therefore, the action taken was to renew the directive, which
called for restraining inflationary credit expansion in order to
foster sustainable economic growth and expanding employment
opportunities.

Votes for this action: Messrs. Martin, Hayes, Allen, Balder-
ston, Erickson, Johns, King, Robertson, Shepardson, Szymczak,
and Leedy. Vote against this action: Mr. Mills.

Mr. Mills continued to favor a change in the directive along
the lines he had suggested at the past several meetings, which
would provide for fostering sustainable economic growth and
expanding employment opportunities while guarding against in-
flationary credit expansion,

March 1, 1960
1. Authority to effect transactions in System Account.

Clause (b) of the first paragraph of the Committee's policy
directive was revised at this meeting so as to provide that open
market operations should be conducted with a view "to fostering
sustainable growth in economic activity and employment while
guarding against excessive credit expansion." This replaced the
clause of the directive that had been in effect since May 26,
1959, calling for operations with a view "to restraining infla-
tionary credit expansion in order to foster sustainable economic
growth and expanding employment opportunities."
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Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, Robertson, Shepard-
son, and Szymczak. Votes against this action: none.

National and regional reports at this meeting indicated con-
tinuance of underlying economic strength, with evidence lacking
to suggest that 1960 would be other than a prosperous year. It
appeared, however, that some of the earlier exuberant expecta-
tions were not being fully realized and that excesses in commit-
ments and in credit extensions were not developing. The rapid
inventory accumulation that occurred in January and which ap-
peared to have continued in February, combined with a slight
decline in new orders in January, suggested to some observers
that the spurt of activity attributable to the resumption of pro-
duction upon conclusion of the steel strike might be nearing an
end before any other expansive factor had emerged to take its
place. Also, while retail trade remained at a high level, there
had been an edging-off from December to January in total retail
sales, other than sales of automobiles, and data for the first three
weeks in February suggested that department store sales, season-
ally adjusted, had slipped slightly. It appeared that industrial
production would show no further increase in February. In the
stock market, prices were fluctuating erratically at levels slightly
above the low reached early in February.

Abroad, near-boom conditions appeared to be developing in
many countries. Interest rates in industrialized countries had
been tending to rise in response to increased economic activity
and speculative developments, and official policies were moving
further in the direction of restraint. Following a substantial in-
crease in U.S. exports in December, preliminary figures for Janu-
ary indicated a level which, if anything, was higher than Decem-
ber, along with a considerable drop in imports. However, a
substantial over-all deficit in the balance of payments still was
indicated.

During the first three weeks in February, loans of banks in
leading cities expanded substantially, with the increase in busi-
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ness loans particularly large. In order to meet loan demands,
banks continued to reduce their holdings of U.S. Government
securities. However, demand deposits adjusted at city banks de-
clined by a larger amount during February than in the same
month of any other recent year except 1956, and country bank
figures for the first half of the month failed to show the increase
that occurred in the corresponding period of 1959. It appeared
that the seasonally adjusted money supply may have declined
further in February to a level below that of a year earlier.

System open market operations during the period since the
previous meeting of the Committee had continued generally to
maintain pressure on the reserve positions of banks. The mid-
March tax and dividend dates were now approaching, and the
money market might be under some degree of pressure to accom-
modate seasonal liquidity needs. In view of this short-run con-
sideration, along with considerations relating to business and
financial developments generally, the Committee concluded that
it would be appropriate to supply reserves to the banking system
somewhat more readily. Accordingly, the consensus favored, for
the immediate future, a policy of moderately less restraint.

In the light of existing conditions, a policy directive calling for
fostering sustainable growth in economic activity and employ-
ment, while guarding against excessive credit expansion, was
deemed more appropriate than a directive emphasizing restraint
on inflationary credit expansion, and the Committee unanimously
agreed to change clause (b) accordingly.

2. Repurchase agreements covering U.S. Government securities.

The Committee voted to renew the existing authorization to
the Federal Reserve Bank of New York to enter into repurchase
agreements with nonbank dealers in U.S. Government securities,
subject to the following conditions and to the understanding that
the authority would be used sparingly in entering into repurchase
agreements at rates below the discount rate:

1. Such agreements
(a) In no event shall be at a rate below whichever is the lower of
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(1) the discount rate of the Federal Reserve Bank on eligible
commercial paper, or (2) the average issuing rate on the most
recent issue of 3-month Treasury bills;

(b) Shall be for periods of not to exceed 15 calendar days;
(c) Shall cover only Government securities maturing within 15

months; and
(d) Shall be used as a means of providing the money market with

sufficient Federal Reserve funds to avoid undue strain on a
day-to-day basis.

2. Reports of such transactions shall be included in the weekly report
of open market operations which is sent to the members of the
Federal Open Market Committee.

3. In the event Government securities covered by any such agreement
are not repurchased by the dealer pursuant to the agreement or a
renewal thereof, the securities thus acquired by the Federal Reserve
Bank of New York shall be sold in the market or transferred to
the System Open Market Account.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, Shepardson, and
Szymczak. Vote against this action: Mr. Robertson.

The foregoing authorization had been renewed by the Com-
mittee in March of each year since it was approved unanimously
by the Committee at a meeting on August 2, 1955. At this meet-
ing, Mr. Robertson expressed the view that in recent times there
had been a tendency to use repurchase agreements more fre-
quently than had been contemplated at the time of the Commit-
tee's action in August of 1955. He felt that the Committee
should minimize the use of such agreements and maximize cash
trading. In addition, he suggested amendment of the authoriza-
tion so as to confine the rates to the discount rate at the Federal
Reserve Bank of New York, rather than to allow under some
circumstances the use of a rate lower than the discount rate. This
was because he considered it inequitable to permit nonbank
dealers to borrow from the Federal Reserve System at rates below
those prescribed for member banks.

In voting to renew the authority in its existing form, the ma-
jority of the Committee took the position that the repurchase
instrument had proved to be a convenience to the Federal Re-
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serve System and of great importance in carrying out monetary
policy, that its use should not be minimized, and that the author-
ization should not be changed to eliminate the right to use a rate
lower than the discount rate under certain circumstances, if that
appeared desirable.

Mr. Robertson dissented from the renewal of the existing au-
thorization for the reasons indicated by him.

3. Review of continuing authorities or statements of policy.

This being the first meeting of the Federal Open Market Com-
mittee following the election of and assumption of duties by new
members from the Federal Reserve Banks for the year beginning
March 1, 1960, the Committee reviewed and reaffirmed all con-
tinuing statements of policy and authorities for operations.
These included three statements of policy that had been renewed
by the Committee each year since 1953 regarding the objectives
of monetary and credit policy, the confining of operations for the
System Account generally to short-term securities, and the pre-
clusion unless expressly authorized by the Committee of trans-
actions for the purpose of altering the maturity pattern of the
System's portfolio by means of offsetting purchases and sales of
securities.

By prearrangement, extensive consideration was given to the
three statements of policy relating to these matters, but at the
conclusion of the discussion the Committee decided to review the
subject further in the light of certain suggestions that had been
made. Accordingly, the action taken was to continue these three
operating policies on a temporary basis with the understanding
that they would be brought up again at a subsequent meeting.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, Robertson, Shepard-
son, and Szymczak. Votes against this action: none.

March 22, 1960
1. Authority to effect transactions in System Account.

Although underlying forces in the economy continued to re-
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fleet strength, moderate declines had occurred in certain indices
of activity. Industrial production, as measured by the Board's
index, slipped slightly from January to February, while housing
starts in February were at a seasonally adjusted annual rate ap-
proximately 20 per cent below the peak reached in the spring of
1959. Retail sales had been affected in the past several weeks by
adverse weather conditions that prevailed throughout large areas
of the country. On the other hand, unemployment and employ-
ment statistics showed improvement in February, new orders
were up slightly in that month, and a recent survey of plant and
equipment expenditure expectations indicated that plans were in
line with earlier estimates. In summary, the balance of economic
forces showed little change from three weeks earlier, and the
more moderate appraisal of business prospects that had devel-
oped after the turn of the year continued to prevail generally.

Financial developments were highlighted by a continued de-
cline in money rates, in contrast to the usual increase in such
rates over the March tax and dividend period. During the three
weeks since the previous Committee meeting, a significant decline
occurred in rates on U.S. Government securities, particularly
short-term issues, as exemplified by the establishment of a rate of
3.03 per cent in the weekly auction of 3-month Treasury bills
on March 21, compared with 4.28 per cent in the auction on
February 29. A heavy demand for Government securities from
nonbank sources persisted. Federal Reserve operations, after ab-
sorbing a portion of the reserves released by the decline in bank
deposits and in required reserves during February, subsequently
added somewhat to the availability of reserves. Currently avail-
able figures indicated that the money supply, defined in terms of
currency and demand deposits, had declined by about a billion
dollars in February, accompanied by an accelerated rate of
deposit turnover, and preliminary statistics for early March sug-
gested that the downward trend of the money supply had not
been reversed.

There was a clear consensus, in the light of current business
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uncertainties, the nature of financial developments, and the im-
minence of Treasury financing, scheduled for announcement
around the end of the month, that open market operations during
the period immediately ahead should be directed toward main-
taining about the existing situation, with no tightening and with
no further relaxation.

In the circumstances, the Committee continued the policy
directive adopted at the preceding meeting (March 1, 1960),
which provided for fostering sustainable growth in economic
activity and employment while guarding against excessive credit
expansion.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, Leedy, Mills, Robertson, Shepardson,
and Szymczak. Votes against this action: none.

2. Review of continuing authorities or statements of policy.

At the meeting on March 1, 1960, it was agreed to continue
the Committee's statements of certain operating policies on a
temporary basis, with the understanding that the matter would be
brought up again at a subsequent meeting. After additional dis-
cussion at this meeting, the operating policies were reaffirmed,
as follows:

a. It is not now the policy of the Committee to support any pattern
of prices and yields in the Government securities market, and inter-
vention in the Government securities market is solely to effectuate the
objectives of monetary and credit policy (including correction of dis-
orderly markets).

b. Operations for the System Account in the open market, other
than repurchase agreements, shall be confined to short-term securities
(except in the correction of disorderly markets), and during a period
of Treasury financing there shall be no purchases of (1) maturing
issues for which an exchange is being offered, (2) when-issued secu-
rities, or (3) outstanding issues of comparable maturities to those being
offered for exchange; these policies to be followed until such time as
they may be superseded or modified by further action of the Federal
Open Market Committee.
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c. Transactions for the System Account in the open market shall be
entered into solely for the purpose of providing or absorbing reserves
(except in the correction of disorderly markets), and shall not include
offsetting purchases and sales of securities for the purpose of altering
the maturity pattern of the System's portfolio; such policy to be fol-
lowed until such time as it may be superseded or modified by further
action of the Federal Open Market Committee.

Votes for this action: Messrs. Martin, Balderston, Bryan,
Fulton, Leedy, Mills, Robertson, Shepardson, and Szymczak.
Votes against this action: Messrs. Hayes and Bopp.

In voting to reaffirm these policies, it was noted that any of
them could be changed by majority vote at any meeting of the
Federal Open Market Committee and that, according to their
wording, the policies were to be followed only until such time as
they might be superseded or modified by further action of the
Committee. These policies had been carried as Committee state-
ments since 1953, and, as provided therein, exceptions had been
made on certain occasions when authorized by the Committee.
It being felt that the experience with the operating policies had
been satisfactory, the majority of the Committee found no suffi-
cient reason to change their wording at this time.

Mr. Hayes voted against reaffirmation of the operating policies
in their existing form, since he felt that the Committee should not
take any action which, in his opinion, would voluntarily tie its
hands, and it should not create an impression of an excessively
rigid approach to open market operations. Further, he felt that
the operating policies did not reflect his view that monetary
policy involved more than consideration of bank reserves alone.
He would have accepted various suggestions for reformulating
the operating policies, including the rewording that he had sug-
gested in March 1958 and in March 1959, except that, in state-
ment "a," in order that there be no question of his belief that
monetary policy involved more than concern with bank reserves
alone, he would substitute the word "primarily" for the word
"solely."

Mr. Bopp felt that inasmuch as the Federal Open Market
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Committee was meeting regularly on approximately a three-week
basis, it was not necessary to have these continuing operating
policies. If the operating policies were to be retained, however,
he believed they should be so phrased as to indicate that excep-
tions might be made as circumstances warranted.

April 12, 1960

1. Authority to effect transactions in System Account.

While economic activity continued generally at a satisfactory
level, developments in the 3-week period since the preceding
Committee meeting were somewhat mixed and did not serve to
dispel the atmosphere of uncertainty with respect to the business
outlook that had prevailed since shortly after the turn of the cur-
rent year. With the advent of more favorable weather, sub-
stantial improvement occurred in department store and auto-
mobile sales during the latter part of March, while surveys of
consumer attitudes and buying plans suggested continued opti-
mism. Less favorable factors included a contraseasonal rise in
unemployment in March, a declining trend in the rate of steel
production, and a persistent downward movement in construc-
tion activity. Commodity prices were substantially unchanged.
The latest available statistics on exports and imports reflected
continuation of the encouraging trend of the past several months,
and boom or near-boom conditions continued to develop in most
industrialized countries abroad.

Total credit demands in the first quarter of the current year
had not been as large as during the similar period of 1959. The
Federal Government retired more debt than in the first quarter
of any year since 1956, and borrowing in the long-term capital
market by corporations and by State and local governments was
substantially smaller than in recent years. Although short-term
borrowing by business at banks continued at a high level in
March, and consumer borrowing showed an increase, the total
volume of bank credit continued to decline as the aforementioned
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increases were more than offset by a decline in other loans and
by a further reduction in bank holdings of securities. Reserves
released by the greater than seasonal decline in deposits had been
used by banks principally to reduce indebtedness. Final statistics
on the money supply through the end of March were not yet
available, but it appeared that the declining trend of the past
several months may have continued for at least part of the month.

Although some members of the Committee were inclined to
feel that conditions were such as to warrant continuation of the
prevailing degree of restraint, the consensus as to open market
policy for the ensuing three weeks favored easing further the
reserve positions of member banks, and thus encouraging an in-
crease in the money supply, this to be done, however, in a modest
way. Subject to this understanding, the Committee renewed the
outstanding directive to the Federal Reserve Bank of New York
which called for fostering sustainable growth in economic activity
and employment while guarding against excessive credit ex-
pansion.

Votes for this action: Messrs. Martin, Balderston, Bopp,
Bryan, Fulton, Leedy, Mills, Robertson, Shepardson, Szymczak,
and Treiber. Votes against this action: none.

2. Authority to acquire Treasury bills through "swap" transactions.

The Committee authorized the Management of the System
Account to acquire up to $150 million of 1-year Treasury bills
maturing July 15, 1960, between this date and the date of the
next Committee meeting, by means of outright purchases or by
swap transactions for other Treasury bills.

Votes for this action: Messrs. Martin, Balderston, Bopp,
Bryan, Fulton, Leedy, Mills, Shepardson, Szymczak, and
Treiber. Vote against this action: Mr. Robertson.

This authorization represented an exception to two of the
Committee's continuing operating policies, last renewed at the
meeting on March 22, 1960. One of the exceptions was the de-
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parture in some degree from the policy that "intervention in the
Government securities market is solely to effectuate the objec-
tives of monetary and credit policy," since the purpose of these
proposed transactions was to smooth the refinancing of an instru-
ment—the 1-year Treasury bills maturing on July 15, 1960—
that had not as yet been afforded a full test of market receptivity.
The other exception was to the operating policy providing that
transactions for the System Account in the open market shall be
entered into "solely for the purpose of providing or absorbing
reserves . . . and shall not include offsetting purchases and sales
of securities for the purpose of altering the maturity pattern of
the System portfolio."

While the express purpose of the acquisitions of the July 15
bills, whether by outright purchases or by swap transactions,
would be to assist the Treasury in a forthcoming refinancing,
such acquisitions would nevertheless be consistent with the objec-
tives of credit and monetary policy to the extent that they were
outright purchases and supplied additional reserves to the market
in accordance with current Committee policy. The Committee's
decision that acquisitions might be on a swap basis, if the specific
issue of Treasury bills was not available for outright purchase or
if outright purchase was not in accord with the reserve position
at a particular time, reflected a view that it would be appropriate
to experiment with swap transactions to the extent authorized as
a means of helping to bring some of the specified securities into
the System's portfolio in order to help a subsequent refinancing
of these Treasury securities. The view was also expressed that
the acquisition of securities in this manner would help to increase
the flexibility and usability of the System's short-term portfolio,
and thus contribute to the effectiveness of the operations for the
Account.

In voting against this action, Mr. Robertson expressed the
view that the authorization to engage in offsetting purchases and
sales of securities for the System Account for the purpose of aid-
ing the Treasury in its debt management functions would not be
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justified by the possible benefits to be derived therefrom by the
Treasury. In his opinion, such an arrangement would inject an
additional element of uncertainty into the Government securities
market which might have the effect of providing a disincentive
for dealers to take positions in issues that the System might be
likely to buy or sell for purposes other than providing or absorb-
ing reserves. In addition, he felt that this would appear to be a
first step toward more general interference with market forces in
all areas of the Government securities market and might lead
ultimately to relatively frequent operations for purposes other
than providing or absorbing reserves. At least, it might lead to
a fear thereof, which in itself would be disruptive to a freely
functioning market. It was his belief that, with institutional rela-
tionships like those prevailing within the Federal Reserve System
and between the System and the Treasury, it was desirable to
keep the lines of precedent as clear and clean as possible and to
avoid muddying them by moves that might subsequently be used
as levers for compromising basic monetary policy objectives,
especially when the potential benefits of such moves appeared to
be so limited.

May 3, 1960

1. Authority to effect transactions in System Account,

Available data suggested either fair strength or improvement
in general economic indicators during the month of April, par-
ticularly in the area of consumer spending. With the advent of
more favorable weather conditions, department store sales, sea-
sonally adjusted, approached the peak level of July 1959, and
automobile sales likewise strengthened. Thus, despite further
cutbacks in steel output, it appeared that the Board's index of
industrial production may have held at the March level or
dropped only slightly. In summary, while the extent of unem-
ployment continued to be a matter of concern in a number of
areas, economic activity was generally at a relatively high level.
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Business attitudes, however, were characterized by lack of exu-
berance and, although continued dominance of expansive forces
seemed probable, current economic developments pointed to a
moderate rather than a boom pace of expansion. The infla-
tionary psychology that had been prevalent last year and earlier
this year seemed definitely to have diminished.

The lack of exuberance in the business picture was evident
also in the financial area, and interest rates had resumed a down-
ward trend. Stock market prices, after a relatively brief thrust
toward higher levels in late March and early April, had fallen
back close to the lows of the first quarter of the year. Private
demands for credit, although not as heavy as had been antici-
pated by some observers at the turn of the year, were generally
quite strong, but banks were said to be less willing lenders be-
cause the trend of their liquidity positions had carried to a point
regarded by many of them as undesirable.

It was the consensus of the Committee that current conditions
justified moving modestly in the direction of increasing the sup-
ply of reserves available to the banking system. The Committee
concluded that this further relaxation of restraint could be ac-
complished within the scope of the existing policy directive,
which called for fostering sustainable growth in economic ac-
tivity and employment while guarding against excessive credit
expansion. Accordingly, although some question was raised with
regard to the appropriateness of the last part of that statement,
the directive was renewed without change.

Votes for this action: Messrs. Martin, Balderston, Bopp,
Bryan, Fulton, King, Leedy, Robertson, Shepardson, Szymczak,
and Treiber. Votes against this action: none.

2. Authority to acquire Treasury bills through "swap" transactions.

On April 12, 1960, the Committee had authorized the acqui-
sition, in the period between that date and the next meeting of
the Committee, of up to $150 million of 1-year Treasury bills
maturing July 15, 1960, either by outright purchase or by swap-
ping other bills. Following discussion of a report on acquisitions
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of the July bills pursuant to that action, the previous authoriza-
tion was renewed, effective until the date of the next Committee
meeting.

Votes for this action: Messrs. Martin, Balderston, Bopp,
Bryan, Fulton, King, Leedy, Shepardson, Szymczak, and
Treiber. Vote against this action: Mr. Robertson.

Mr. Robertson's negative vote reflected the views he had stated
at the meeting on April 12, 1960, with respect to "swap" trans-
actions.

May 24, 1960

1. Authority to effect transactions in System Account.

Clause (b) of the first paragraph of the Committee's policy
directive was changed at this meeting to provide that open mar-
ket operations should be conducted with a view "to fostering
sustainable growth in economic activity and employment by pro-
viding reserves needed for moderate bank credit expansion." The
preceding directive, in effect since March 1, 1960, had called for
operations with a view "to fostering sustainable growth in eco-
nomic activity and employment while guarding against excessive
credit expansion."

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Fulton, King, Leedy, Mills, Robertson, Shepardson,
and Irons. Votes against this action: none.

Preliminary information for the first part of May suggested
that the rates of gain, in sectors of the economy where gains were
recorded from March to April, may not have continued. In addi-
tion, the improvement during April was not shared by certain
basic industries; new orders in durable goods manufacturing
were off somewhat further in that month. Steel output continued
to decline through April and the first weeks of May as new orders
ran considerably below current production.

Recent credit developments indicated that neither borrowers
nor lenders had responded with alacrity to the increased avail-
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ability of lendable funds at the commercial banks. Interest rates
continued below the peak levels reached several months earlier
but tended to fluctuate widely in reflection of actual or antici-
pated variations in supply or demand conditions. The most sig-
nificant point of contrast between the credit situation this year
and a year ago was the shift in the fiscal position of the Federal
Government to one of debt reduction, and other credit demands
had not increased sufficiently to offset the decline in Government
borrowing. Although bank reserve positions, over-all, were
under somewhat less pressure at this time than during the latter
half of 1959, total member bank borrowing, including Federal
Reserve advances, resort to the Federal funds market, interbank
loans, and reverse repurchase agreements with nonbank sources,
continued to be substantial. The volume of borrowing, together
with the margin between the Reserve Bank discount rate and
short-term market rates, was partly responsible for wide fluctua-
tions in Treasury bill rates in response to variations in market
forces.

International developments had been highlighted by the break-
down during the past week of the so-called Summit Conference,
a meeting of the chiefs of state of principal nations in Paris.
However, it was not yet possible to appraise the extent, or even
the direction, of the impact of this occurrence upon the U.S.
economy.

The consensus resulting from evaluation of the current situa-
tion favored a further supplying of reserves through open market
operations with a view to permitting a moderate expansion of
bank credit and encouraging an increase in the money supply,
which thus far had failed to respond to the easing steps taken by
monetary policy. In line with this consensus, and since the pros-
pect of undue credit expansion in the near-term future seemed to
have become remote, the Committee changed clause (b) of the
directive so as to emphasize that the providing of reserves needed
for moderate expansion of bank credit constituted an objective
of policy at this stage.
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2. Authority to acquire Treasury bills through "swap" transactions.

The authorization given at the meeting on April 12, 1960, and
renewed at the May 3 meeting, to acquire up to $150 million of
1-year Treasury bills maturing July 15, 1960, either by out-
right purchase or by swapping other bills, was continued until the
date of the next meeting of the Committee.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Fulton, King, Leedy, Mills, Shepardson, and Irons.
Mr. Robertson voted "no" on this action insofar as it extended
to the acquisition of the 1-year bills by "swap" transactions.

June 14, 1960
1. Authority to effect transactions in System Account.

The data presented for the Committee's consideration included
an extensive review of domestic and international business and
financial developments since the recession low of 1958. Atten-
tion was drawn to the developing business investment boom
abroad and to the fact that in many foreign countries the current
problems of adjusting monetary policy to economic events stood
in contrast to those in the United States. The domestic situation
reflected an absence of dramatic business or financial develop-
ments since the breakdown of the Summit Conference in Paris
four weeks earlier. While exports were expanding relative to im-
ports, in none of the broad categories of domestic demand—
inventory accumulation, capital goods, residential building, con-
sumer spending, or Government activity—was a marked upsurge
evident. In general, activity continued at a comparatively high
level, with prices relatively stable.

The privately held money supply declined substantially in
May while, on the other hand, the rate of turnover of deposits
continued at an advanced level, and holdings of liquid assets
other than money appeared to have risen further. Interest rates
in markets for both short-term and long-term funds had been
moving downward recently, reflecting not only the sharp reduc-
tion in Treasury requirements this year but also some slackening
of other credit demands.
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Net borrowed reserves of member banks had been progres-
sively reduced since the beginning of the year as required re-
serves declined more than seasonally. In recent weeks the Fed-
eral Reserve System had purchased Government securities, and
the net borrowed reserve position of banks gave way in early
June to small free reserve positions. A reduction from 4 per cent
to 3Vi per cent in the discount rates of the Federal Reserve
Banks, accomplished within the past two weeks, also tended fur-
ther to ease restraint on bank credit expansion. Despite the easing
of reserve positions, however, no significant expansion of total
bank credit had occurred. Although borrowings from the Federal
Reserve Banks were considerably below the levels prevailing
earlier in the year, city banks still had a large volume of other
indebtedness, consisting mostly of purchases of Federal funds
from other banks. The banking system also continued to dispose
of holdings of Government securities, principally Treasury bills
and other short-term securities. In view, however, of the con-
tinued demand for short-term investments from nonbank in-
vestors, bill rates declined further and the gap between such rates
and the discount rate continued to be substantial.

Since no marked shifts in the economic situation were visible,
and since the degree of responsiveness of the banking system to
the recent easing of reserve positions and to interest rate differ-
entials was still uncertain, the consensus at this meeting favored
waiting watchfully in the period immediately ahead, although
with the understanding that any deviations in the conduct of open
market operations should be on the side of ease rather than
restraint. In the light of this consensus, the policy directive
adopted at the meeting on May 24, 1960, which provided for
fostering sustainable growth in economic activity and employ-
ment by providing reserves needed for moderate bank credit
expansion, was renewed without change.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, Robertson, and
Szymczak. Votes against this action: none.
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2. Authority to acquire Treasury bills through "swap" transactions.

The authorization given at the meeting on April 12, 1960,
and renewed at the two subsequent meetings, to acquire up to
$150 million of 1-year Treasury bills maturing July 15, 1960,
either by outright purchase or by swapping other bills, was con-
tinued until the date of the next meeting of the Committee.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, and Szymczak.
Mr. Robertson voted "no" on this action insofar as it ex-
tended to the acquisition of the 1-year bills by "swap"
transactions.

July 6, 1960

Authority to effect transactions in System Account.

Available data indicated that at midyear economic activity
was at a high, probably close to record, level. Little upward
momentum was evident, however, and uncertainty regarding
future trends continued to be widespread in business circles. Ac-
cording to preliminary estimates, industrial production had been
maintained in June at approximately the May level, which was
slightly higher than April, while gross national product in the
second quarter of the year appeared to have shown a modest
advance over the first quarter, due principally to a somewhat
greater seasonally adjusted rate of inventory accumulation than
had been anticipated earlier. Retail sales of automobiles and
consumer goods increased in June following declines in May, and
prices, particularly at wholesale, continued to be quite stable.
The level of unemployment remained relatively high, steel mill
operations declined further through the month of June, and the
seasonally adjusted rate of total construction outlays also had
declined. April data on U.S. foreign trade and preliminary May
figures indicated a slow but steady increase in exports and, if
anything, a slight decline in imports; thus, improvement in the
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trade sector of the balance of payments was tending to offset an
opposite trend in the capital sector.

In the period since the preceding Committee meeting there
had been varied and substantial pressures on money and credit
markets, but for the period as a whole large net Federal Reserve
purchases of Government securities kept those pressures from
constricting bank reserve positions. During the month of June
there was a further drop in interest rates, particularly in the
short-term sector; except for the summer of 1958, Treasury bill
rates were lower than at any time since early 1956. The decline
in interest rates reflected mainly fundamental market forces that
had been in process earlier, including the changed position of the
Federal budget from large deficit to small surplus, the lessened
fear of inflation, and a tendency to shift a greater part of the
public's liquid asset holdings from cash to securities. However,
the reduced pressure on the reserve position of banks and the re-
duction of Federal Reserve discount rates in the first half of June
also exerted an influence. In June there was a substantial expan-
sion in the volume of new financing in private capital markets,
but the seasonal increase in bank loans and the seasonal decline
in bank holdings of securities were both moderate in amount.
While demand and time deposits increased, it seemed unlikely
that the seasonally adjusted rise in demand deposits was sufficient
to offset the sharp drop in May. Treasury deposits continued at
a high level in June, and at the time of this meeting financing
operations that would help to meet large cash needs during the
next two months were in process.

Although some Committee members favored moving some-
what further in the direction of making reserves available to the
banking system, the consensus for the period immediately ahead
was to continue to provide reserves at approximately the present
rate, within the general framework of the existing policy direc-
tive to the New York Bank which called for fostering sustainable
growth in economic activity and employment by providing re-
serves needed for moderate bank credit expansion. Accordingly,
the directive was renewed.
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Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Fulton, King, Leedy, Mills, Robertson, Shepardson,
Szymczak, and Leach. Votes against this action: none.

2. Authority to acquire Treasury bills through "swap" transactions.

Transactions under the authorization given at the meeting on
April 12, 1960, and renewed at the three subsequent meetings,
to acquire up to $150 million of 1-year Treasury bills matur-
ing July 15, 1960, either by outright purchase or by swapping
other bills, had resulted in acquisitions of such bills to the full
extent of the authorization. In the circumstances, and since there
appeared to be no need for acquiring additional quantities of
such bills through "swap" transactions, the outstanding author-
ization was terminated, effective immediately.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Fulton, King, Leedy, Mills, Robertson, Shepardson,
Szymczak, and Leach. Votes against this action: none.

July 26, 1960
Authority to effect transactions in System Account.

Available information indicated that during the period since
the previous meeting of the Open Market Committee there had
been no significant change in the over-all economic situation.
Activity continued at a high level, although with a gradual in-
crease in unutilized plant capacity and manpower and without
indication of any significant upward thrust. A continued high
rate of consumer spending was one of the more favorable aspects
of the picture, but in general favorable signs in some sectors of
the economy were being counterbalanced by signs of weakness
in other sectors. The existing uncertainties were being reflected
in reports of some deterioration of sentiment regarding business
prospects.

Longer term interest rates had declined further during July,
and credit demands did not appear to be particularly vigorous.
While the reserve positions of city banks had eased, the positions
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of country banks continued to reflect tightness, largely because
of seasonal factors. A renewal of the gold outflow had occurred
recently, evidently due in some part to a movement of capital
attracted by higher interest rates available in other markets. The
Treasury had announced its intention to carry out the refunding
of a large issue of notes maturing August 15, 1960, through a
cash refunding technique, with the terms of the offering to be
announced shortly.

Upon appraisal of business and financial developments, it was
the consensus of the Committee that open market operations
should continue to make reserves for bank deposit expansion
readily available. Accordingly, the directive to the New York
Bank which called for fostering sustainable growth in economic
activity and employment by providing reserves needed for mod-
erate bank credit expansion was renewed.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, Leedy, Mills, Robertson, and Shepard-
son. Votes against this action: none.

August 16, 1960

Authority to effect transactions in System Account.

At this meeting clause (b) of the first paragraph of the Com-
mittee's policy directive was changed to provide that open market
operations should be conducted with a view "to encouraging
monetary expansion for the purpose of fostering sustainable
growth in economic activity and employment." The preceding
directive, in effect since May 24, 1960, had called for operations
with a view to "fostering sustainable growth in economic activity
and employment by providing reserves needed for moderate bank
credit expansion."

Votes for this action: Messrs. Balderston, Bopp, Bryan,
Leedy, Mills, Robertson, and Treiber. Votes against this ac-
tion: Messrs. King, Shepardson, Szymczak, and Allen.
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Relative steadiness in industrial production, construction ac-
tivity, employment, retail trade, and prices tended to support the
view that economic activity was continuing at about the same
over-all rate as had prevailed at the end of the second quarter of
the year. Business inventories, in the aggregate, did not appear
excessive in relation to product sales, especially final sales to
consumers; indeed, consumer demand seemed to be a sustaining
influence in maintaining the level of economic activity, although
there was no evidence that it was providing a further stimulus to
the economy. Recently released data on second-quarter corpo-
rate profits showed declines from the high year-ago level and
from the first quarter, and perhaps more importantly the declines
were quite general throughout the various industrial categories.
As to the U.S. balance of payments, data for the second quarter
of the year reflected improvement in the trade balance at an
annual rate of nearly $1 billion. Beginning in July, however, the
outflow of gold had been intensified, reflecting the continuing
deficit in the over-all balance of payments.

The strong demand for bank loans that had been evident dur-
ing the first half of the year appeared now to have tapered off,
and a shift from loans toward investments had contributed to
some improvement in bank liquidity positions. The seasonally
adjusted end-of-month money supply increased in July for the
second consecutive month, while total reserves, nonborrowed
reserves, and required reserves all increased over the 3-month
period through July. Market interest rates, on balance, had
shown substantial further declines, with most yield series on
U.S. Government securities close to their lows for the year.

Federal Reserve actions announced since the previous Open
Market Committee meeting included a reduction of margin re-
quirements, a reduction of the discount rate to 3 per cent at
several Reserve Banks, a further release of vault cash to be
counted by banks toward meeting required reserves, and a reduc-
tion of the reserve requirement for central reserve city banks.
These actions were effective, or to become effective, on dates
from late July to the first of September.
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For several months Committee policy had been directed to-
ward providing reserves needed for moderate bank credit expan-
sion, and the consensus of the meeting was that this objective
should be emphasized. For the period immediately ahead, it was
also the consensus, particularly in view of the uncertainty as to
the extent to which banks would use released vault cash to expand
credit, that doubts arising in the conduct of open market opera-
tions should be resolved on the side of ease and that such opera-
tions should take into account, even more than usual, the tone of
the market rather than statistical measures.

After consideration of several suggestions for revision of the
policy directive in a manner that would more strongly suggest a
positive attitude toward increasing the availability of reserves, it
was voted to change clause (b) of the directive in the manner
heretofore indicated. The members of the Committee who voted
against a change in the directive were not in disagreement with
the aforementioned consensus as to open market operations.
They felt, however, that such operations could be carried out
within the framework of the existing directive or, to express it
another way, that the consensus did not contemplate a sufficient
modification in the course and objectives of open market opera-
tions to necessitate a change in the directive.

September 13, 1960

Authority to effect transactions in System Account.

Although the trend of aggregate economic activity continued
to be sideways at a relatively high level, reports at this meeting
suggested more strongly than before that a renewed upsurge of
activity was not an immediate prospect and that the greater like-
lihood was for an extension of the sideways movement or some
downward drift. Unfavorable developments, in addition to the
continued underutilization of manpower and industrial resources,
included evidence of a weakening in the demand for residential
construction and a leveling off of current and prospective plant
and equipment expenditures, apparently reflecting in part a re-
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duction of profit margins. Moreover, there now appeared to be
some signs that the strength of consumer demand might be
faltering.

On the financial side, the August statistics on bank credit and
the money supply were disappointing, the increases in both fig-
ures having been rather small and less than in July. The rate of
growth in consumer credit had slowed down in July. In addition,
the pace of new security financing had moderated in recent
weeks, and at the date of this meeting common stock prices were
back to the lows of the summer. A continued slack demand for
commercial bank loans, particularly on the part of business con-
cerns, indicated that the upturn in credit demand normally asso-
ciated with the fall season had been slow in developing. Despite
a statistical appearance of greater ease, reserve positions of city
banks had been under somewhat more pressure in recent weeks
and money market rates had risen; reasons included the large
demands for cash that normally occur in September and the slow-
ness with which reserves made available to country banks in late
August through the release of vault cash had permeated the
banking system. The Treasury had announced a program of
advance refunding of certain intermediate-term bond issues, with
the books to remain open for a period of several days beyond the
date of this meeting.

Balance-of-payments data reflected continuation of the im-
provement in the trade balance. However, in view of large cap-
ital movements, the outflow of gold continued and foreigners
added further to their accumulation of dollar balances.

The consensus as to open market operations called for supply-
ing needed reserves readily, avoiding the development of seasonal
strain in bank reserve positions, and resolving doubts on the side
of ease, with the understanding, as at the previous meeting, that
such operations would be conducted more on the basis of the
tone of the market than on the basis of statistical yardsticks. This
being the consensus, the directive to the New York Bank provid-
ing for open market operations with a view to encouraging
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monetary expansion for the purpose of fostering sustainable
growth in economic activity and employment was renewed with-
out change.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, Robertson, Shepard-
son, and Szymczak. Votes against this action: none.

October 4, 1960

Authority to effect transactions in System Account.

Although some of the most recent economic data reflected
further downward drift, many indicators were showing a con-
tinued sideways movement, and some data suggesting a possible
strengthening of economic forces had appeared. The general
situation in regard to economic activity thus appeared to be
mixed, with the direction of further movement highly uncertain.

The employment and unemployment situation continued to be
a matter of primary concern; after allowance for seasonal influ-
ences, initial and continuing claims for unemployment compen-
sation rose in September and both series stood at unusually high
levels for this time of the year. In spite of increased automobile
assemblies associated with introduction of the new models, steel
operations continued at only a little more than 50 per cent of
capacity. Both the number of business failures and the total
liabilities of failing firms were running at levels close to postwar
peaks. Retail sales, seasonally adjusted, appeared to have been
off slightly from August to September, although the second half
of September seemed to have been somewhat stronger than the
first. There were persistent reports of price concessions, espe-
cially for durable goods, with some indications that such conces-
sions might be generating consumer response. In the two weeks
prior to this meeting, stock market prices declined sharply to the
lowest average level since 1958, evidently reflecting a growing
realization that corporate profits were not likely to be as large as
had been anticipated.
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Following moderate credit expansion in July and August, total
bank credit expansion in September, according to preliminary
data, was larger than in the corresponding month of other recent
years. Business loans at city banks increased fully as much as is
usual in September, loans on securities rose much more than
seasonally, and bank holdings of securities increased substantially
in contrast to the usual decline. These developments appeared
to have been associated primarily with heavy tax payments in
September. Their liquidity having declined since early in the
year, corporations were compelled to sell securities, as well as
borrow, in order to meet tax payments. As a result of the pres-
sures on banks and securities markets engendered by the heavy
demands for liquidity, there had been some rise in interest rates
from the low levels reached in August, notwithstanding actions
on the part of the Federal Reserve System to make reserves
readily available. The money supply increased slightly more than
seasonally in August, and it appeared that there may have been
some further increase in September. The Treasury was expected
to announce within a few days the terms of refunding of the 1-
year Treasury bills maturing in mid-October, along with the
terms of an offering to raise new cash.

The latest available information indicated no deterioration in
the trade sector of the U.S. balance of payments, but the short-
term capital outflow had intensified, apparently due in part to the
spread between short-term rates of interest in the United States
and the higher rates elsewhere. Net gold purchases by foreigners
in September were equal to total purchases for the two preceding
months.

In the prevailing circumstances, it was agreed that open mar-
ket operations should continue to supply needed reserves readily
in order to avoid seasonal strain on bank reserve positions, and
that doubts should be resolved on the side of ease. The feel and
tone of the market were to be emphasized more than statistical
guidelines, since the free reserve figure, for example, was still
distorted by the inclusion of a widely scattered volume of newly
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created reserves that were slow in becoming a factor in the
market. To the extent practicable, it was hoped that downward
influences on short-term rates could be minimized. The policy
directive, which called for encouraging monetary expansion for
the purpose of fostering sustainable growth in economic activity
and employment, was again renewed without change.

Votes for this action: Messrs. Martin, Balderston, Bopp,
Fulton, King, Leedy, Mills, Robertson, Shepardson, Szymczak,
Irons, and Treiber. Votes against this action: none.

October 25, 1960

Authority to effect transactions in System Account.

At this meeting the Committee's policy directive was changed
in two respects. Clause (b) of the first paragraph, which since
August 16, 1960, had provided for open market operations with
a view "to encouraging monetary expansion for the purpose of
fostering sustainable growth in economic activity and employ-
ment" was amended to add the words "while taking into consid-
eration current international developments." In addition, the
first paragraph of the directive, as approved at this meeting, spec-
ified that the aggregate amount of securities held in the System
Open Market Account (including commitments for the purchase
or sale of securities for the Account) at the close of this date,
other than special short-term certificates of indebtedness pur-
chased from time to time for the temporary accommodation of
the Treasury, was not to be increased or decreased by more than
$1.5 billion. The comparable figure contained in the preceding
directive was $1 billion.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Fulton, King, Leedy, Mills, Robertson, Shepardson,
and Irons. Votes against this action: none.

Gross national product in the third quarter of the current year
was estimated to have declined from the second quarter by a
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fraction of one per cent, and industrial production, as measured
by the Board's index, appeared to have contracted by approxi-
mately 3 per cent from July to September. Thus, although eco-
nomic activity remained at a relatively high level, a downward
drift continued. In September, factors on the favorable side in-
cluded an increase in new orders for durable goods, a slight
decline in unemployment, and maintenance of a high level of
personal income. However, industrial production, nonfarm em-
ployment, the average workweek in manufacturing, and retail
sales were down from August, while housing starts decreased
about 17 per cent to a rate one-third below the peak reached in
1959. Such information as had become available for the first
part of October suggested no significant change in the over-all
trend, although it appeared that some improvement in consumer
spending may have occurred in view of a modest strengthening
of department store sales and satisfactory, though not spectacu-
lar, public acceptance of new model automobiles. Initial unem-
ployment compensation claims continued at high levels in early
October, and the rate of steel output showed little change.

While no downturn in the volume of exports was indicated by
available statistics, the outflow of short-term capital from the
United States appeared to have continued through the first three
weeks of October, apparently reflecting at least in part the rela-
tive attractiveness of short-term rates in foreign centers. The
outflow of gold also persisted, and within the week preceding
this meeting speculative demand from private sources had pushed
the gold price in the London market substantially above $35 an
ounce.

Analysis of bank loan developments during the four weeks
prior to this meeting indicated that most of the record-breaking
expansion during the previous four weeks was attributable to
temporary factors, particularly heavy borrowing for tax payment
purposes, and did not reflect a basic change in the economic
climate. For the 8-week period as a whole, the net change in
bank loans appeared to have been close to the customary sea-
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sonal pattern. Yields on Treasury bills, which had advanced
substantially during the first ten days of October, declined
sharply thereafter to approximately the low levels of early
August, but yields on medium- and long-term securities remained
relatively high and in fact had been following an upward trend
until the past few days.

Projected movements in required reserves and market factors
indicated a need for additional reserves in the amount of ap-
proximately $1,300 million for seasonal purposes during the
remainder of the calendar year, and the projections also indicated
substantial drains on reserves in the forthcoming 2-week period
due to market factors. The Treasury was expected to announce
shortly the terms of refunding of a large quantity of securities
maturing in mid-November.

It was the consensus that seasonal reserve needs should con-
tinue to be met on a liberal basis, with doubts arising in the
conduct of open market operations resolved on the side of ease
and with emphasis placed on the tone of the market. At the same
time, there was a general view that it would be desirable if the
objective indicated by the consensus could be accomplished with
a minimum of downward pressure on the 90-day Treasury bill
rate, particularly in light of the disparity already existing between
that rate and short-term rates abroad. If, however, a conflict
should arise between providing additional reserves and a further
decline in the bill rate, it was understood that the first of these
considerations would take precedence.

The prevailing circumstances suggested that during the forth-
coming period occasions might: arise when it would be found
advisable to conduct open market transactions not only in bills
but also in other Treasury securities, to the extent permissible
within the framework of the Committee's operating policy which
limited open market transactions to short-term securities except
in the correction of disorderly markets. Reference also was made
to possible alternative methods of supplying reserves, including
adjustment of member bank reserve requirements through the re-
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lease of additional vault cash to be counted as required reserves
or through a reduction of the reserve requirement against de-
mand deposits of member banks in central reserve cities, both of
which actions would serve to implement the reserve requirement
legislation enacted in 1959.

Insofar as it described the objectives of domestic monetary
policy, the existing directive to the New York Reserve Bank was
regarded as continuing to be appropriate. However, in view of
the increasing import of international developments in relation
to problems within the Open Market Committee's jurisdiction, a
matter to which the Committee had been giving close attention
for some time, it was considered desirable that specific reference
now be made to such developments in the policy directive. Ac-
cordingly, clause (b) of the directive was amended for that pur-
pose. The other change in the first paragraph of the directive,
enlarging the permissible magnitude of Open Market Account
operations until the next Committee meeting, was made in recog-
nition of the volume of transactions that might have to be con-
ducted by the Account in pursuing a program such as envisaged
by the consensus.

November 22, 1960

Authority to effect transactions in System Account.

Although the downward drift of certain key statistical indi-
cators that had been in process since about the middle of the
year leveled off in October, this appeared to be attributable for
the most part to temporary or unusual factors; no fundamental
moderation of recessionary tendencies in the general economy
was believed to have occurred. As to prospects for the near-term
future, recently released surveys of the expectations of business-
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men and consumers failed to provide a basis for optimism regard-
ing any significant reversal of trends. The October rise in the
seasonally adjusted rate of unemployment was a matter of con-
cern, especially since normal seasonal trends might be expected
to result in a further increase in the number of unemployed over
the next several months. The prevailing tone was therefore one
of mild deterioration, but the declines in economic activity that
had occurred thus far were less severe than those in 1954 and
1957-58, and the available evidence did not seem to suggest
impending acceleration of the rate of decline.

Statistics through the end of October indicated that some
monetary expansion, in accordance with the objectives stated by
the Committee in its current policy directive, had been taking
place. Over a 4-month period total loans and investments of all
commercial banks had increased almost 4 per cent, with the
growth concentrated in holdings of Government securities. While
most of this growth in earning assets reflected expansion in time
deposits, the active money supply (demand deposits and cur-
rency) also had risen. The increase in member bank total re-
serves in the 6-month period ending with October was a direct
reflection of the credit-easing actions taken by the Federal Re-
serve, which, in the attainment of domestic credit policy objec-
tives, had more than compensated for the impact on reserves of
the outflow of gold.

The fairly large outflows of capital from the United States that
began earlier in the year appeared to have been continuing, and
foreign gold purchases thus far in November exceeded the total
for each of the two preceding months. Apart from capital move-
ments, however, the United States apparently was close to
equality of its international receipts and payments, with the mer-
chandise trade surplus continuing to be substantial.

It was the consensus that no change in the current degree of
monetary ease was called for and that a comfortable reserve
position should be maintained in the market. One member of the
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Committee, however, expressed the strong feeling that, in the
light of prevailing economic conditions and in order to give
monetary policy a chance to contribute toward reversing the
trend of the economy, the total volume of bank reserves should
be permitted to rise further—an action that he felt would fall
within the bounds of the present directive.

In view of the fact that the recent actions of the Board of Gov-
ernors with respect to member bank reserve requirements, in-
cluding the release of all vault cash to be used in meeting required
reserves, were soon to become effective, statistical yardsticks
seemed likely to be less indicative than usual of the actual state
of the money market, making it necessary in the forthcoming
period to rely more than usual on the feel of the market in
gauging operations for the System Open Market Account. The
weight of opinion within the Committee was to the effect that the
Management of the Account should not act hastily to counteract
temporary bulges in reserves that might result from the action on
vault cash, particularly since previous experience suggested that
it might take some little time for the newly available reserves at
banks located outside of central reserve and reserve cities to find
their way into the money market. The rather general hope con-
tinued to be expressed that System open market operations could
be so conducted as not to contribute to any significant reduction
of short-term market rates below prevailing levels.

The directive to the New York Reserve Bank, which provided
for encouraging monetary expansion for the purpose of fostering
sustainable growth in economic activity and employment, while
taking into consideration current international developments, was
renewed except that the latitude for increasing or decreasing the
portfolio of the System Account, which at the preceding meeting
had been raised to $1.5 billion, was restored to the customary
figure of $1 billion.

Votes for this action: Messrs. Martin, Balderston, Bopp,
Bryan, Fulton, King, Leedy, Mills, Robertson, Shepardson,
Szymczak, and Treiber. Votes against this action: none.
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December 13, 1960

Authority to effect transactions in System Account.

The slowing of the downward drift of economic activity sug-
gested by some October statistics had now proved to be clearly
temporary as subsequently available evidence revealed further
mild contraction in November and early December. The labor
market had weakened further, and industrial production in No-
vember fell to a point about 5 per cent below the peak reached in
the second quarter of the year. New orders for durable goods
declined, order backlogs were further reduced, and inventory
liquidation was sizable, while retail sales showed little change
from the October level. According to a survey that had recently
become available, business outlays for plant and equipment de-
creased in the third quarter of the year and business plans indi-
cated additional decline in the fourth quarter.

The demand for bank loans, especially business loans, con-
tinued to be slack in November, and the money supply was down
sharply. The decline in the U.S. gold stock in November had
been about $500 million, reflecting continued outflows of capital
and some purchases of gold by smaller countries to increase the
gold proportion of their reserves.

It was agreed by the Committee that ample reserves should be
available in the market to meet seasonal credit needs and any
revival in credit demands, and to compensate for the outflow of
gold. In view of the persistent downward drift of domestic eco-
nomic activity and in light of the monetary contraction that
occurred in November following the rise in October, some Com-
mittee members were inclined to feel that a moderately greater
degree of ease than had prevailed recently should be sought, and
at least one urged an increase in the volume of bank reserves
even if the level of short-term interest rates were to decline. It
was the majority view, however, that a continuation of the cur-
rent degree of ease would be the preferable objective. This view
reflected the feeling that, at a time when signs of cyclical revival
in credit demands were not more definite, little would be accom-
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plished by supplying reserves more liberally, that action to supply
additional reserves might serve only to accentuate the difficulty
of open market operations after the turn of the year, and that,
because of the continuing balance-of-payments deficit, it would
be desirable if short-term interest rates, including the Treasury
bill rate, were to continue at about prevailing levels. For similar
reasons/one member of the Committee expressed the view that
a moderate move away from the degree of ease of the past few
weeks might be appropriate.

Accordingly, the policy directive calling for the encourage-
ment of monetary expansion for the purpose of fostering sustain-
able growth in economic activity and employment, while taking
current international developments into consideration, was again
renewed.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, Robertson, Shepard-
son, and Szymczak. Votes against this action: none.

As indicated by the foregoing record, the policy directive of
the Federal Open Market Committee in effect at the beginning
of 1960 was aimed at restraining inflationary credit expansion in
order to foster sustainable economic growth and expanding em-
ployment opportunities. For reasons set forth in the record, the
directive was changed four times in the course of the year. On
March 1, the directive was revised to provide that transactions
should be undertaken with a view to fostering sustainable growth
in economic activity and employment while guarding against ex-
cessive credit expansion. The next change, made on May 24,
provided that open market operations should seek to foster sus-
tainable growth in economic activity and employment by provid-
ing reserves needed for moderate bank credit expansion. On
August 16 the directive was revised so as to call for encouraging
monetary expansion for the purpose of fostering sustainable
growth in economic activity and employment. The final change,
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made on October 25, added the words "while taking into con-
sideration current international developments." In addition to
the changes during the year in the language of the directive, there
were occasions, as indicated in the entries for the respective meet-
ings, when the directive was issued subject to certain understand-
ings with regard to the manner in which open market operations
were to be conducted.

The directive in effect at the end of 1960 instructed the Fed-
eral Reserve Bank of New York in the same terms as the directive
quoted on page 35 of this Report, except that clause (b) of the
first paragraph directed that transactions be with a view, among
other things, "to encouraging monetary expansion for the pur-
pose of fostering sustainable growth in economic activity and
employment, while taking into consideration current inter-
national developments."
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RECORD OF POLICY ACTIONS

BOARD OF GOVERNORS

February 10, 1960

Suspension of Triennial Review of Reserve City Classifications.

Paragraph (4) of section (b) of the Board's Rule for Classification of
Central Reserve and Reserve Cities was suspended until further notice.

Votes for this action: Messrs. Martin, Balderston, Szym-
czak, Mills, Robertson, Shepardson, and King. Votes against
this action: none.

In December 1947 the Board adopted, effective March 1,
1948, a Rule for Classification of Central Reserve and Reserve
Cities, one part of which provided for a triennial review of such
classifications. A triennial review therefore was due to be made
as of March 1, 1960. However, Public Law 86-114, approved
July 28, 1959, amended in certain respects the authority of the
Board with respect to the reserves required to be maintained by
member banks. Except that the new law terminated the central
reserve city classification three years from the date of enactment
of the legislation, i.e., July 28, 1962, it did not make necessary
any change in the existing standards for the classification of cities
for reserve purposes. Nevertheless, pending decisions as to the
manner in which provisions of the statute would be implemented
and as to whether revised standards for the classification of cities
should be promulgated, the Board suspended the paragraph of
the Rule for Classification of Central Reserve and Reserve Cities
which contemplated a triennial review.

March 3, 1960
Amendment to Regulation U, Loans by Banks for the Purpose of

Purchasing or Carrying Registered Stocks.
Effective March 8, 1960, paragraph 3(b)(l) of Regulation U was

amended to read as follows:

No loan, however it may be secured, need be treated as a loan for
the purpose of "carrying" a stock registered on a national securities
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exchange unless the loan is as described in subparagraph (2) of this
paragraph or the purpose of the loan is to enable the borrower to
reduce or retire indebtedness which was originally incurred to pur-
chase such a stock, or, if he be a broker or a dealer, to carry such
stocks for customers.

Votes for this action: Messrs. Martin, Balderston, Mills,
Shepardson, and King. Votes against this action: Messrs.
Szymczak and Robertson.

Prior to June 15, 1959, Regulation U excluded from loans for
the purpose of "carrying" registered stocks all loans except a
limited specified group, principally loans to enable the borrower
to reduce or retire indebtedness originally incurred to purchase
such stock. Effective June 15, 1959, the Regulation was
amended to broaden the application of "carrying" and to describe
affirmatively certain situations in which a loan would not be
deemed to be for the purpose of "carrying" registered stocks.
Reports received thereafter by the Board indicated that banks
were experiencing substantial difficulty in interpreting the
amended language of the Regulation and also were encountering
severe administrative problems in applying it. Accordingly, after
consideration of the views received, the Board published in the
Federal Register for comment on December 7, 1959, a proposed
clarifying amendment. However, upon consideration of the com-
ments submitted with respect to that proposal and of a suggested
modification prepared in the light of those comments, the Board
concluded that, in view of the apparent difficulties involved in
administering the provisions of the June 1959 amendment or
even the subsequently proposed modification thereof, it would
be advisable to restore the language of the pertinent paragraph of
Regulation U to the form in which it stood prior to June 15,
1959. In announcing its action, the Board emphasized that it
was concerned with evasive extensions of bank credit for the
purpose of carrying registered stocks and that it expected banks
to be alert in detecting and preventing attempts to circumvent
the basic purposes of paragraph 3 (b) (1) of Regulation U.

Governor Szymczak's negative vote was based on his view that
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every effort should be made to clarify the meaning of "carrying"
in order that the purpose of the law might be accomplished. In
his opinion, hearings and correspondence had provided the Board
with information on the basis of which clarifying language could
have been adopted to improve the operation of the June 1959
amendment. With experience under such amended language, he
felt that additional steps could be taken eventually to make
"carrying" purposeful and practical of administration.

Governor Robertson, in voting against this action, pointed out
that the June 1959 amendment to the "carrying" provisions of
Regulation U was adopted to close one of several loopholes in
the Regulation that had given the Board serious concern. Al-
though the amendment was admittedly experimental and needed
to be refined in the light of experience, he felt that the Board
should not abdicate its responsibility for applying the Regulation
to a large number of loans that were closely related to the financ-
ing of positions in stocks on the ground that its first attempt was
unpalatable, or because other gaps in the Regulation remained
unfilled. By restoring the provisions of the Regulation to the
form in which they stood prior to June 15, 1959, he felt that the
Regulation could again be circumvented by purchasing registered
stock for cash and then borrowing on the security of that stock
to replenish funds used in making the purchase.

May 27, 1960
Amendment to Regulation Y, Bank Holding Companies.

Effective July 1, 1960, subsections (d) and (e) of Section 4 of Regu-
lation Y, relating to the manner of submission of applications under the
Bank Holding Company Act of 1956 for approval of the acquisition of
bank shares or bank assets, and the procedure for handling such applica-
tions, were amended to provide for public notice of the receipt of appli-
cations received by the Board on and after that date.

Votes for this action: Messrs. Martin, Balderston, Szymczak,
Robertson, Shepardson, and King. Votes against this action:
none. Mr. Mills abstained from voting on this matter.

Since September 1958, the Board had been following a pro-
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cedure, as to applications under the Bank Holding Company Act
in cases where a hearing was not held, of publishing in the Fed-
eral Register a notice of tentative decision and allowing 15 days
from the date of publication for the submission of comments by
interested persons, after which the Board would reach and pub-
lish a final decision.

The revised procedure established by this amendment to Regu-
lation Y provided that, following the receipt of an application,
the Board would publish in the Federal Register a notice of such
receipt, stating the names and addresses of the applicant and the
bank or banks involved, indicating the general nature of the pro-
posed transaction, and allowing 30 days (or a shorter period in
exceptional circumstances) for the submission of written com-
ments or views, after which the Board would consider the appli-
cation and reach and publish its decision. This new procedure,
which eliminated the issuance of a "tentative" decision, was
adopted with a view to removing certain problems that had de-
veloped under the former procedure and facilitating the disposi-
tion of applications.

Governor Mills' abstention from voting reverted to a position
that he had previously taken on the proposed amendment to the
effect that an application under the Bank Holding Company Act
of 1956 should be treated in confidence except under circum-
stances clearly demanding a public hearing, and should not be
published for the information of competitors of the applicant or
others claiming to have an interest in the transaction. As under
the Act a decision of the Board of Governors is subject to judicial
review, any directly aggrieved party is afforded an opportunity
through this means for adequate relief. To invite and admit the
views and objections of parties other than those directly at inter-
est in a proposed transaction is contrary to the spirit of a com-
petitive free enterprise system, which properly allows a premium
for alertness and planning foresight in the same way that legal
recognition is given to patents and copyrights. Furthermore, it
was his opinion that for the Board of Governors to entertain in
advance comments on transactions that must by statute be decided

79

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1960



ANNUAL REPORT OF BOARD OF GOVERNORS

in its sole discretion would be a tacit admission of lack of con-
fidence in its adjudicatory competence in this field of action.

June 2, 1960

Reduction of rates on discounts and advances by Federal Reserve Banks.

Effective June 3, 1960, the Board approved action by the Boards of
Directors of the Federal Reserve Banks of Philadelphia and San Fran-
cisco establishing a rate of ZVi per cent (a decrease from 4 per cent) on
discounts and advances to member banks under Sections 13 and 13a of
the Federal Reserve Act.

Votes for this action: Messrs. Martin, Szymczak, Mills,
Robertson, and King. Votes against this action: none.

Pursuant to the policy established by this action, the Board subse-
quently approved the same rate for the remaining Federal Reserve Banks
effective on the following dates:

New York
Cleveland
Richmond
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
Atlanta
Boston

June
June
June
June
June
June
June
June
June
June

10, 1960
10, 1960
10, 1960
10, 1960
10, 1960
10, 1960
10, 1960
10, 1960
13, 1960
14, 1960

Effective on the same dates, the Board approved for the respective
Federal Reserve Banks a rate of 4 per cent on advances to member
banks under Section 10(b) of the Federal Reserve Act. In addition, the
Board approved changes at some of the Banks in rates on advances to
individuals, partnerships, and corporations under the last paragraph of
Section 13 of the Act.

(In accordance with the provisions of the Federal Reserve Act, the
Federal Reserve Banks establish rates on discounts for and advances to
member banks at least every 14 days, and submit such rates to the Board
for review and determination. Prior to this date, no changes had been
made in these rates since those referred to on pages 78-80 of the Board's
Annual Report for 1959.)
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Although economic activity was at a high level throughout the
early part of 1960, the expansionary surge that had been antici-
pated in many quarters around the turn of the year failed to de-
velop and inflationary expectations gradually moderated. Some
easing of the aggregate demand for credit also occurred, reflect-
ing in large part the sharp shift in the fiscal position of the
Federal Government from one of large deficit to moderate sur-
plus. Other credit demands did not increase sufficiently to offset
the decline in Government borrowing, and saving continued at
a high level. Beginning in March, the monetary policy of the
Federal Reserve System turned increasingly toward less restraint
and the reserve positions of member banks eased, but neither
borrowers nor lenders responded with any alacrity to the in-
creased availability of bank reserves. As interest rates declined
from the peaks reached around the beginning of the year, a sig-
nificant differential developed between those rates and the dis-
count rates of the Federal Reserve Banks, thus tending to make
the latter an effective penalty rate. Therefore, with few, if any,
indications that there were excessive uses of credit that needed
to be restrained, the discount rates were reduced from 4 per cent
to 3V2 per cent in order to bring them into better alignment with
the lower level of short-term interest rates that had resulted from
developments in the credit market.

July 27, 1960

Reduction in margin requirements.

Effective July 28, 1960, the supplements to Regulation T, Credit by
Brokers, Dealers, and Members of National Securities Exchanges, and
Regulation U, Loans by Banks for the Purpose of Purchasing or Carrying
Registered Stocks, were amended to reduce the margin requirements from
90 per cent to 70 per cent, these requirements to be applicable both to
purchases of securities and to short sales.

Votes for this action: Messrs. Martin, Balderston, and
Shepardson. Votes against this action: Messrs. Mills and
Robertson.
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The amount of stock market credit outstanding had followed
a generally declining trend since mid-1959, when more stringent
limitations were placed on withdrawals from restricted accounts.
This decline had brought the volume of credit outstanding back
to the levels prevailing in mid-1958 when margin requirements
were raised to 70 per cent.

Experience following earlier reductions in margin require-
ments indicated that such reductions were not likely to stimulate
pronounced speculative activity under economic conditions such
as prevailed at this time. Since early June, moreover, stock prices
had been declining and trading had been in moderate volume.
The pattern of price movements—in which declines were sub-
stantial for issues in industries which normally experience wide
cyclical fluctuations in earnings—suggested that moderate relax-
ation of margin requirements would not, under current economic
conditions, encourage the excessive use of credit in the stock
market.

In these circumstances, the Board concluded that a 90 per
cent margin requirement was no longer necessary or justified.

Governor Mills dissented from this action because in his view
the character of transaction being handled in the stock market
indicated that unsophisticated investors were using credit to par-
ticipate in market trading at a time of receding business activity
which, when reflected in the values of securities traded for their
accounts, could expose them to speculative losses. According to
his interpretation, the statute giving the Board of Governors re-
sponsibility to prevent "the excessive use of credit for the pur-
chase or carrying of securities" extends to the duty of potentially
limiting access to market trading through the use of credit by
individuals unfamiliar with the risks involved in such practices.

Governor Robertson dissented from this action because in his
view it indicated undue emphasis upon stock market prices rather
than credit in that market. Furthermore, he felt that such action,
if taken, should be accompanied by repeal of the regulatory
provisions affording preferential treatment to existing users of
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margin accounts as against those seeking new credit with which
to invest or speculate in the stock market.

August 8, 1960
Amendments to Regulation D, Reserves of Member Banks.

Effective August 25, 1960, the supplement to Regulation D was
amended to permit member banks not classified as central reserve city
or reserve city banks to count currency and coin in excess of IVz per
cent (rather than 4 per cent) of net demand deposits as part of their
required reserves, and effective September 1, 1960, the supplement was
amended to permit central reserve city and reserve city banks similarly to
count currency and coin in excess of 1 per cent (rather than 2 per cent)
of their net demand deposits.

Votes for this action: Messrs. Balderston, Szymczak, Mills,
Robertson, Shepardson, and King. Votes against this action:
none.

Effective September 1, 1960, the reserve requirement of central reserve
city banks against their net demand deposits was reduced from 18 per
cent to 11 VL per cent.

Votes for this action: Messrs. Balderston, Szymczak, Mills,
and King. Votes against this action: Messrs. Robertson and
Shepardson.

These actions were taken in further implementation of an Act
of Congress approved July 28, 1959, relating to vault cash and
reserve requirements.

The reduction of the reserve requirement of central reserve
city banks was a first step in recognition of a provision of the
1959 Act which terminated the central reserve city classification
three years after the date of enactment of the statute. Thus, by
no later than such date, the differential between the reserve re-
quirements applicable to central reserve and reserve city banks
would be eliminated. Since the requirement for reserve city
banks was currently 16^ per cent, the Board's action reduced
the differential from W2 to 1 percentage point.

The action authorizing member banks to count an additional
portion of their vault cash in meeting reserve requirements was
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the second action taken by the Board in that area pursuant to the
permissive provision of the 1959 Act that "the Board of Gov-
ernors, under such regulations as it may prescribe, may permit
member banks to count all or part of their currency and coin . . . "
as required reserves. The first action by the Board under that
provision of the statute had been taken on November 30, 1959,
effective in December of that year.

The Board's current action was expected to make available
about $600 million of additional reserves for expanding bank
credit as the economy entered the season of rising credit needs.
It was estimated that the total amount of reserves released by the
action on vault cash would be around $480 million, of which
somewhat more than half would be at country banks and almost
all of the remainder at reserve city banks. The balance of around
$120 million of reserves that would be made available for credit
expansion would result from the reduction in reserve require-
ments of central reserve city banks. About four-fifths of the
approximately 6,200 member banks would be placed in a posi-
tion to count a part of their vault cash in meeting required
reserves.

Although Governors Robertson and Shepardson favored ac-
tion, and announcement thereof at this time, with respect to the
release of additional vault cash to be counted as part of member
bank required reserves, they voted against reduction of the re-
serve requirement applicable to central reserve city banks because
of their view that such action should be deferred and considered
by the Board in relation to other steps that might be decided
upon incident to further implementation of the provisions of the
1959 Act of Congress, Public Law 86-114.

August 10, 1960
Amendment to Regulation J, Check Clearing and Collection.

Effective immediately, Regulation J was amended by inserting after
the first sentence of Section 6 a new sentence specifying that the rules
promulgated by each Federal Reserve Bank with regard to the details of
its operations in clearing and collecting checks and other cash items may,
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among other things, prescribe the types of checks and other items that
will be received as cash items, classify cash items, require separate sorts
and cash letters, and provide different closing times for the receipt of
different types or classes of cash items.

Votes for this action: Messrs. Balderston, Szymczak, Mills,
Robertson, Shepardson, and King. Votes against this action:
none.

An increasing volume of so-called "headache checks" was be-
ing received for collection by the Federal Reserve Banks, includ-
ing items such as "envelope drafts" which, for physical reasons
(such as thickness), are not adapted for processing on high-speed
document-handling equipment. As long as they constitute
"checks," such items are required by law to be collected by the
Reserve Banks. However, the law does not preclude the Reserve
Banks from handling the items as noncash rather than cash items
or from handling them as cash items subject to reasonable condi-
tions. After study within the System, it was concluded that
checks of this type should be handled as cash items but with the
reservation of the right to require separate sorts or earlier closing
times for the receipt of such items. While it was felt that such
conditions could be specified under the existing terms of Regula-
tion J, the Board decided that it would be desirable to amend the
Regulation in order to make it clear that the Reserve Banks
might not be able to avoid the need for prescribing special con-
ditions for handling "headache checks." The amendment also
made it clear that the statutory requirement that the Federal
Reserve Banks must collect "checks" for their member banks
does not prevent them from collecting checks as noncash items.

August 11, 1960

Reduction of rates on discounts and advances by Federal Reserve Banks.

Effective August 12, 1960, the Board approved action by the Boards
of Directors of the Federal Reserve Banks of New York, Cleveland,
Richmond, and Kansas City establishing a rate of 3 per cent (a decrease
from 3Vi per cent) on discounts for and advances to member banks under
Sections 13 and 13a of the Federal Reserve Act.
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Votes for this action: Messrs. Balderston, Szymczak, Mills,
Robertson, and Shepardson. Votes against this action: none.

Pursuant to the policy established by this action, the Board subse-
quently approved the same rate for the remaining Federal Reserve Banks
effective on the following dates:

Minneapolis
Atlanta
Philadelphia
Chicago
St. Louis
Boston
San Francisco
Dallas

August 15, 1960
August 16, 1960
August 19, 1960
August 19, 1960
August 19, 1960
August 23, 1960

September 2, 1960
September 9, 1960

Effective the same dates, the Board approved for the respective Fed-
eral Reserve Banks a rate oi2>Vi per cent on advances to member banks
under Section 10(b) of the Federal Reserve Act. In addition, the Board
approved changes at some of the Banks in rates on advances to indi-
viduals, partnerships, and corporations under the last paragraph of
Section 13 of the Act.

The period of about two months since the reduction of the dis-
count rates of the Federal Reserve Banks from 4 per cent to 3V4
per cent had been marked by continuation of economic activity
at a high level. However, there were sizable amounts of un-
utilized plant capacity and labor, and the economy was not
exhibiting any significant upward thrust. Inflationary psychology
had greatly diminished, and credit demands were not particularly
vigorous. Although the previous reduction of the discount rate
temporarily narrowed the differential between that rate and short-
term market rates, including the Treasury bill rate, further de-
clines in the latter rates had again resulted in the appearance of
a significant differential. This further reduction to 3 per cent
served to place the discount rate in better relationship to short-
term market rates and also to reduce the cost to member banks
of meeting temporary reserve deficiencies through borrowing
from the Federal Reserve.
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October 26, 1960
Amendments to Regulation D, Reserves of Member Banks.

Effective November 24, 1960, the supplement to Regulation D was
amended to permit member banks to count all of their currency and coin
as part of their required reserves; effective the same date, the supplement
was amended to increase the reserve requirement against net demand
deposits of banks not classified as central reserve or reserve city banks
from 11 per cent to 12 per cent; and effective December 1, 1960, the
supplement was amended to reduce the reserve requirement of central
reserve city banks against net demand deposits from 17^ per cent to
\&/i per cent.

Votes for this action: Messrs. Martin, Balderston, Szymczak,
Mills, Shepardson, and King. Vote against this action: Mr.
Robertson.

This was the third in a series of actions taken by the Board
over the course of a year in implementation of an Act of Con-
gress approved July 28, 1959, relating to vault cash and reserve
requirements.

It was estimated that the action would make available to the
System's member banks, numbering approximately 6,200, about
$1,300 million of additional reserves as the economy entered,
between Thanksgiving and Christmas, the peak season of rising
cash and credit needs. Of the $1,300 million total, it appeared
that $400 million would be released at central reserve city banks,
$380 million at reserve city banks, and $520 million at country
banks. The net amount of $520 million of additional reserves to
be made available to country banks reflected the release of $900
million of vault cash, partly offset by an increase of $380 million
in reserve requirements.

Before the 1959 Act, country banks, on average, were in the
position of having 14.5 per cent of their net demand deposits
immobilized in the form of reserve balances (which they are
required to keep with the respective Federal Reserve Banks)
and needed vault cash. In consequence of the 1959 legislation
and the series of actions taken by the Board in relation to it,
this amount for country banks was changed to a uniform 12 per
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cent, effective November 24, 1960. For reserve city banks, the
reduction was from an average of 18.2 per cent to a uniform
16.5 per cent. For central reserve city banks, the reduction was
from 18.7 per cent to 16.5 per cent, the latter figure taking into
account the decrease in the reserve requirement against their net
demand deposits effective December 1, 1960. This decrease
eliminated the differential between the reserve requirement of
central reserve and reserve city banks, in anticipation of the pro-
vision of the 1959 Act which terminated the central reserve city
classification three years from the date of enactment of that
legislation.

Governor Robertson voted against these amendments because,
in his opinion, it would have been preferable to postpone the
action, and announcement thereof, to a date closer to the time
when the bulk of the reserves thereby made available would be
needed, particularly in view of the imminent announcement of a
substantial Treasury refunding operation. Aside from the ques-
tion of timing, however, he felt that this action should not be
taken unless the Board also announced, effective January 15,
1961, an increase from two days to three days in the maximum
period of deferment provided in the time schedule for granting
of credit to member banks on checks collected through the Fed-
eral Reserve System. This would be a means of withdrawing in
January a portion of the reserves made available during Novem-
ber and December through the release of vault cash and other-
wise to meet seasonal and holiday needs. He felt that if the an-
nouncement of the Board's action on vault cash and reserve
requirements included the statement that a substantial portion of
the reserves thus made available was to be absorbed in January
by a lengthening of the deferment schedule, that not only would
tend to confirm that the action taken in releasing reserves was for
the purpose of meeting some of the seasonal needs (rather than
merely for the sake of reducing reserve requirements), but also
would avoid the necessity for absorbing excess reserves early in
the new year by open market operations, which in his judgment
would be an inferior procedure.
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BANK SUPERVISION BY THE FEDERAL RESERVE SYSTEM

Examination of Federal Reserve Banks. The Board's Division of
Examinations examined the 12 Federal Reserve Banks and their
24 branches during the year as required by Section 21 of the
Federal Reserve Act. In conjunction with their annual examina-
tion of the Federal Reserve Bank of New York, the Board's
examiners also made a detailed audit of the accounts and hold-
ings of the System Open Market Account maintained at that
Bank, and rendered a report thereon to the Federal Open
Market Committee. The techniques and procedures employed
by the Board's examiners were surveyed and appraised by a
private firm of certified public accountants during the course of
the examination of one of the Federal Reserve Banks.

As a supplement to its own examinations, and continuing a
longstanding practice, the Division of Examinations received
and reviewed the reports of audits made periodically during the
year by the internal auditing staffs of the respective Federal
Reserve Banks.

Examination of member banks. Although authorized to examine
all member banks, both State and national, as a matter of prac-
tice neither the Federal Reserve Banks nor the Board of Gov-
ernors examines national banks because the Comptroller of the
Currency is directly charged with that responsibility by law.
The Comptroller furnishes reports of examinations to the re-
spective Federal Reserve Banks and also makes them available
to the Board of Governors in Washington.

Likewise, because all member banks are insured, the Federal
Deposit Insurance Corporation is empowered to make examina-
tions of both national and State member banks in special cases.
Such examinations have been infrequent. The Comptroller of
the Currency and the Board of Governors make available to the
Federal Deposit Insurance Corporation their reports of examina-
tion of national and State member banks, respectively, and the
Corporation in turn makes its reports available to them. At the
request of the Comptroller of the Currency, the Board makes
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recommendations to his office concerning applications that he
receives for charters of national banks.

State member banks are subject to examinations made by
direction of the Board of Governors or of the Federal Reserve
Banks by examiners selected or approved by the Board of Gov-
ernors. The established policy is to conduct at least one regular
examination of each State member bank, including its trust de-
partment, during each calendar year, by examiners for the
Reserve Bank of the district in which the bank is situated, with
additional examinations if considered desirable.

Here again, in order to avoid duplication, wherever it is
practicable joint examinations are made in cooperation with the
State banking authorities or alternate examinations are made by
agreement with State authorities. The 1960 program for ex-
amining State member banks was practically completed, since
only 18 of the 1,644 banks were not examined during the year.

In its supervision of State member banks, the Board passes
upon applications to establish branches and upon investments
in bank premises that will exceed 100 per cent of the capital
stock of the member bank. Also, under Section 18(c) of the
Federal Deposit Insurance Act, as amended effective May 13,
1960, the Board must pass upon each merger, consolidation,
purchase of assets, or assumption of liabilities in which the
acquiring, assuming, or resulting bank is to be a State member
bank. Unless the Board finds that it must act immediately to
prevent the probable failure of one of the participating banks, it
must request reports from the Attorney General, the Comptroller
of the Currency, and Federal Deposit Insurance Corporation on
the competitive factors involved. The Board in turn responds to
requests by the Comptroller or the Corporation for reports on
the competitive factors involved in similar transactions in which
the acquiring, assuming, or resulting bank is to be a national
bank or insured State nonmember bank.

During the period May 13-December 31, 1960, the Board
approved 17 and disapproved three mergers, consolidations, pur-
chases of assets, or assumptions of liabilities. As required by
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Section 18 (c) of the Federal Deposit Insurance Act, as amended,
a description of each of the 17 cases approved by the Board,
together with other pertinent information, is shown in Table 21
on pages 134-49. A Board action in approving an application
does not necessarily mean that all members of the Board con-
curred in the decision or in the basis for approval stated in the
table.

Federal Reserve membership. At the end of 1960 member
banks accounted for 46 per cent of the number and held ap-
proximately 84 per cent of the deposits of all commercial banks
in the United States. State member banks accounted for 18 per
cent of the number, 31 per cent of the banking offices, and
about 65 per cent of the deposits of all State commercial banks.

The 6,174 member banks of the Federal Reserve System at
the end of 1960 included 4,530 national and 1,644 State mem-
ber banks. There were net declines of 12 and 47, respectively,
in these two categories during the year. These declines, contin-
uing the trend of recent years, were due largely to consolida-
tions and mergers. Reductions from other causes included 26
State banks that withdrew from membership and nine national
banks that converted into nonmember banks. The membership
losses were partly offset by 32 newly established national and
five newly established State member banks, the admission of seven
nonmember banks to membership, and the conversion of six
nonmember banks into national banks.

The total number of member bank offices increased as a re-
sult of both the conversion of merged banks into branches and
the establishment of de novo branches. At the end of the year,
member banks were operating 7,895 branches, 636 more than
at the close of 1959.

Detailed figures on changes in the banking structure for 1960
are shown in Table 19 on page 131.

Bank holding companies. During 1960, pursuant to Section 3 (a)
(2) of the Bank Holding Company Act of 1956, the Board
approved the acquisition by nine bank holding companies of
voting shares of 13 banks and denied an application by another
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holding company for such acquisition with respect to one bank.
Under Section 4(c)(6) of the Act, the Board, after hearings,
denied with respect to three subsidiaries and approved with
respect to another, the request by a bank holding company for
an order determining that these subsidiaries were so closely
related to the banking activities of its holding company system
as to be a proper incident thereto and as to make it unnecessary
for the prohibitions of Section 4 to apply in order to carry out
the purposes of the Act; such a request as to a proposed sub-
sidiary by another holding company was approved. As required
by the tax-relief provisions of the Act, during 1960 the Board
issued five certifications regarding asset distributions by holding
companies. To provide necessary current information, annual
reports for the year 1959 were obtained from all registered bank
holding companies.

During 1960, pursuant to the Banking Act of 1933, the
Board authorized the issuance of 13 voting permits for general
purposes and nine permits for limited purposes to holding com-
pany affiliates of member banks. In accordance with established
practice, a number of holding company affiliates were examined
during the year by examiners for the Federal Reserve Banks
in whose districts the principal offices of the holding companies
are located.

Section 301 of the Banking Act of 1935 provides that the
term "holding company affiliate" shall not include, except for
the purposes of Section 23A of the Federal Reserve Act, any
organization that is determined by the Board not to be engaged,
directly or indirectly, as a business in holding the stock of, or
managing or controlling, banks, banking associations, savings
banks, or trust companies. During the year the Board made such
determinations with respect to four organizations.

Trust powers of national banks. During 1960 the Board granted
to 33 national banks authority to exercise one or more trust
powers under the provisions of Section 11 (k) of the Federal
Reserve Act. This number includes the grant of additional
powers to three banks that previously had been granted certain
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trust powers. One national bank acquired additional trust
powers as a result of consolidation. Trust powers of 28 na-
tional banks were terminated, 27 by consolidation, merger, or
conversion, and one by voluntary surrender. At the end of 1960,
1,736 national banks held permits to exercise trust powers.

Foreign branches of member banks. At the end of 1960, eight
member banks had in active operation a total of 124 branches
in 33 foreign countries and overseas areas of the United States.
(These figures exclude 21 branches nationalized by the Cuban
government in 1960.) Three national banks were operating 93
of these branches, and five State member banks were operating
31. The branches were distributed geographically as follows:

Latin America 55
Argentina 15
Bahamas 2
Brazil 13
Chile 2
Colombia 4
Ecuador 1
Jamaica 1
Mexico 3
Panama 6
Paraguay 1
Peru 1
Uruguay 2
Venezuela 4

Continental Europe 6
Belgium 1
France 3
Germany 2

England 13

Africa 1
Nigeria 1

Near East 4
Egypt 1
Lebanon 2
Saudi Arabia 1

Far East 23
Hong Kong 1
India 2
Japan 10
Malaya 1
Okinawa 1
Philippines 5
Singapore 2
Thailand 1

U. S. Overseas Areas 22
Canal Zone 4
Guam 1
Puerto Rico 13
Virgin Islands 4

Total 124

Under the provisions of Section 25 of the Federal Reserve
Act, the Board during 1960 approved 16 applications made by
member banks for permission to establish branches in foreign
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countries and overseas areas of the United States. During the
year three member banks opened branches in London; another
a branch in Campinas, Brazil; and another a branch in Nassau,
Bahamas. One opened branches in Naha, Okinawa; Buenos
Aires, Argentina; and Lagos, Nigeria. Another opened branches
in Guayaquil, Ecuador; Kingston, Jamaica; Lomas de Zamora
and Mendoza, Argentina; and Frankfurt am Main, Germany.
Eight of these branches had been authorized by the Board
prior to 1960.

Acceptance powers of member banks. During the year the Board
approved an application of one member bank, pursuant to the
provisions of Section 13 of the Federal Reserve Act, for in-
creased acceptance powers. It granted the bank permission to
accept commercial drafts or bills of exchange to an amount not
exceeding at any time, in the aggregate, 100 per cent of its paid-
up and unimpaired capital stock and surplus.

Foreign banking and financing corporations. In 1960 one cor-
poration was organized under State law and opened for busi-
ness to operate under agreement with the Board pursuant to
Section 25 of the Federal Reserve Act relating to investment by
member banks in the stock of corporations engaged principally
in international or foreign banking. A national member bank in
the Virgin Islands with one branch, upon acquisition by a State
member bank in Philadelphia, began operating as an "agree-
ment" corporation. At the end of 1960 there were five "agree-
ment" corporations in operation.

During the year examiners for the Board examined the four
"agreement" corporations with head offices in New York. Two
of these four each have an English fiduciary affiliate. Another
operates three agencies at the New York International Airport,
has a branch in England, and owns the stock of two banks organ-
ized under the laws of, and operating in, Liberia and the Union
of South Africa, respectively. The fourth owns the stock of
another bank organized under the laws of, and operating in, the
Union of South Africa.

During 1960, under the provisions of Section 25 (a) of the
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Federal Reserve Act, the Board issued final permits to five cor-
porations to engage in international or foreign banking or other
international or foreign financial operations. Another corpora-
tion, following the sale of its assets to a foreign corporation, was
liquidated during the year. At the end of 1960 there were 10
corporations in active operation under that Section; four are
"banking corporations," and six are "financing corporations."
The home offices of eight of these corporations are located in
New York City, while those of the other two are in Boston and
Philadelphia. Examiners for the Board of Governors examined
all but one during the year.

Six of these corporations have no subsidiaries or foreign
branches. One has a Canadian subsidiary, a branch in France,
and an English fiduciary affiliate that has a branch in Canada.
Two have subsidiaries organized under the laws of Panama. And
one operates branches in France, Germany, Guatemala, Hong
Kong, Lebanon, Malaya, and Singapore; it also has an agency
in Guatemala, and it owns substantially all of the stock of a
bank organized under the laws of, and operating in, Italy.

Inter-Agency Bank Examination School. Two sessions of the
School for Examiners and four sessions of the School for As-
sistant Examiners were held in 1960. The Inter-Agency Bank
Examination School is conducted in Washington by the Board
of Governors of the Federal Reserve System, the Federal Deposit
Insurance Corporation, and the Office of the Comptroller of the
Currency. Since the establishment of the School in 1952, 1,495
men have attended the various sessions. This number includes
representatives of the three Federal bank supervisory agencies;
another Federal agency; the State Banking Departments of Cali-
fornia, Connecticut, Indiana, Louisiana, Maine, Michigan,
Mississippi, Montana, Nebraska, New Hampshire, New Jersey,
New Mexico, New York, North Dakota, Ohio, Oklahoma,
Oregon, Pennsylvania, and Virginia; the Treasury Department
of the Commonwealth of Puerto Rico; and two foreign coun-
tries.
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LEGISLATION ENACTED

Mergers and consolidations of insured banks. The Act of Congress
approved May 13, 1960 (12U.S.C. 1828 (c)) amended Section
18 (c) of the Federal Deposit Insurance Act with respect to the
merger or consolidation of insured banks so as to provide that no
insured bank shall merge or consolidate with any other insured
bank, or directly or indirectly acquire the assets of or assume
liability for deposits in any other insured bank unless prior writ-
ten approval shall have been obtained from the Comptroller of
the Currency where the resulting bank is a national bank, the
Board of Governors of the Federal Reserve System where the
resulting bank is a State member bank, or the Federal Deposit
Insurance Corporation where the resulting bank is an insured
nonmember bank. Unless it determines that immediate action is
necessary to prevent the probable failure of one of the banks
involved, the appropriate approving authority shall, prior to de-
ciding upon the application, request the Attorney General and
the other approving agencies to submit reports on the competi-
tive factors involved in the proposed action. Such reports shall
be furnished within 30 calendar days, unless the requesting
agency advises that expeditious action is required, in which case
the reports will be furnished within 10 calendar days. During a
like period, notice of the proposed action shall be published at
intervals in a local newspaper.

In acting upon an application, the appropriate agency is to
consider as to each bank involved (1) its financial history and
condition; (2) the adequacy of its capital structure; (3) its future
earnings prospects; (4) the general character of its management;
(5) the convenience and needs of the community; and (6)
whether or not its corporate powers are consistent with the pur-
poses of the Act. The appropriate agency shall also take into
consideration the effect of the transaction on competition, and
shall not approve the transaction unless it finds that the trans-
action will be in the public interest. Each approving agency is
required to include in its Annual Report to Congress a description
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of each case approved, including the names and total resources
of each bank involved, whether the Attorney General submitted
a report and, if so, what the substance of the report was and the
basis upon which approval was granted.

Power of a subsidiary bank to invest in small business investment
company. The Act of Congress approved June 11, 1960 (15
U.S.C. 682(b)) amended Section 302(b) of the Small Business
Investment Act so as to allow a bank that is a subsidiary of a
bank holding company to invest up to 1 per cent of its capital
and surplus in any small business investment company even
though the small business investment company is a subsidiary of
the same bank holding company. This had been prohibited by
Section 6 ( a ) ( l ) of the Bank Holding Company Act of 1956.

Uniform basis for reporting deposits. The Act of Congress ap-
proved July 14, 1960 (12 U.S.C. 1813(1), among other things,
provided a uniform method of reporting deposits for purposes of
deposit insurance assessment and condition reports of all insured
banks, and of reserve requirements of member banks of the Fed-
eral Reserve System.

Extension of Defense Production Act of 1950. By Act of Congress
approved June 30, 1960 (50 U.S.C. app. 2166), the Defense
Production Act of 1950 (Section 301 of which is the basis for
guarantees of loans for defense production) was extended until
June 30, 1962.

Federal Reserve Banks as depositories or fiscal agents for the Inter-
national Development Fund. The Act of Congress approved June 30,
1960 (Public Law 86-565) authorized any Federal Reserve
Bank to act as depository or fiscal agent for the International
Development Fund.

Extension of authority of Federal Reserve Banks to purchase Govern-
ment obligations. By Act of Congress approved July 1, 1960
(12 U.S.C. 355) the authority of Federal Reserve Banks
under Section 14(b) of the Federal Reserve Act to purchase and
sell direct or fully guaranteed obligations of the United States
directly from or to the United States was extended until June 30,
1962.
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Federal Reserve Banks subject to Federal unemployment compensation
tax. The Act of Congress approved September 1.3, I960 (Public
Law 86-778) amended Section 3306(c)(6) of the Internal
Revenue Code of 1954 in such a manner as to make the Federal
Reserve Banks subject to Federal unemployment compensation
tax (26 U.S.C. 3301 et seq.) with respect to remuneration
paid after 1961 for services performed after 1961.

PROPOSED AMENDMENTS TO THE BANK
HOLDING COMPANY ACT

The Board is required by Section 5(d) of the Bank Holding
Company Act of 1956 (12 U.S.C. 1844) to include in its
Annual Report to Congress any recommendations for changes
in that Act that the Board thinks would be desirable. In a
special report submitted to Congress on May 7, 1958 (published
in the Federal Reserve Bulletin for July 1958), the Board
recommended a number of amendments to the Bank Holding
Company Act designed to improve its effectiveness, facilitate its
administration, and clarify ambiguities. The Board believes that
the suggested amendments (with the exception of the proposal
discussed in the next two paragraphs) merit early congressional
consideration and legislative action.

Under present law, a bank in a holding company system may
expand by absorbing another bank without obtaining the prior
approval of the Board of Governors under the Bank Holding
Company Act. In its May 7, 1958 Report, the Board expressed
the view that effectuation of the purposes of the Act required
that a holding company bank's absorption of an independent
bank, by merger or otherwise, should be subject to the provisions
of the Act.

On May 13, 1960, Section 18(c) of the Federal Deposit In-
surance Act (12 U.S.C. 1828) was amended to provide that, in
practically all cases, bank mergers and absorptions must have the
prior approval of one of the Federal bank supervisory agencies
and that those agencies must take into consideration factors that
are substantially similar to those enumerated in the Bank Holding
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Company Act. In view of the provisions of this so-called Bank
Merger Act, the Board believes that extending the coverage of
the Holding Company Act to comprise bank mergers involving
holding company banks would produce an unjustified duplica-
tion of supervision. Accordingly, the Board withdraws its recom-
mendation (Recommendation 15 of the May 7, 1958 Report)
that the Holding Company Act be amended in this respect.

The Board particularly emphasizes the desirability of prompt
amendment of the Holding Company Act in three respects:

(1) The Act now exempts from its provisions a company that
was registered under the Investment Company Act of 1940
before May 15, 1955, and certain of its related corporations. As
pointed out in Recommendation 7 of the May 7, 1958 Report,
this exemption has no logical basis. The exemption has been
actively utilized to expand a bank holding company system, free
from regulatory control, in a manner inconsistent with the basic
principles of the Bank Holding Company Act. The Board urges
prompt amendment of the Act to eliminate this unwarranted
exemption.

(2) In administering the Bank Holding Company Act the
Board has confirmed its view (explained in Recommendation 23
of the May 7, 1958 Report) that Section 6 of the Act should be
repealed or, at least, amended. That provision, broadly speaking,
prohibits intrasystem investments and extensions of credit by
banks in holding company systems. This constitutes a severe
and, in the Board's judgment, an unnecessary restriction upon
the operations of banks controlled by holding companies, and
therefore should be repealed or amended as soon as possible.

(3) Prior to enactment of the Bank Holding Company Act of
1956, Federal regulation in this field consisted principally of pro-
visions of the Banking Act of 1933 relating to "holding company
affiliates." As pointed out in Recommendation 25 of the May 7,
1958 Report, the effectiveness of the laws relating to holding
company affiliates is open to question and it is doubtful whether,
in view of the enactment of the Bank Holding Company Act,
these laws are sufficiently useful to justify their retention. Their
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motion to dismiss the bank's complaint was filed on the Board's
behalf. It was anticipated that these and other related motions
would be argued early in 1961.

A petition filed in September 1959 in the U. S. Court of
Appeals for the Eighth Circuit seeking review of an order
of the Board of Governors denying an application of First Bank
Stock Corporation under Section 4(c) (6) of the Bank Holding
Company Act of 1956 was dismissed by entry of judgment by
that Court on March 16, 1960.

RESERVE BANK OPERATIONS

Loan guarantees for defense production. Incident to the Defense
Production Act of 1950, the Departments of the Army, Navy,
Air Force, Commerce, Interior, and Agriculture, the General
Services Administration, the National Aeronautics and Space
Administration, and the Atomic Energy Commission are author-
ized to guarantee loans made by commercial banks and other
private financing institutions in connection with defense con-
tracts. The Federal Reserve Banks act as fiscal agents of the
guaranteeing agencies under Regulation V.

During 1960 the guaranteeing agencies authorized the is-
suance of 11 guarantee agreements covering loans totaling $102
million. Guaranteed loan authorizations outstanding on De-
cember 31, 1960, totaled $340 million, of which $280 million
represented outstanding loans and $60 million additional credit
available to borrowers. Of total loans outstanding, 68 per cent
on the average was guaranteed. During the year approximately
$716 million was disbursed on guaranteed loans, most of which
are revolving credits.

Authority for the V-loan program, unless extended, will termi-
nate on June 30, 1962.

Volume of operations. Table 10 on page 123 shows the volume
of operations in the principal departments of the Federal Re-
serve Banks for 1957-60. Changes from 1959 were mixed,
with some activities decreasing and others increasing. Discounts
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elimination would remove the confusion and the administrative
burden that result from the existence of two sets of laws that re-
late to the same general subject but are based on different
definitions of what constitutes a holding company. Consequently,
it would be desirable promptly to repeal the "holding company
affiliate" laws and to amend the "affiliate" laws along the lines
discussed in detail in the 1958 Report.

LITIGATION

In April 1960 the U. S. Court of Appeals for the District of
Columbia Circuit, in reversing a judgment rendered in the
Board's favor by the U. S. District Court (Annual Report for
1959, p. 94), held in substance that Old Kent Bank and Trust
Company, Grand Rapids, Michigan, did not "establish any new
branch" when it retained branches of another bank acquired by
merger. Accordingly, the Court held that the Board had no
authority to pass upon such retention. The Court of Appeals
denied a petition for rehearing filed on the Board's behalf, and
on December 12 an order consistent with the opinion of the
Court of Appeals was entered in the District Court.

A suit filed by Wachovia Bank and Trust Company, Winston-
Salem, North Carolina, in 1959, involving the same issues as in
the Old Kent Bank case, was, at the Board's initiative and by
agreement of the parties, dismissed on February 9, 1961, in
accordance with the opinion of the Court of Appeals in the
Old Kent Bank case.

On July 18, 1960, the Board issued an order following the
administrative proceeding regarding capital adequacy instituted
by the Board with respect to The Continental Bank and Trust
Company, Salt Lake City, Utah (Annual Report for 1959, p.
95). The bank was ordered to increase its capital in a stated
amount within six months of the Board's order. On September
19, 1960, the bank filed suit in the U. S. District Court for the
District of Columbia for declaratory judgment, injunction, and
other relief. On December 2, 1960, the bank filed a motion for
summary judgment in the matter. On December 15, 1960, a
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and advances declined sharply from the previous year and postal
money orders continued their downward trend.

The number of pieces of paper currency received and counted
and the aggregate dollar value thereof established new highs
during 1960. Coin received and counted also increased in
aggregate dollar value but declined substantially in number, re-
flecting a shortage of coin. Conversely, an increase in the num-
ber of issues, redemptions, and exchanges of Government
securities was accompanied by a considerable drop in value.

Checks handled (other than Government and postal money
orders) continued their upward trend, establishing a record
peak. As part of a program designed to enable the Reserve
Banks to cope more efficiently with the ever increasing volume
of checks, pilot systems of new electronic check handling equip-
ment were installed at the Federal Reserve Banks of New York
and Chicago near the end of 1960, and similar installations will
be made by the Federal Reserve Banks of Boston, Philadelphia,
and San Francisco early in 1961. These pilot installations will
test the operational suitability and economic feasibility of the
equipment to meet the varied requirements of check collection
procedures in different Federal Reserve offices.

These installations mark the culmination of several years'
negotiations with the companies that submitted proposals to
supply equipment. Each of the five pilot installations will use
equipment manufactured by a different company. The electronic
procedures are based on the use of Magnetic Ink Character
Recognition (MICR), a common language system of characters
developed by the American Bankers Association in cooperation
with equipment manufacturers and check printers.

Earnings and expenses. Current earnings, current expenses, and
the distribution of net earnings of each Federal Reserve Bank
during 1960 are shown in detail in Table 6 on pages 118-19, and
a condensed historical statement is shown in Table 7 on pages
120-21. The following table summarizes the earnings and ex-
penses and the distribution of net earnings for 1960 and 1959.
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EARNINGS, EXPENSES, AND DISTRIBUTION OF NET EARNINGS
OF FEDERAL RESERVE BANKS, 1960 AND 1959

[In thousands of dollars]

Item 1960 1959

Current earnings

Current expenses

Current net earnings

Net additions to current net earnings1

Net earnings before payments to U.S. Treasury

Dividends paid
Paid U.S. Treasury (interest on F.R. notes)
Transferred to surplus

1,103,385
153,882

886,226
144,703

949,503

13,875

963,378

23,949
896,816

741,523

98,248

839,771

22,722
910,650

42,613 -93,601

i Includes net profits on sales of U.S. Government securities of $2,429,000 in 1960
and $190,000 in 1959; and transfers from reserves for contingencies of $11 million
in 1960 (reserves for registered mail losses) and $98 million in 1959.

Current earnings of $1,103 million in 1960 were 25 per cent
more than in 1959, reflecting mainly a higher average rate of
interest on U. S. Government securities. Current expenses of
$154 million were about 6 per cent above 1959. Current net
earnings amounted to $950 million, an increase of 28 per cent
from 1959.

After allowing for net additions of $14 million to current net
earnings, resulting largely from the discontinuance of the re-
serves for registered mail losses, net earnings before dividends
and before payments to the U. S. Treasury amounted to $963
million.

Statutory dividends to member banks amounted to $24 mil-
lion, about $1 million more than in 1959. This expansion re-
flected an increase in the capital and surplus of member banks
and a consequent increase in the paid-in capital of the Federal
Reserve Banks.

Payments to the U. S. Treasury as interest on Federal Re-
serve notes amounted to $897 million. The remaining $43
million of net earnings was added to the surplus accounts in
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order to bring the surplus of the Reserve Banks up to the level
of their subscribed capital.

Expenses of the Federal Reserve Banks include costs of
$29,220.68 for a series of 26 regional meetings in connection
with the Treasury Department Savings Bond program.

Holdings of loans and securities. Average daily holdings of loans
and securities during 1960 amounted to $26,847 million, $189
million less than during 1959. Holdings of discounts and ad-
vances decreased $373 million, and holdings of U. S. Govern-
ment securities increased $178 million. The average interest
rate on discounts and advances was 3.80 per cent in 1960 com-
pared with 3.42 per cent in 1959; the higher rate in 1960 re-
flected heavier borrowings during the first part of the year when
discount rates were higher than they were later in the year. The
average rate of interest earned on Government securities rose
from 3.27 to 4.11 per cent. The table below shows holdings,
earnings, and average interest rates on loans and securities held
by the Federal Reserve Banks during the past three years.

RESERVE BANK EARNINGS ON LOANS AND SECURITIES, 1958-60
[Dollar amounts in thousands]

Item and year Totali
Discounts

and
advances

Accept-
ances

U.S.
Government

securities

Average daily holdings2

1958 ,
1959
1960

Earnings:
1958
1959
1960

Average rate of interest
(percent):

1958
1959
1960

$24,982,770
27,035,989
26,846,881

741,763
885,831

1,102,786

2.97
3.28
4.11

$295,250
810,981
437,627

6,745
27,728
16,634

2.28
3.42
3.80

$38,904
32,246
38,511

806
1,075
1,385

2.07
3.34
3.60

$24,648,616
26,192,762
26,370,743

734,212
857,028

1,084,767

2.98
3.27
4.11

1 Excludes industrial loans, the authority for which expired Aug. 21,1959.
2 Based on holdings at opening of business.
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Foreign and international accounts. Gold and dollar assets held
for foreign account at the Federal Reserve Banks increased
$3,249 million in 1960. At the end of the year holdings
amounted to $16,673 million, consisting of $9,975 million of
earmarked gold (an increase of $1,943 million during the
year), $5,726 million of U. S. Government securities, largely
Treasury bills, (+ $1,249 million), $217 million in dollar de-
posits (— $128 million), $230 million of bankers' acceptances
purchased through Federal Reserve Banks (+ $148 million),
and $525 million of miscellaneous assets (+ $37 million). The
latter item includes mainly dollar bonds issued by foreign coun-
tries and international institutions.

Gold and dollar assets held for international institutions (In-
ter-American Development Bank, International Development
Association, International Bank for Reconstruction and De-
velopment, International Finance Corporation, and the Inter-
national Monetary Fund) increased $1,108 million to $7,039
million. The increase reflected principally repayments to the
Monetary Fund and payments of the gold portions of increased
subscriptions. The accounts of the Inter-American Development
Bank and the International Development Association were
opened in 1960.

Accounts were opened also for the central banks of Morocco,
Nigeria, Ruandi-Urundi, and Sudan.

Gold collateral loans of $5 million outstanding at the be-
ginning of 1960 were repaid in January and February. New
arrangements, including a stand-by commitment, amounted to
$152 million, of which $8 million was outstanding at the end
of the year. Loans on gold are made to foreign monetary au-
thorities to help them meet dollar requirements of a clearly
temporary nature.

The Federal Reserve Bank of New York continued to act as
depositary and fiscal agent for the international institutions men-
tioned above. As fiscal agent of the United States, the Bank
continued to operate the United States Exchange Stabilization
Fund pursuant to authorization and instructions of the Treasury
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Department. Also on behalf of the Treasury Department it
continued to administer foreign assets control regulations per-
taining to assets in the United States of, and transactions with,
Communist China and North Korea and their nationals.

Bank premises. During the year the Board authorized the con-
struction of an addition to, and alteration of, the Oklahoma
City Branch building, and enlargement of the Federal Reserve
Bank building garage in Atlanta.

BOARD OF GOVERNORS—INCOME AND EXPENSES

The accounts of the Board for the year 1960 were audited by
the public accounting firm of Price Waterhouse & Co., whose cer-
tificate follows:

To the Board of Governors
of the Federal Reserve System

In our opinion the accompanying financial statements present fairly the
assets, liabilities and fund balances of the operating fund and the property
and equipment fund of the Board of Governors of the Federal Reserve
System as at December 31, 1960, and the related assessments and expendi-
tures for the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent with that of the pre-
ceding year. Our examination of the financial statements was made in
accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing
procedures as we considered necessary.

Price Waterhouse & Co.

Washington, D. C.
February 6, 1961
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ASSETS, LIABILITIES AND FUND BALANCES — DECEMBER 31, 1960

ASSETS

Cash, exclusive of $194,431 representing withheld taxes $ 922,657
Miscellaneous receivables and travel advances 20,668
Stockroom and cafeteria inventories, at cost 18,022

Total assets of operating fund 961,347

Property and equipment, at cost:
Land and improvements 792,852
Building 3,966,501
Furniture and equipment 632,284

Total assets of property and equipment fund 5,391,637

Total assets 6,352,984

LIABILITIES AND FUND BALANCES

Accounts payable and accrued expense $ 358,076

Fund balances:
Operating fund —

Balance December 31, 1959 $ 595,911
Excess of assessments over expenditures for the year. 7,360 603,271

Property and equipment fund —
Balance December 31, 1959 5,339,621
Expenditures for additions 72,293
Excess of cost of assets disposed of over trade-in

allowances (20,277) 5,391,637

Total liabilities and fund balances 6,352,984
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ASSESSMENTS AND EXPENDITURES

YEAR ENDED DECEMBER 31, 1960

ASSESSMENTS LEVIED ON FEDERAL RESERVE BANKS:
For Board expenses and additions to property and equipment $ 6,533,700
For expenditures made on behalf of the Federal Reserve Banks 6,213,276

Total assessments 12,746,976

EXPENDITURES:
For printing, issue and redemption of Federal Reserve Notes,

paid on behalf of the Federal Reserve Banks 6,213,276

For expenses of the Board:
Salaries $4,178,782
Retirement and insurance contributions 599,136
Traveling expenses 280,156
Professional and contractual services:

Economic surveys 424,189
Legal, consultant and audit fees 71,265
Other 32,367

Printing and binding, net 219,588
Telephone and telegraph 98,319
Postage and expressage 75,100
Equipment and other rentals 148,835
Operation of cafeteria, net 53,072
Heat, light and power 53,597
Stationery and office and other supplies 53,250
Repairs, maintenance and alterations 121,192
Books and subscriptions 19,939
Insurance 4,161
Miscellaneous, net 22,047 6,454,995

For property and equipment 71,345

Total expenditures 12,739,616

EXCESS OF ASSESSMENTS OVER EXPENDITURES FOR THE YEAR. 7,360

The Board's expenses for 1960 include the following special
items: (1) an expenditure of $214,162 incurred in connection
with the continuation of the Small Business Financing Study
initiated in 1957; (2) an expenditure of $135,028 for Quarterly
Surveys of Consumer Buying Intentions; and (3) an expenditure
of $53,584 incident to Civil and Defense Mobilization.
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Annual Report of The Board of Governors
of The Federal Reserve System

•

T]CONOMIC ACTIVITY expanded vigorously in 1961 as the
•C United States recovered from a short and moderate reces-
sion. At the year-end both gross national product and industrial
production were at record levels, significantly above the highs
of the preceding cycle.

Several factors contributed to the shortness and mildness of
the recession. Among them were the following:

PERSONAL INCOME declined little. Increases in unem-
ployment compensation and in similar types of pay-
ments benefits nearly offset the decline in labor income.
CONSUMER SPENDING also declined little. Although
people bought fewer houses, cars, and other durable
goods, they maintained their buying of nondurable
goods and continued to increase their outlays for
services.
BUSINESS OUTLAYS did not decline sharply. Spending
for inventories showed a substantial decline, but out-
lays for fixed capital were curtailed only moderately.
EXPORTS of goods and services rose further, while
imports declined.
INCREASED PURCHASES by all levels of government
provided a significant offset to reduced spending in
the private sector.

Recovery in economic activity began in the early part of
1961, with nonfarm employment and industrial production turn-
ing up in March. The recovery was sharp through summer, but
the rate of expansion slackened somewhat after that.
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As the year progressed, it became evident that the recovery
had a broad base, for consumers, businesses, and governments
were all increasing their purchases:

BUSINESSES STOPPED REDUCING their inventories by
early spring and thereafter increased them moderately.
AROUND MIDYEAR, businesses began to increase their
outlays for plant and equipment; this was earlier than
usual in a recovery period.

CONSUMERS ALSO INCREASED their buying, with pur-
chases of goods up appreciably in the final quarter.
A BIGGER DEFENSE PROGRAM led to increased Federal
Government purchases. State and local government
purchases continued to rise, as they have almost with-
out interruption since World War II.
FOREIGN DEMANDS for U.S. goods continued fairly
strong throughout 1961. As economic activity ex-
panded here, however, imports rose from their reduced
recession level. The trade surplus in the second half
of the year was smaller than in the first half, and the
deficit in the U.S. balance of payments again in-
creased.

With the increase in demand during 1961, nonfarm employ-
ment at the year-end was up considerably from its cyclical low.
In December the civilian labor force was little changed from a
year earlier, although in the early months of 1961 it had shown
unusually large year-over-year increases. The unemployment rate
continued high until late in 1961, when it declined.

Recovery in output was not accompanied by higher prices.
The total index for wholesale prices declined slightly, and so
did prices of industrial commodities. Consumer prices rose a
little, but the rise was smaller than in 1959 or 1960. Upward
price pressures were minimal as gains in output per manhour
were large and as substantial amounts of unutilized industrial
capacity and manpower were available to meet: expanding de-
mands.
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A large increase in the volume of funds flowing through credit
and capital markets and substantial growth in liquid assets held
by the public facilitated the rise in economic activity to new
records in 1961:

DOMINATING THE DEMAND SIDE were the need of
the Federal Government for funds for increased
expenditures and the large private demand for long-
term financing.

DEMANDS for mortgage money and for credit by State
and local governments were substantial. Foreign bor-
rowing from U.S. banks was larger than in 1960.

O N THE SUPPLY SIDE, commercial banks provided a
larger volume of credit than in most recent years.
To make this possible, the Federal Reserve continued
to follow a policy of making an abundant supply of
reserves available to banks.

CONSUMER SAVING in financial form increased. Most
of these savings flowed into the capital markets
through financial institutions. Increases in time de-
posits at banks and in savings and loan shares were
large. Additions to demand deposits were moderate
during the year as a whole but accelerated greatly in
the later months.

With funds in ample supply, enlarged credit demands were
satisfied without much change in interest rates. Rates moved
within a relatively narrow range, well above the low levels
reached in 1958 and below the highs of late 1959:

LONG-TERM RATES, after declining early in the year,
increased only moderately in the subsequent recovery.

SHORT-TERM RATES fluctuated without showing sus-
tained upward or downward tendencies throughout
most of the year. Toward the year-end they rose
somewhat.
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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY
ACTIONS, 1961

Period Action Purpose of action

January Limited net sales of U.S.
Government securities from
Federal Reserve portfolio to
about $500 million. Member
bank borrowing at Reserve
Banks averaged only $50
million.

February- Bought substantial amounts
August 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
holdings of Governments in-
creased about $700 million.
Member bank borrowings
averaged $75 million.

September- Bought or sold at different
December 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.

December Raised, effective Jan. 1,1962,
maximum interest rates pay-
able by member banks on
any savings deposit from 3 to
3*/i 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 3Vi 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
balance of payments prob-
lem.
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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MONETARY POLICY

The Federal Reserve continued through 1961 to follow a
policy of supplying reserves to permit substantial bank credit and
monetary expansion. It did this to encourage recovery from
recession and to facilitate economic growth in a period character-
ized by an absence of inflationary price pressures, by under-
utilization of manpower and other resources, and by negligible
use of bank credit for speculative purposes. While taking steps
to encourage domestic expansion, the Federal Reserve also took
into account the unsatisfactory state of the international balance
of payments.

Policy actions. During 1961 the total required reserves of Fed-
eral Reserve member banks increased about $1 billion, or 5 per
cent. The System supplied reserves through purchases of U.S.
Government securities, holdings of which were $1.5 billion larger
at the end of 1961 than a year earlier. These purchases, along
with other factors supplying reserves, offset the effects on reserves
of a gold outflow and of an increase in currency in circulation
outside banks and the Treasury, amounting to about $850 million
each between the two year-end dates.

With reserve funds readily available from these sources, mem-
ber banks had little need to borrow at the Reserve Banks. The
rates charged by Federal Reserve Banks for such borrowing
remained at 3 per cent. The Federal funds rate—the interest
rate on excess reserve balances lent by member banks—generally
remained appreciably below the discount rate. The rate on
Treasury bills, which banks also use to adjust reserve positions
and which they acquired in large amounts in 1961, moved
generally within the range of 2.25 to 2.65 per cent for 3-month
bills, with the higher level reached late in the year.

Margin requirements on credit used for purchasing or carry-
ing stock market securities were maintained during 1961 at the
70 per cent level to which they were lowered in July 1960.
Stock market credit outstanding increased $1.2 billion to $5.6
billion during the year. Most of this occurred in the first 5
months, but there were renewed increases toward the year-end.
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During 1961 the Federal Reserve continued to supply bank
reserves for credit and monetary expansion in such a way as to
minimize downward pressures on short-term interest rates. This
was done to help prevent development of a wider differential
between short-term rates in domestic and foreign money markets.

MiMt iK SAN* RESERVES increase lit 1961

v̂

•*N****w TOTAL RESERVES,
_ ADJUSTED ~y
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REQUIRED RESERVES,
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and BORROWINGS stay near minimum levels

BORROWINGS

NOTE.—Monthly averages of daily figures. Required reserves adjusted are
reserves supporting private deposits derived by applying current reserve
requirement ratios to seasonally adjusted figures for member bank demand
deposits adjusted, net interbank demand deposits, and time deposits. Total
reserves adjusted equal adjusted required reserves plus actual excess reserves.
Reserves required against U. S. Government deposits are excluded. Borrow-
ings are member bank borrowings at Federal Reserve Banks.

A wider margin could have led to greater outflows of short-term
capital and so worsened the balance of payments position. The
balance of payments problem had become acute in the latter part
of 1960, when outflows of capital and gold rose sharply.
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In the fall of 1960 the System had extended the area of its
open market operations in Government securities to include
issues in the 9-15 month maturity range in order to avoid direct
pressure on shorter-term bill rates. In February 1961 the System
extended operations to longer-term Government securities. Oper-
ating procedures of the Federal Open Market Committee were
modified accordingly, as shown serially in the policy record
entries of the Committee that are set out in detail in this volume
on pages 33-99. The principal entries relating to operating
procedures are those for February 7, March 7 and 28, and
December 19.

Over the year the Federal Reserve purchased, on balance,
$2.6 billion of U.S. Government securities maturing in more
than a year. More than half of these had maturities of 2 to 6
years. In addition, the Treasury purchased $900 million of
longer-term securities, mostly with maturities of more than 10
years, for its agency and trust accounts. Both the Federal
Reserve and the Treasury made most of their purchases of these
longer-term Government securities during the early months of
recovery.

For 1961 as a whole the Federal Reserve carried out most of
its open market transactions in the short-term area, in response
to continuing large seasonal and other temporary variations in
bank reserves. On balance, it sold or presented for redemption
more short-term securities than it bought. However, owing to
the approach to maturity of outstanding issues, its holdings of
securities maturing within 1 year increased.

Market impacts. Monetary actions by the Federal Reserve and
a concentration of new cash borrowing by the Treasury in the
short-term area, which increased the supply of such securities,
helped to keep fluctuations in short-term interest rates within
a narrow compass during 1961. These factors, which tended to
raise interest rates on such securities, offset the effect of increased
demand for them—particularly by commercial banks—which
tended to lower rates.

The moderateness of the variation in long-term interest rates
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during the year reflected a continuing high level of demand for
capital, as well as market expectations of a still larger future
demand, balanced against a growing volume of private financial
saving and purchases of longer-term U.S. Government securities
for Treasury trust fund and Federal Reserve open market ac-
counts. Also, actions to minimize downward pressures on short-
term rates tended to keep longer-term rates from declining much
further in the early months of the year, as investors—particularly

BANKS EMPHASIZE short-term Governments
In large < red it expansion i« 1961

1961

I 1960

1958

U •
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NOTE.—Based on data for December 31 except for 1961, which are for
December 27. Interbank loans excluded. Short-term U, S. Government
securities are those maturing within 1 year.

commercial banks—confined demands largely to the short end
of the market. But the ease that did develop in long-term mar-
kets, partly as a result of Federal Reserve and Treasury activities,
facilitated a record volume of new security financing by business
corporations in the spring and early summer.

Continuation of monetary ease through 1961 meant that
bank credit—and, in a less direct way, other types of credit

8
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and capital—continued to be readily available. Bank credit was
available during the recovery at interest rates little changed from
those during the recession. These rates were moderately lower
than at the last cyclical peak.

For 1961 as a whole commercial banks added about $14.6
billion, or about 7 per cent, to their total loans and investments.
Demand for loans was sluggish in the first half of the year, but
it picked up later. With loan demands limited, a large part of the
increase in total bank credit in 1961 was in holdings of securities.
Banks invested heavily in short-term U.S. Government issues
and reduced their holdings of longer-term U.S. Government
securities. As a result their liquid assets, measured by holdings
of short-term Government securities and free reserves (excess
reserves less borrowings at Reserve Banks), rose enough to make
their ratio to demand deposits the highest since 1954. Loan-to-
deposit ratios, on the other hand, remained relatively unchanged
at levels somewhat below their mid-1960 peak.

Demand deposits expanded moderately in 1961, but time and
savings deposits rose almost $10 billion, or 13 per cent. The
rise in total deposits exceeded the previous peacetime record
for an annual rise set in 1958. Most of this increase was in
savings accounts of individuals, but part represented the growth
of negotiable time certificates of deposit issued mainly to business
corporations. The larger city banks began to issue these certifi-
cates in large quantities in 1961.

Late in the year the Board of Governors of the Federal Re-
serve System and the directors of the Federal Deposit Insurance
Corporation authorized an increase, effective January 1, 1962,
in the maximum permissible rates of interest payable by member
banks of the System and other insured banks on savings deposits
and on time deposits and certificates in the longer maturity
ranges. The purpose of this action was to permit commercial
banks to compete more effectively for savings and other time
deposits, including foreign time deposits, and, over the long run,
to offer additional incentive for the accumulation of savings
required for financing future economic growth.
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The public's holdings of liquid assets rose by about 6.5 per
cent from the fourth quarter of 1960 to the fourth quarter of
1961, almost as much as the 7.5 per cent rise in gross national
product over that period. The active money supply—that is,
demand deposit and currency holdings of the public—increased
3.5 per cent over the year. The public increased its liquidity
more through acquisitions of other assets such as time and sav-
ings deposits and shares in savings and loan associations. At
prevailing interest rates these assets were more attractive than
cash. The nonbank public's holdings of short-term Government
securities increased only slightly over the year. With economic
activity rising and with the public preferring other liquid assets
to cash, the turnover rate of money rose to the highest level of
the postwar period.

To sum up, in framing monetary policy in 1961, the Federal
Reserve had to take into account many economic and financial
considerations, both domestic and international. To encourage
higher levels of employment and greater utilization of resources
at home, it provided reserves for expansion of bank credit and
money and encouraged easier borrowing conditions and greater
liquidity. To contribute to a better balance of international pay-
ments, it conducted open market operations in such a way as
to minimize downward pressures on short-term interest rates.

FINANCIAL MARKET DEVELOPMENTS
Credit markets had ample funds to meet the enlarged demand

for credit as economic activity expanded during 1961. A large
expansion in bank credit, encouraged by monetary ease, fortified
the buoyant effect that the public's increased readiness to save
through financial assets had on the supply of funds.

Under these conditions, growth in credit demand produced
no sharp or sustained rise of interest rates. Long-term rates,
after declining in 1960 and early 1961, rose moderately during
the spring and summer, but leveled off afterwards. Short-term
rates varied within a narrow range, and rose some during the
late weeks of the year, partly in reflection of seasonal influences.
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Demand for funds. An estimated total of $50 billion was raised
in credit and equity markets in 1961. Credit demands, after
allowing for seasonal influences, were quite light in the first
quarter of 1961, but increased sharply in the second quarter and
expanded further in the second half. The total amount of
funds raised during the year was about 25 per cent more than

MORE FUNDS RAISED in credit markets
during economic upswing in 1961

f-^>'V^\V'V'V'

NOTE.—Flow-of-funds data. Figures for 1961 are preliminary.

in 1960, when the decline in economic activity and the emer-
gence of a Federal cash surplus held down demands. It was
also somewhat larger than in 1958, but considerably less than
the record total for 1959.

Funds raised by governments at all levels were comparatively
large during 1961. Businesses raised more funds than in 1960.
Meanwhile, consumer demands were generally moderate. The
net outflow of private U.S. capital to the rest of the world, which
was about as large as in 1960, is discussed later.
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Federal Government. After running a cash surplus of about
$3.6 billion in calendar year 1960, the Federal Government
had a cash deficit of $6.8 billion in 1961. Increased expendi-
tures were largely responsible for the turnaround. There were
large increases in social security and unemployment compensa-
tion and in defense outlays. Spending in these areas helped to
cushion the decline in business activity and in personal income
and to stimulate the ensuing economic recovery.

The deficit was financed largely through expansion in the
public debt. Most of the net increase in 1961 was in marketable

Federal CASH BUDGET moves

from surplus in I960 to deficit in 1961

and ILS+ Government
MARKETABLE K i l l rises sharply

NOTE.—Treasury Department data.
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debt, as is usual. For the first time in many years, however, the
amount of U.S. savings bonds outstanding increased. The yield
on Series E and H bonds was increased in September 1959, and
the modest pick-up in sales that began when market rates were
at reduced levels in 1960 continued during 1961.

The Treasury undertook extensive financing operations in
credit markets during 1961. Some were to meet needs arising
from the cash deficit, and some to finance the $49 billion of
maturing debt, other than regular bills. In addition, it refunded
almost $ 10 billion of debt in advance of maturity.

New borrowing in the short-term sector of the market helped
to increase liquidity in the economy at a time when it was neces-
sary to encourage economic recovery. Marketable obligations
maturing within a year rose about $10.5 billion in 1961, as com-
pared with a decline of about $4.5 billion in 1960, while debt
maturing in from 1 to 5 years declined after rising sharply in
1960. The larger supply of short-term securities also helped to
minimize downward pressures on short-term interest rates and
thus to alleviate strains on the balance of payments.

In addition to steps that shortened the maturity of the debt,
the Treasury at times took advantage of favorable market con-
ditions to lengthen maturities, particularly through advance re-
funding operations. Outstanding debt maturing in more than
5 years increased moderately in 1961, as compared with a
decline the year before. On balance, the average maturity of the
total marketable debt changed little during 1961, but the maturity
of that portion held outside the Federal Reserve and Treasury
trust accounts shortened somewhat.

State and local governments. With construction outlays rising
and market conditions generally favorable, State and local gov-
ernments offered a record volume of long-term securities in
capital markets during 1961. But a rising level of retirements
kept the net increase in debt below the record increase in 1958.
That year, like 1961, was one of economic recovery and expan-
sion from a cyclical trough early in the year. New offerings in
1961 were for a wide range of public purposes. School bonds
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were issued in record volume, and utility and highway projects
absorbed more funds than in 1960.

Businesses. Corporate demands upon capital markets also in-
creased in 1961. They were particularly large in the spring and
early summer, when new flotations were at a record level. Heavy
flotations were scheduled as the upturn in business activity be-
came apparent but before sizable increases occurred in capital
spending for long-term purposes. The size of the offerings re-
flected in part a widespread expectation at that time that interest
rates would rise quickly as the recovery progressed. The sharp
rise in new offerings during the year was partly offset by increased
retirements. These were very large in the fourth quarter.

Manufacturing and communications companies accounted for
most of the increased financing. Issues by gas and electric
utilities, which regularly account for a large portion of capital
flotations, remained at moderate levels. Finance companies,
which had borrowed large amounts in security markets in 1960,
relied much less on long-term sources of funds in 1961. With
consumer demands for credit at reduced levels, these companies
also reduced their short-term open market financing. The pattern
of finance company borrowing in 1961 was similar to that in
the 1958 recovery.

While businesses raised substantial amounts in capital markets
during 1961, they sought comparatively small amounts from
banks, particularly in the first half of the year. Outstanding bank
loans to nonfinancial businesses declined by $400 million during
the January-June period, in contrast with increases of about $1.7
billion in the same periods of 1959 and 1960. But they declined
less than in the first half of 1958, when business also was
beginning to recover from recession.

During the second half of 1961 business loans outstanding
increased by an estimated $1.6 billion, somewhat more than they
had in the last half of 1960, when loan demand was fairly large
for a recession period. The increase was also larger than in the
second half of 1958 but was less than in other recent years of
economic expansion.
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Conditions in capital markets in 1961 influenced business
borrowing at banks to some degree. Some borrowers, particularly
public utilities, used the proceeds of capital market issues to
repay longer-term bank loans. For others, capital market financ-
ing reduced the need to borrow from banks.

Growth in funds available from retained earnings and capital
consumption allowances, while capital expenditures remained
moderate, also tempered borrowing from banks. Outlays on
plant and equipment rose during the year, but for the year as a
whole were slightly less than in 1960. Increases in inventories
were also less than in 1960. Inventories declined sharply in the
early months of the year, and then expanded. Accompanying
these developments, outstanding bank loans to manufacturers of
metals and metal products declined during the year, after rising
during the previous 2 years, while loans to all other manufac-
turers as a group, excluding food processors, increased by some-
what less than they had in the earlier years.

Consumers. The outstanding indebtedness of consumers rose
less in 1961 than it had in 1960, although its two major compo-
nents showed diverse tendencies. The increase in short- and
intermediate-term credit was only $1.4 billion—about equally
divided between instalment and noninstalment credit—compared
with $4.4 billion in 1960. Net mortgage borrowing, on the
other hand, was larger than it was in 1960.

The comparatively small net increase in short- and inter-
mediate-term credit reflected the lower level of outlays by con-
sumers for durable goods, particularly automobiles. Automobile
credit, seasonally adjusted, decreased in the first three quarters
of 1961, then increased, along with other types of instalment
credit, as sales of new automobiles rose sharply in the fourth
quarter. Extensions of instalment credit, which had declined
from the second quarter of 1960, began to increase in the spring
of 1961 and reached a new high in the fourth quarter. Total
extensions for the year, however, were approximately 3 per cent
smaller than in 1960. Repayments increased gradually and were
about 4 per cent higher than in 1960.
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Consumer purchases of new homes turned up during 1961,
but the total for the year was less than in 1960. Mortgage exten-
sions, as well as net mortgage borrowing, increased faster than
home purchases, however, as consumers took advantage of easier
credit conditions to trade existing houses more actively as
well as to purchase new ones. While both Government-under-
written and conventional lending turned up during 1961, lending
on conventional mortgages led the rise for the first time in a
postwar recovery.

Supply of funds and liquidity. An increased flow of consumer
funds into financial assets accompanied the comparative ease in
credit market conditions in 1961. Meanwhile, as noted above,
dissaving by consumers through debt expansion was moderate.
As a result, net saving in financial form (net acquisitions of
financial assets less net incurrence of debt) rose to about
4 per cent of disposable personal income from 1.5 per cent
in 1960.

To a small extent consumers purchased credit market instru-
ments directly, but for the most part they acquired more liquid
assets and channeled their saving through financial institutions.
As a result, funds advanced to credit markets directly by nonbank
financial institutions were larger in 1961 than in 1960. And a
substantially expanded volume of credit was available from
commercial banks, as reserve funds were in ample supply.

With the continued flow of saving to financial institutions,
together with the expansion of the money supply and also of
short-term Government securities, the public's holdings of liquid
assets rose. On the average, the ratio of liquid assets to gross
national product was higher in 1961 than in 1960. But as
recovery progressed, the ratio declined, as it normally does in
such periods.

The further increase in foreign liquid funds in the United
States, as a counterpart of this country's international payments
deficit, took the form mainly of a rise in deposits. Foreign
holdings of short-term U.S. Government securities declined
slightly.
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Consumers. As during the 1957-58 period of recession and
recovery, the flow of consumer saving into financial assets was
well maintained during the recent recession, and the flow in-
creased along with incomes in the recovery. Consumers acquired
about one-third more financial assets in 1961 than in 1960.

The most recent data indicate that consumers bought directly
around $500 million (net) of securities in 1961, compared with

GROWTH IN LIQUID ASSETS large ft* 1961

- $00

but Ratio of these assets to
declines in economic upswing

1955 195/ 1959 m i ' '1

NOTE.—Total liquid assets are seasonally adjusted monthly data for hold-
ings by the nonbank public on an end-of-period basis. Liquid assets include
currency; demand deposits; time and savings deposits in commercial banks,
mutual savings banks, and the Postal Savings System; shares in savings and
loan associations; U. S. savings bonds; and U. S. Government securities
maturing within 1 year. GNP data are quarterly. Ratios of liquid assets to
GNP are quarterly averages, with liquid assets component of the ratio an
average of each month of the current quarter and the last month of the
preceding quarter.
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$2.5 billion in 1960 and a record $15.5 billion in 1959. During
1959 interest rates were high and rising, and consumers pur-
chased some $10 billion of Federal obligations alone in a period
when the Federal debt was rising rapidly and banks were large
net sellers. They purchased fewer securities in 1960, when total
credit demands had decreased. Small net purchases in 1961
reflected net sales in the first half, seasonally adjusted, followed
by somewhat larger net purchases in the second.

In the recent recession and recovery consumers stressed savings
deposits and savings and loan shares rather than securities
as outlets for saving to an even more marked degree than in
1957-58. During the first half of 1961, with consumer expendi-
tures not keeping pace with the sharp rise in their income, and
with yields on savings accounts maintained, the flow of consumer
funds into savings deposits and shares was at an annual rate,
seasonally adjusted, of almost $20 billion, one-third above the

NOTE.—Flow-of-funds data. Money and fixed-value claims include cur-
rency and demand deposits, time and savings deposits in banks, savings and
loan and credit union shares, deposits in Postal Savings System, and U. S.
savings bonds. Credit and equity market instruments comprise net purchases
of bonds, stocks, and mortgages.
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peak rate in mid-1958. During the second half of the year,
these flows were maintained at near the first-half pace.

Consumer holdings of currency and demand deposits began
to rise in mid-1960 and then increased by an estimated $2 billion
during 1961. The increase in these holdings did not keep pace
with the rise in consumer income, as has generally been the case
in periods of economic expansion since World War II. However,
the over-all liquid asset position of consumers—including not
only cash, which represents a small part of the total, but also
savings deposits, savings and loan shares, and U.S. savings
bonds—improved substantially in recession and was maintained
during recovery.

Other flows of consumer saving through financial institu-
tions—that is, saving in the form of life insurance reserves and
pension fund equities—generally show little sensitivity to cyclical
developments. The flow of saving to noninsured pension funds
continued to increase at the moderate pace of the preceding
3 years. The flow of saving to life insurance companies, which
had increased in 1960 after several years of stability, also rose
somewhat further in 1961.

Businesses. Rising internal cash flows of business, as profits
recovered in the spring of the year, contributed to some easing
of supply conditions in credit markets. During the 12 months
ending September 1961, the decline in corporate holdings of
U.S. Government securities was only about one-third as much as
in the preceding 12 months. Meanwhile, corporate holdings of
cash and deposits rose almost $2 billion during the 12 months
ending September 1961, after declining somewhat in the earlier
period. Until the last quarter of 1961 businesses invested sub-
stantial sums in negotiable time certificates of deposits issued
by commercial banks. Although interest rates paid on these
certificates rose, they were relatively less attractive toward the
end of the year because of the rise in yields of short-term U.S.
Government securities.

Corporate liquidity, as measured by the ratio of cash and
U.S. Government securities to total current liabilities, changed
little during the year from the low level to which it had fallen
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! CORPORATE LIQUIDITY
changes little in 1961

TOTAL CURRENT LIABILITIES

CASH AND U. S. GOVT. SECURITIES

40 '

1961

NOTE.—Securities and Exchange Commission estimates.

in 1960. It remained low because corporations used a substantial
portion of their rising internal funds to finance customer pur-
chases of their products, as has been the tendency for several
years. Since bills payable by corporations are included in cur-
rent liabilities, while customers' receivables are not counted as
liquid assets, this tendency has been accompanied by a fairly
steady decline in corporate liquidity ratios since 1954.

Savings institutions. In addition to the large increase in
savings and other time deposits at commercial banks, discussed
earlier, much larger amounts of funds were available to savings
institutions, other than commercial banks, in 1961 than in pre-
vious years. Both shares in savings and loan associations and
deposits at mutual savings banks increased more than in 1960,
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and this contributed to an easing of conditions in capital markets,
particularly in the mortgage market.

The increase in savings and loan shares, which has con-
tinued throughout the postwar period, began to accelerate in the
latter part of 1960, and in 1961 these shares increased by a
record amount. Augmenting this inflow with borrowed funds,
savings and loan associations increased their mortgage lending
by almost one-fourth and also added to their holdings of U.S.
Government securities and cash.

Though remaining below previous highs, the net inflow of
saving to mutual savings banks in 1961 was above the levels of
1959-60. With the additional funds, these institutions also
increased their mortgage acquisitions. Meanwhile, they reduced
their holdings of U.S. Government securities by considerably
less than in 1960.

The continued growth in saving through life insurance com-
panies and pension funds in 1961 provided funds for purchases
of corporate and other securities. Life insurance companies, for
example, purchased about one-fourth more corporate securities
than they had in 1960.

Commercial banks. The ready availability of reserves to
commercial banks, coupled with the public's preference for
putting more new funds into time as compared with demand
deposits, produced a $14.6 billion expansion in commercial bank
credit in 1961, the bulk occurring in the second half of the year
as usual. The increase for the year was only slightly less than
in 1958, when expansion was at a postwar record rate, and was
well above the $9 billion total for 1960. Expansion in 1961
was accompanied by an increase in time deposits three times
greater than that in demand deposits.

Loans accounted for $6 billion, or about 40 per cent, of the
growth in total bank credit in 1961. They rose by more than
in 1958, but by less than in 1960. As compared with the latter
year, there were contrasting movements among loan categories.
Business loans grew very little after showing a modest rise
in 1960. The net increase in farm and consumer loans was also
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smaller than in 1960. On the other hand, banks became more
active in real estate and security loans. The net increase in
real estate loans was about two and a half times as much as in
1960. Outstanding security loans increased by more than in
other recent years. There was an unusually small net decline
in such loans during the first half of 1961, and a large increase
in December, when corporations sold U.S. Government securities
to obtain funds for meeting tax payments.

Expansion in total loans in 1961 was about in line with the
growth in deposits. The ratio of loans to deposits changed little,
therefore, remaining about 2.5 percentage points below the peak
of 57 per cent in mid-1960.

With reserve funds increasingly available as a result of Federal
Reserve actions and with strong loan demands absent, banks
made net purchases of $5.5 billion of U.S. Government securities,
more than two and a half times as much as in 1960. In addition,
they added a record $3 billion to holdings of other securities,
particularly State and local government issues, which have a
relatively high after-tax yield.

Banks invested heavily in short-term U.S. Government secu-
rities during the year. Holdings of securities maturing within a
year increased by $7.0 billion, while holdings of longer-term U.S.
Government securities declined by $1.5 billion.

There were a number of reasons for this emphasis on short-
term investments. One was memory of earlier experiences.
During the 1957-58 recession, for example, banks had invested
heavily in longer-term issues. When they had to sell these secu-
rities to meet renewed loan demand, they were confronted with
higher rates and lower prices, in part a result of speculative
activity in the market around mid-1958. Another reason was
the continued attractiveness of short-term securities in 1961,
as their yield relative to longer-term securities remained fairly
high on the average in comparison with other years of recession
and recovery.

As bank credit expanded, there was at first only a moderate
growth in the active money supply (currency and demand de-
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posits held by the nonbank public). The daily average series
on the money supply, which had declined in late 1959 and the
first part of 1960, began to rise after mid-1960 and rose 3.5
per cent during 1961. From the second half of August to the
second half of December, the money supply expanded at an
annual rate of about 8 per cent. Time deposits grew rapidly
during the year. The average rate of increase was 13 per cent,
although the rate slowed down somewhat in the second half.

With its continued strong preference for time deposits and
similar assets—such as savings and loan shares—the public used
the money supply more intensively in 1961. Turnover of
demand deposits during most of the year was higher than in
1960, and in the last quarter of the year was about 4 per cent
more than a year earlier. There has been a persistent upward
movement in turnover since 1946, following a downward trend
during the depression of the 1930's and the war years.

Interest rates. The balancing in credit markets during 1961 of
demands for and supplies of funds was accompanied by remark-
ably little tendency for the price of credit—that is, interest rates
—to rise or fall in any sustained way.

In general, neither short- nor long-term interest rates fell as
far in the recent recession as in the previous one. Short-term
rates fluctuated in a narrow range from mid-1960 through 1961,
after having declined rapidly in the first 6 months of 1960. The
narrowness of the range reflected at times the efforts of mone-
tary, and also debt management, authorities to minimize down-
ward pressures on market yields of short-term U.S. Government
securities, in view of the balance of payments position.

During the last half of 1961, as recovery gained momentum
without signs of inflationary pressures, the continued availability
of bank reserves, combined with moderate demands for short-
term funds, contributed to maintenance of short-term rates near
their recession lows for the most part. During the last few weeks
of the year short-term rates rose by somewhat more than is usual
for that season, as demands became more active. The market
yield on 3-month Treasury bills at the end of December was
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somewhat higher than at any time since the early summer
of 1960.

Long-term rates declined some in 1960 and early 1961 but
remained well above the low levels reached in the 1958 reces-
sion. They rose somewhat in the spring and summer of 1961,
but increases were much less than the sharp rises that occurred
at the time of the 1958 economic upturn. Downward and up-
ward rate movements in 1958 had been accentuated by specula-
tive activity.

The average yield on long-term U.S. Government securities
reached its low for the year in May, as purchases for the Federal
Reserve open market account and Treasury trust accounts con-
tributed to the moderate easing of capital market conditions.
With long-term rates on not only U.S. Government but also
corporate issues at somewhat reduced levels in the early months
of the year, heavy corporate flotations were scheduled and were
marketed in large quantity during the spring and early summer.
Rates on high-grade corporate issues rose in that period but
leveled off and then declined somewhat as the volume of new
issues was reduced.

Mortgage market conditions eased throughout 1960 and the
first part of 1961, and then changed little. In 1960, funds avail-
able to mortgage lenders increased—largely as a result of the
growth and changing pattern of consumer saving—while the
demand for such funds declined. In 1961, as already indicated,
consumers channeled larger amounts of their funds into savings
and loan associations and into other institutions that were inter-
ested in mortgage investments. This resulted in a further easing
of mortgage market conditions during much of the year, even
in the face of renewed demand for such credit. During the
second half of the year, the Federal National Mortgage Associa-
tion helped to keep market conditions from tightening by making
net acquisitions of mortgages.

During the first half of 1961 the allowable interest rate on
FHA-insured mortgages was reduced in two steps from 53A
per cent, which had prevailed since the autumn of 1959, to
SlA per cent in late May. Secondary market yields on those
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(dashed lines indicate periods of adjustment to changes in the contractual
interest rate).
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mortgages continued to decline until July, but not to levels as
low as the ceiling rates, and new mortgages continued to sell
at discounts. Interest rates on conventional mortgatges apparently
changed little during most of the year, but other terms on both
conventional and insured mortgages were relaxed further.

BALANCE OF PAYMENTS

The unsatisfactory state of the country's international balance
of payments continued to be a matter of concern in 1961. Out-
flows of volatile capital, which had been exceptionally large
during the latter part of 1960, diminished early in 1961 after
the U.S. Government made clear its continued determination
to defend the international value of the dollar. The underlying
competitive position of the United States in world markets for
goods was probably somewhat stronger in 1961 than in the 2
preceding years. Nevertheless, forces making for improvement
in the balance of payments were obscured, as the year progressed,
by the effects on imports of rising business activity and the effects
on capital movements of the ample liquidity of banks and of
the nonbank public.

Absence of increase in commodity prices in the United States,
if it continues, can be counted on to help in the restoration of
payments equilibrium. Average wholesale prices of goods other
than farm products and foods were slightly lower at the end
of 1961 than at the end of 1959. Prices for certain categories
of products of key importance for the country's competitive
position, such as metals and machinery, after rising substantially
from 1954 through 1959 have changed relatively little since then.

Further improvement of the U.S. competitive position in inter-
national trade is vital for the defense of the dollar. Attention
must also be paid to factors that influence long-term and short-
term capital movements. Among these are the liquidity of the
domestic economy and the availability of bank credit.

Current account and long-term capital transactions in 1961. Demand
for imports was relatively low in the early months of the year,
while exports continued close to the high level reached in the
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latter half of 1960. Thus the merchandise export surplus for the
first half of 1961 was large. But as domestic production and
incomes recovered, and as inventory decumulation gave place
to accumulation at a moderate rate, imports rose and the export
surplus fell.

Expansion of exports since 1959 has in some degree been the
counterpart of expanding Government economic loans and grants
to other countries. Exports other than those financed directly
by Government payments rose very sharply up to mid-1960
but fell off a little during the first 9 months of 1961. One
factor responsible for this slackening was an easing of pressures
on economic resources in Europe. European demand for capital

TRADE SURPLUS declines as
imports recover lit the summer of H&!

\9$$ 1957

NOTE.—Three-month weighted moving averages of Bureau of the Census
seasonally adjusted data. Exports exclude shipments under military aid
programs.
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goods and other final products remained strong, but accumula-
tion of inventories of materials and semifinished goods was less
than in 1960.

The merchandise export surplus in the second half of 1961
was at a seasonally adjusted annual rate of nearly $5 billion.
The surplus on all goods, services, and donations, other than
military transactions and economic aid outlays, was at a rate
of about $6 billion. But with net nonmilitary Government loans
and grants taken into account, the balance of receipts in the
second half of 1961 was only about $2 billion per year. This
was far too little to cover net military expenditures abroad of
$2.5 billion a year and the net outflow of long-term private
capital, which in this period exceeded $2 billion per year. Thus
the adverse payments balance on current and long-term capital
accounts (including also short-term U.S. Government capital)
was running at an annual rate close to $3 billion during the
second half of 1961.

In the first half of the year there had been substantial net
receipts in these accounts, including $650 million of prepay-
ments of debts to the United States, mainly by Germany. Even
without these prepayments, there had been a small surplus on
the current and long-term capital accounts. This contrasted
sharply with the deficits of nearly $2 billion in 1960 and more
than $4 billion in 1959. The substantial surplus of the first half
of 1961 made the deficit for the full year on these accounts a
good deal less than $1 billion.

The re-emergence of a large deficit on current and long-term
capital accounts in the second half of 1961 reflected primarily
the recovery in merchandise imports and the absence of extraor-
dinary debt prepayments. At the same time exports rose some-
what, but the increase in receipts from this source was more
than offset by the rise in Government aid payments.

Gold and foreign holdings of dollars. U.S. gold reserves decreased
about $850 million in 1961, only half as much as in 1960. For-
eign central bank and other official short-term dollar assets in-
creased about $600 million. This movement too was much
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smaller than in I960, when such holdings rose $1.2 billion. At
the end of 1961 the U.S. gold stock was $16.9 billion, while
short-term liabilities to foreign official holders of dollars, in
such forms as deposits and Treasury bills, were $11.0 billion.
And also at the end of 1961 the Exchange Stabilization Fund
held about $100 million of convertible foreign currencies; it had
acquired nearly $200 million from March to June and reduced
its holdings in later months.

Part of the excess of U.S. international payments over re-
ceipts in 1961 was financed by an increase in private foreign
holdings of dollars. In the second half of 1960, when money
market rates had been relatively high in Great Britain and Ger-
many and uneasiness about the U.S. dollar had developed in
international markets, private foreign holdings of dollars had
been reduced by $500 million. But in 1961 short-term dollar
liabilities to foreign banks other than official institutions in-
creased by $600 million, bringing them to a total of $5.3 bil-
lion at the year-end. Short-term dollar liabilities to other private
holders rose $100 million, to $2.4 billion.

Besides large increases in the dollar holdings of some of the
European countries, there was a substantial increase in the
holdings of Canada. In part this represented the investment at
short term by Canadian banks of funds placed on deposit with
them by U.S. residents.

Dollar holdings of international organizations increased some-
what in 1961, if their holdings of U.S. Government bonds and
notes are included.

In the aggregate, official and private foreign holders and
international organizations increased their liquid assets in the
United States, including Government bonds and notes and cer-
tain other types of assets, by $1.7 billion. The rise in these hold-
ings, together with the net decline in U.S. gold reserves and
official holdings of convertible foreign currencies, indicated a
$2.4 billion excess of U.S. payments over U.S. receipts from
international transactions. This was considerably less than the
deficits of nearly $4 billion each in 1959 and 1960. However,
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the rate of deficit in the second half of 1961 was comparable
with those earlier deficits.

Capital movements. The net outflow of private capital from
the United States approached $4 billion in 1961. The outflow
was not quite so large as in 1960 but was much larger than
in 1959, and it constituted an important element: in the over-all
excess of payments financed by gold sales and additions to for-
eign holdings of liquid dollar assets.

About $2 billion of this net capital outflow was classed as
long-term and is counted in the deficit on current and long-term
capital accounts described above. More than $1 billion was
identified as net outflow of short-term capital, and there was at
least $500 million of additional outflow the nature of which
was not identifiable.

Of the $2 billion of recorded net outflow of long-term capital
in 1961, direct investment by U.S. corporations in subsidiaries and
branches in Europe, Canada, and other areas made up much the
largest part; incomplete data suggest total movements not much
below the 1960 total of $1.7 billion. These movements, though
classified as long-term, include changes in intercompany accounts
that are sometimes of a short-term character. New foreign issues
of securities in the United States, less redemptions, accounted
for $400 million of capital outflow, and transactions in out-
standing foreign securities for nearly $300 million more. Foreign
acquisitions of U.S. corporate securities and direct investments
in the United States approached $400 million net, offsetting to
that extent the outflow of U.S. capital.

The recorded net outflow of short-term capital—which in-
cludes the outflows of various types of U.S. capital and a small
inflow of foreign commercial credits—was almost as large in
1961 as in 1960. Much of the outflow was in bank loans and
acceptance credits, a large part of which went to Japan. There
was also a sizable movement of U.S. nonbank funds to Canada,
partly in deposits repayable in U.S. dollars. Recorded move-
ments of U.S. funds into foreign currency assets other than
Canadian were small in 1961.
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Differences between short-term interest rates in the United
States and Europe in 1961 were only one of many influences
on the outflow of U.S. private short-term capital to Europe
and other areas or on the movements of foreign privately owned
liquid dollar assets. Although money market rates were
markedly higher in the United Kingdom than in the United

mxti anutommm in m\
in

NOTE.—Department of Commerce data. Long- and short-term capital out-
flows are net of recorded inflows of foreign private capital other than into
liquid assets in the United States. Data for 1961 are partly estimated by
Federal Reserve.

States—especially after rates in London were raised in July as
part of a program to check capital outflows from Great Britain
and to improve its underlying balance of payments—the dis-
count on forward sterling largely offset the rate differential for
those investors who wished to cover their exchange risks. And
although there was no large differential in money market rates
between Germany and the United States, German commercial
banks were encouraged, by special inducements offered them
by the German central bank, to put substantial amounts of funds
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into liquid dollar assets—either in the United States or as dollar
deposits in other financial centers.

Federal Reserve policies and operations affecting the avail-
ability of credit in 1961 were designed to encourage domestic
economic expansion while avoiding encouragement of outflows
of liquid short-term funds. The maintenance of U.S. money
market rates during the early part of the year at higher levels
than in some earlier recession periods, such as the first half of
1958, helped to keep outflows of liquid funds smaller than they
would otherwise have been. But the general state of credit and
capital markets here and abroad in 1961, including the ready
availability of bank credit in this country throughout the year,
was conducive to outflows of bank credit and of long-term
capital. To reduce these outflows significantly would have
required greater restraint on the availability of bank credit and
expansion of liquidity than was appropriate for the domestic
economy in 1961.
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RECORD OF POLICY ACTIONS

FEDERAL OPEN MARKET COMMITTEE

The record of policy actions of the Federal Open Market
Committee is presented in the ANNUAL REPORT of the Board of
Governors pursuant to the requirements of Section 10 of the
Federal Reserve Act. That section provides that the Board
shall keep a complete record of the actions taken by the Board
and by the Federal Open Market Committee on all questions of
policy relating to open market operations, that it shall record
therein the votes taken in connection with the determination of
open market policies and the reasons underlying each such
action, and that it shall include in its ANNUAL REPORT to the
Congress a full account of such actions.

In the pages that follow, there is an entry with respect to the
policy actions taken at each of the 18 meetings of the Federal
Open Market Committee during the calendar year 1961, includ-
ing the votes on the policy decisions as well as a resume of the
basis for the decisions, as reflected by the minutes of the Com-
mittee. It will be noted that in some cases the policy decisions
were by unanimous vote, and that in other cases dissents were
recorded. Further, as this record indicates, the fact that a
decision in favor of a general policy was by a large majority, or
even that it was by unanimous vote, does not necessarily mean
that all members of the Committee were equally agreed as to the
reasons for the particular decision or as to the precise operations
in the open market that were called for to implement the general
policy. The Manager of the System Open Market Account
attends the meetings of the Committee, and the shades of opinion
expressed at those meetings provide him with guides to be used
in the conduct of open market operations, within the framework
of the policy directive adopted by the Committee.

The policy directives of the Federal Open Market Committee
are issued to the Federal Reserve Bank of New York as the
Bank selected by the Committee to execute transactions for the
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System Open Market Account. The directive that was in effect
at the beginning of 1961 instructed the New York Bank:

(1) To make such purchases, sales, or exchanges (including replacement
of maturing securities, and allowing maturities to run off without replace-
ment) for the System Open Market Account in the open market or, in
the case of maturing securities, by direct exchange with the Treasury,
as may be necessary in the light of current and prospective economic
conditions and the general credit situation of the country, with a view
(a) to relating the supply of funds in the market to the needs of com-
merce and business, (b) to encouraging monetary expansion for the
purpose of fostering sustainable growth in economic activity and em-
ployment, while taking into consideration current international develop-
ments, and (c) to the practical administration of the Account; provided
that the aggregate amount of securities held in the System Account (in-
cluding commitments for the purchase or sale of securities for the Ac-
count) at the close of this date, other than special short-term certificates
of indebtedness purchased from time to time for the temporary accommo-
dation of the Treasury, shall not be increased or decreased by more
than $1 billion;

(2) To purchase direct from the Treasury for the account of the
Federal Reserve Bank of New York (with discretion, in cases where it
seems desirable, to issue participations to one or more Federal Reserve
Banks) such amounts of special short-term certificates of indebtedness as
may be necessary from time to time for the temporary accommodation
of the Treasury; provided that the total amount of such certificates held
at any one time by the Federal Reserve Banks shall not exceed in the
aggregate $500 million.

January 10, 1961
Authority to effect transactions in System Account.

The Federal Open Market Committee continued without
change the directive to the Federal Reserve Bank: of New York,
most recently renewed at the meeting on December 13, 1960,
calling for operations with a view to encouraging monetary
expansion for the purpose of fostering sustainable growth in
economic activity and employment, while taking into considera-
tion current international developments.

Votes for this action: Messrs. Martin, Balderston, Bopp,
Bryan, Fulton, King, Leedy, Mills, Robertson, Shepardson,
Szymczak, and Treiber. Votes against this action: none.
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The downward drift that had characterized economic develop-
ments since the summer of 1960 continued in December. While
there were no signs of accelerating downward momentum, neither
was there evidence of a revival near at hand, and a further con-
traction of modest proportions seemed to be the most likely
prospect for the near future. Preliminary estimates indicated
that gross national product had held about even in the fourth
quarter of 1960, but that industrial production was off 1 or 2
points in December from the November level, bringing the de-
cline from July to around 6 per cent. Unemployment rose, with
indications that further increases were likely, while prices of
sensitive materials continued to decline and the average of all
wholesale prices also drifted down a little. Total retail sales,
seasonally adjusted, had also fallen off in December, reflecting
primarily a softening of automobile sales. However, the down-
drift that the economy had been experiencing was milder than
during comparable recession phases of other postwar cycles, and
it appeared possible that manufacturers of most products had
about completed their inventory adjustments, particularly as to
raw materials and goods in process.

There was continuous ease in the money market during the
4 weeks preceding this meeting, as evidenced by a Federal funds
rate averaging substantially below the discount rate and a further
decline in borrowing at the Federal Reserve Banks. Bank credit
in December showed a strong rise, with much of the strength
attributable to borrowing by financial institutions and business
concerns around the mid-December tax and dividend payment
dates. The money supply, defined to include currency in circu-
lation and privately held demand deposits, showed a modest
increase in December; most of the deposit increase recently had
been in the time category. Prospects were that the sizable
amounts of reserves released in late December and early January
by seasonal decreases in required reserves and currency in circu-
lation would be partly offset by declines in float and a continued
gold outflow. During the first week in January, gold outflow was
at the rate of $130 million.
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Although available reports suggested that the U. S. balance of
trade was showing some improvement, the over-all balance of
payments continued to pose a serious problem for the inter-
national strength of the dollar.

Taking all of these factors into consideration, it was the con-
sensus of the Committee that in view of the state of the domestic
economy the System should seek to maintain approximately the
same amount of ease in the market as it had since the preceding
meeting, at the same time paying close attention to developments
in the international area. There was a minority view favoring
greater ease in order to do what was possible to reverse the
trend of the economy in this country. There were, on the other
hand, some who believed that the System should "mop up" more
of the ease that had prevailed, it being argued that the System
had injected sufficient credit into the market and should concern
itself more at this point with endeavoring to assure a short-term
interest rate level conducive to checking the outflow of funds
and possibly reversing it.

January 24, 1961

Authority to effect transactions in System Account.

The Federal Open Market Committee directed the Federal
Reserve Bank of New York to continue to conduct open market
operations with a view toward encouragement of monetary ex-
pansion for the purpose of fostering sustainable growth in eco-
nomic activity and employment, while taking into consideration
current international developments.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Bryan, Fulton, King, Leedy, Mills, Robertson, Shep-
ardson, and Szymczak. Votes against this action: none.

The decline in economic activity was continuing, with no
discernible signs of a bottom having been reached. There was
evidence of a continued rise in seasonally adjusted unemploy-
ment figures, and declines in employment and in industrial pro-
duction were rather general. A further weakening in personal
income and retail sales, along with a sharp drop in housing
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starts during December, had also contributed to the decline.
However, some encouraging developments were beginning to
appear in the economic picture, including a continued large
export surplus, signs of greater availability of mortgage money,
though this had not yet led to noticeably lower interest charges
or to expansion in residential construction, and slight signs of
pick-up in steel production and orders.

There was ample evidence of continuing money market ease.
However, after taking into account the usual seasonal patterns,
bank credit developments during the first part of January were
somewhat mixed. Bank loan-deposit ratios, while still relatively
high by historic standards, had declined somewhat. Also, while
there had been only a modest gain in the money supply proper
during the second half of 1960, total nonbank liquid assets had
risen at a rate almost equal to the average for the last 10 years.

A delicate situation existed in international financial markets,
stemming mainly from the continued U. S. balance of payments
deficit, and this created something of a dilemma for monetary
policy. The problem was one of providing sufficient reserves to
the banking system to encourage growth of the domestic econ-
omy, which was operating at a relatively low level, while en-
deavoring to prevent short-term rates from declining to levels
that might aggravate the already sizable payments deficit of the
United States. The consensus as to policy for the period immedi-
ately ahead was that there should be no change in the existing
degree of monetary ease and that in operating the Open Market
Account the Management should continue to give close attention
to the level of short-term rates in view of the current inter-
national financial situation. However, at least one member of
the Committee (Mr. Robertson) favored a moderately greater
degree of ease, in view of the level of domestic economic activity.

February 7, 1961

1. Authority to effect transactions in System Account.

The Committee's directive to the Federal Reserve Bank of
New York, calling for the encouragement of monetary expan-
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sion for the purpose of fostering sustainable growth in economic
activity and employment, while taking into consideration cur-
rent international developments, was continued without change.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Fulton, King, Leedy, Mills, Robertson, Shepardson,
Szymczak, and Irons. Votes against this action: none.

There appeared to have been little or no improvement in the
levels of output, employment, and trade since the preceding
meeting. Although steel mill operations were up slightly from
the depressed December levels, automobile assemblies had slipped
further, and it seemed likely that the industrial production index
would show a further decline of 1 point for January. Long-term
unemployment continued to increase, and there was no signifi-
cant change in the seasonally adjusted rate of total unemploy-
ment. Lagging automobile sales and department store sales,
reflecting in part severe weather conditions in many areas, had
pulled down total retail trade. While there were some signs of a
leveling off or bottoming out in a few economic sectors, none of
them seemed poised for a rapid upward surge. Nevertheless,
there appeared to be a continued optimistic sentiment in business
and financial markets.

Total loans and investments of banks appeared to have de-
clined less than seasonally in January, largely a reflection of
banks continuing to add to their holdings of U. S. Government
securities. The bulk of these additions were in shorter-term
issues, mainly Treasury bills, and this growth, together with
other factors, had improved the liquidity of the banking system.
The seasonally adjusted money supply increased substantially in
the latter part of January after dipping somewhat in the first half,
and preliminary data indicated that by the beginning of February
the money supply was above the year-earlier level. Demand
deposits, which ordinarily fall in January, fell less than usual for
the month, and time deposits continued to show sizable gains.
Member bank reserve positions continued relatively easy on
average during January, although they showed wide week-to-
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week fluctuations. In general, indications were that the reserves
supplied in recent months had permitted or perhaps encouraged
monetary expansion relative to the usual seasonal pattern with-
out having depressive effects on the Treasury bill rate.

The gold outflow had declined in January from the December
and November 1960 levels. While the rate was still high, it was
felt that short-term balance of payments forces were working
toward some reduction in the rate of outflow.

The consensus of the Committee favored no change in open
market policy, with the Treasury bill rate to be watched closely
in conjunction with market needs for reserves. However, within
the framework of the directive, which was broad enough to en-
compass his own position, one member (Mr. Robertson) felt
that open market policy should be aimed toward providing a
more ample supply of reserves in order to enable the banking
system to make what contribution it could toward reversing the
downward economic trend. This member suggested that, as the
economy began to move upward, interest rates would rise and
the current outflow of capital, to the extent that it was based on
interest rate differentials, would be reversed.

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

The Federal Open Market Committee authorized the Federal
Reserve Bank of New York, between this date and the next
meeting of the Committee, within the terms and limitations of
the policy directive issued at this meeting, to acquire for the
System Open Market Account intermediate- and/or longer-term
U. S. Government securities having maturities up to 10 years, or
to change the holdings of such securities, in an amount not to
exceed $500 million.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bopp, Fulton, Leedy, Mills, Shepardson, Szymczak, and
Irons. Vote against this action: Mr. Robertson.

The Committee's decision to authorize transactions in inter-
mediate- and longer-term securities reflected a conclusion that
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under prevailing circumstances such transactions might facilitate
the implementation of current monetary policy. This policy
called for providing reserves to the banking system to meet the
needs of the current business situation and also for avoiding
direct downward pressure on short-term interest rates or not
resisting any tendency for them to rise, in view of the relation-
ship of short-term rates to the balance of payments problem.
While maintenance of the Treasury bill rate could possibly be
accomplished by reducing the availability of reserves to the bank-
ing system, this would be inconsistent with one of the current
objectives of monetary policy. On the other hand, the purchas-
ing of securities in the intermediate- and longer-term areas, as
contrasted with the short-term area, offered the possibility of
supplying reserves without creating direct pressure on short-term
rates. Also, such purchases, by having a moderating influence
on long-term interest rates relative to short-term rates, might
have the effect of facilitating the flow of funds through the
capital and mortgage markets, thereby encouraging the progress
of recovery. Accordingly, the combination of domestic and inter-
national circumstances confronting the Committee seemed to
call for a high degree of flexibility in open market operations.
While some members of the Committee were uncertain as to
the feasibility of attaining the aforementioned policy objectives
through the increased flexibility provided by operating in
intermediate- and longer-term securities as well as short-term
securities, the Committee believed that a determined effort was
warranted. However, it was understood that it would not be the
objective to seek a given fixed rate for Government securities of
any maturity.

Also, there had been a great deal of controversy in recent
years as to the efficacy of the System's policy of operating exclu-
sively in the short-term area of the market. Inherent in this
controversy was an apparent feeling that the System was main-
taining an unduly rigid attitude in the position it allegedly took
toward its own operating procedures and policies. The entire
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issue of the proper techniques for conducting System open market
operations had become one of conceptual contention. It was
felt by the Committee that the conduct of operations outside the
short-term sector of the Government securities market might
contribute to determining whether the criticisms of the System's
policy of confining its open market operations to short-term
securities, except in the correction of disorderly markets, was
warranted. Likewise, it was envisaged that the procedure might
throw some light on the possibility of influencing longer-term
rates while maintaining the short-term rate level.

The initial entry into the market under the program agreed
upon by the Committee contemplated moderate purchases in the
1- to 5Vi-year maturity range. Then, after the market had be-
come accustomed to the change in System open market pro-
cedures, it was contemplated that the Manager of the System
Open Market Account would undertake operations in the 'SVi-
to 10-year maturity range. However, all open market operations
under the special authorization were to be consistent with the
monetary policy set forth in the Committee's current policy di-
rective. (At this particular time the directive called for encourag-
ing monetary expansion for the purpose of fostering sustainable
growth in economic activity and employment, while taking into
consideration current international developments.) The amount
by which the Account's holdings of intermediate- and longer-
term securities could be changed between this date and the next
meeting of the Committee, i.e., $500 million, was part of the
$1 billion limitation contained in the policy directive.

The Committee's action represented a departure from certain
policies set forth in its operating policy statements, which were
last reaffirmed on March 22, 1960, not only because it author-
ized operations in intermediate- and longer-term securities but
also because it permitted "offsetting purchases and sales of securi-
ties for the purpose of altering the maturity pattern of the
System portfolio." Within the terms of the policy directive it
was possible, for example, that short-term interest rate considera-
tions might suggest the sale of short-term securities at a time
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when the System did not want to absorb reserves. In such a
circumstance, it might be expedient to buy longer-term securities
simultaneously with the sale of shorter-term securities or to make
offsetting transactions within an interval of a few days.

Mr. Robertson, in dissenting from this action, expressed the
opinion: (1) that the established operating procedures and poli-
cies of the Committee were, in fact, the product of careful em-
pirical and analytical study; (2) that they had proved in practice
to be sound, both in terms of monetary policy and in terms of
fair dealing with the market; (3) that in deviating from its
established policies the Federal Open Market Committee was
in effect asserting, without reason, that it had made a critically
incorrect judgment 8 years ago and had pursued incorrect oper-
ating practices since; and (4) that critics of present methods of
operating in the market were relying on the simplest theories of
determination of market interest rates and making allegations on
postulates having little if any basis in empirical fact. In his
opinion this departure from established operating techniques
would not constructively influence market rates, and he gathered
from the discussion that not many (if any) at the table were
confident of such a result. What he was confident of, however,
was that the Committee was running serious risk (a) of under-
mining domestic and foreign confidence in the System's integrity
and judgment and the reliability of the new Administration's
assertions of an intent to maintain the stability of the dollar,
(b) of impairing the market for Government securities by
placing dealers and investors in the position of having to guess
which area of the market the Federal Reserve was going to enter
and hence affect prices, and (c) of impeding Government financ-
ing by making it extremely difficult for the Treasury to deter-
mine objectively appropriate market rates for future intermediate-
and long-term financing. It was his view that these risks were
too large to run.

In addition, Mr. Robertson believed it to be inadvisable for
the Committee virtually to abdicate its authority and responsi-
bility by giving practically unlimited authority to the Manager
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of the Open Market Account (1) to buy and sell securities in
any area of the market up to 10 years, as he saw fit, for the
stated purpose of affecting rates as distinguished from providing
or withdrawing reserves from the banking system, and (2) to
engage in "swap" transactions—i.e., buying securities in one
maturity area and selling in another—to effect changes in rates
and hence marshal the System's portfolio of Government securi-
ties against market forces.

Note: On February 20, 1961, the date of initial operations
in the longer-term Government securities market, the Account
Manager, at the direction of the Chairman of the Open
Market Committee, issued the following press statement:

The System Open Market Account is purchasing in the open market
U. S. Government notes and bonds of varying maturities, some of which
will exceed 5 years.

Price quotations and offerings are being requested of all primary
dealers in U. S. Government securities. Determination as to which offer-
ings to purchase is being governed by the prices that appear most advan-
tageous, i.e., the lowest prices. Net amounts of all transactions for System
Account will be shown as usual in the condition statements issued every
Thursday.

During recent years transactions for the System Account, except in
correction of disorderly markets, have been made in short-term U. S.
Government securities. Authority for transactions in securities of longer
maturity has been granted by the Open Market Committee of the Federal
Reserve System in the light of conditions that have developed in the
domestic economy and in the U.S. balance of payments with other
countries.

March 7, 1961
1. Authority to effect transactions in System Account.

The Federal Reserve Bank of New York was directed by the
Committee to continue to conduct open market operations with
a view toward encouraging monetary expansion for the purpose
of fostering sustainable growth in economic activity and employ-
ment, while taking into consideration current international
developments.
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Votes for this action: Messrs. Martin, Hayes, Allen,
Balderston, Irons, King, Mills, Robertson, Shepardson, Swan,
Szymczak, and Wayne. Votes against this action: none.

A review of national and regional economic developments
indicated that the recession seemed to have lost momentum.
Among the more favorable economic signs was an indication
that gross national product would be down only moderately in
the first quarter of the year—possibly by less than 1 per cent.
Industrial production had apparently leveled off in February,
and it appeared unlikely that there would be a decline in March;
inventory liquidation also seemed to have leveled off. According
to recent surveys, plans for business capital expenditures indi-
cated a small rise from the first half of the year to the second,
and the total of planned expenditures, when compared with 1960,
was down only about 3 per cent. Consumer expenditures and
buying intentions also were interpreted as generally optimistic,
despite some continued weakness in expressed intentions to buy
houses and household durables. As against these indications of
a possible turnaround in economic activity, the continuing lag
in automobile sales and the persistence of a high level of un-
employment and unutilized resources were of concern.

Statistics on bank credit and bank reserves were considered
encouraging. Total loans and investments at weekly reporting
member banks recorded a sizable gain in February, total re-
serves of all member banks on a seasonally adjusted basis rose
substantially in February to surpass the 1960 high set in Novem-
ber, and required reserves, adjusted, reached a record high in
February. It was anticipated that around mid-March, when
large tax payments were due, there would be substantial liquidity
needs, with the result that reserves of member banks would be
under considerable pressure. Therefore, if the existing money
market ease was to be maintained, the System might have to
supply additional reserves, reabsorbing them possibly in the
latter part of the month.

Preliminary statistics indicated that there had been a virtual
cessation of the outward flow of short-term capital in January
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and February. However, an atmosphere of uncertainty had
arisen in international money markets following the German and
Netherlands currency revaluations, and there was the possibility
that the improved situation could reverse itself quickly.

The consensus of the Committee was that the existing mone-
tary policy of ease should be followed until the next meeting.
Considering the problem of unemployment and the continued
uncertainties in the business situation, it was felt that the System
should encourage credit expansion as a means of fostering eco-
nomic recovery. On the other hand, since the balance of pay-
ments situation had not been fundamentally corrected, it was
also felt that consideration should continue to be given to short-
term interest rates in the conduct of open market operations.
There were some variations in opinion within the Committee
concerning whether the current degree of ease was sufficient to
stimulate the economy and concerning the degree of emphasis
that should be placed on the desirability of counteracting in-
fluences tending to depress short-term interest rates.

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

The Federal Reserve Bank of New York was authorized, be-
tween this date and the next meeting of the Committee, within
the terms and limitations of the directive issued at this meeting,
to acquire intermediate- and/or longer-term U. S. Government
securities having maturities up to 10 years, or to change the
holdings of such securities, in an amount not to exceed $500
million.

Votes for this action: Messrs. Martin, Hayes, Balder-
ston, Irons, King, Mills, Shepardson, Swan, Szymczak, and
Wayne. Votes against this action: Messrs. Allen and Robert-
son.

This special authorization, first given at the Committee meet-
ing on February 7, 1961, was extended subject to the original
understanding that all operations under it were to be consistent
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with the general monetary policy expressed in the Committee's
directive.

Mr. Allen voted against this action for the reasons he had
given at the meeting of the Federal Open Market Committee
held on February 7, 1961. (At that time Mr. Allen was not a
member of the Committee, but as an alternate member he was
asked to express his opinion on the proposed extension of opera-
tions. He had opposed the extension, saying that after reviewing
a quantity of material on the subject—including the report of
an Ad Hoc Subcommittee of the Federal Open Market Com-
mittee dated November 12,1952, testimony by Chairman Martin
before various congressional committees, and a number of trea-
tises written by professional economists—and considering it also
in the light of his own experience, he did not favor the proposed
extension of operations.) Mr. Allen indicated that he was in
substantial agreement with the reasons for opposing the action
that were stated by Mr. Robertson at the meeting on February 7,
1961.

Mr. Robertson dissented from this action for the reasons that
he had stated at the meeting on February 7, 1961, when the
special authorization was first given.

3. Review of continuing authorities and statements of policy.

This being the first meeting of the Federal Open Market Com-
mittee following the election of new members from the Federal
Reserve Banks for the year beginning March 1, 1961, the Com-
mittee had scheduled for review the statements of continuing
operating policies that had been in effect since 1953 and were
last reviewed and reaffirmed on March 22, I960, as follows:

a. It is not now the policy of the Committee to support any pat-
tern of prices and yields in the Government securities market, and
intervention in the Government securities market is solely to effec-
tuate the objectives of monetary and credit policy (including cor-
rection of disorderly markets).

b. Operations for the System Account in the open market, other
than repurchase agreements, shall be confined to short-term securities
(except in the correction of disorderly markets), and during a period
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of Treasury financing there shall be no purchases of (1) maturing
issues for which an exchange is being offered, (2) when-issued securi-
ties, or (3) outstanding issues of comparable maturities to those being
offered for exchange; these policies to be followed until such time
as they may be superseded or modified by further action of the Federal
Open Market Committee.

c. Transactions for the System Account in the open market shall
be entered into solely for the purpose of providing or absorbing re-
serves (except in the correction of disorderly markets), and shall not
include offsetting purchases and sales of securities for the purpose of
altering the maturity pattern of the System's portfolio; such policy
to be followed until such time as it may be superseded or modified
by further action of the Federal Open Market Committee.

At the meeting on January 10, 1961, an Ad Hoc Subcom-
mittee of the Open Market Committee had been named for the
purpose of pursuing certain studies of the Committee's operating
procedures, along lines to be indicated by Chairman Martin.
One subject to which that Subcommittee had devoted consider-
able attention was a possible revision of the statements of operat-
ing policies. However, after discussion at this meeting the Com-
mittee decided, pursuant to the recommendation of the Sub-
committee, to table consideration of possible changes in the
operating policy statements pending further study in the light of
the authorization given at the meeting on February 7, 1961, and
reaffirmed at this meeting, covering operations in intermediate-
and longer-term securities.

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

At this meeting the Committee also reviewed and reaffirmed
all of its continuing authorities for operations, including those
referred to in the two succeeding policy record entries.

4. Repurchase agreements covering U.S. Government securities.

The Committee reaffirmed the existing authorization to the
Federal Reserve Bank of New York to enter into repurchase
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agreements with nonbank dealers in U. S. Government securities
—an authorization that had been reaffirmed by the Committee
each year since it was first granted in this form on August 2,
1955. The authorization, which continued to be subject to the
understanding that repurchase agreements at rates below the
discount rate would be used only sparingly, specified the follow-
ing conditions:

1. Such agreements
(a) In no event shall be at a rate below whichever is the lower of

(1) the discount rate of the Federal Reserve Bank on eligible
commercial paper, or (2) the average issuing rate on the most
recent issue of 3-month Treasury bills;

(b) Shall be for periods of not to exceed 15 calendar days;
(c) Shall cover only Government securities maturing within 15

months; and
(d) Shall be used as a means of providing the money market with

sufficient Federal Reserve funds to avoid undue strain on a
day-to-day basis.

2. Reports of such transactions shall be included in the weekly report
of open market operations which is sent to the members of the Federal
Open Market Committee.

3. In the event Government securities covered by any such agree-
ment are not repurchased by the dealer pursuant to the agree-
ment or a renewal thereof, the securities thus acquired by the Federal
Reserve Bank of New York shall be sold in the market or transferred
to the System Open Market Account.

Votes for this action: Messrs. Martin, Hajres, Allen,
Balderston, Irons, King, Mills, Shepardson, Swan, Szymczak,
and Wayne. Vote against this action: Mr. Robertson.

In dissenting from this action, Mr. Robertson reiterated the
opinion that repurchase agreements were in fact not purchases
of securities in the open market, such as the Reserve Banks were
authorized by law to enter into, but instead were loans to dealers
at fixed interest rates that were not related to the yield on the
securities. Therefore, they should be used only as a last resort to
finance dealers who were unable to obtain loans at reasonable
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rates from others in order to aid them in maintaining an adequate
market for Government securities. Furthermore, he was of the
opinion, for reasons he had stated many times during the past
8 years, that nonbank dealers should not be given preferential
treatment by being furnished loans from the Federal Reserve
Bank of New York at lower rates than member banks were
obliged to pay for loans from the same Reserve Bank.

The majority of the members of the Committee continued to
feel that the repurchase agreement was an appropriate instru-
ment that had proved of significant value to the Federal Reserve
System in carrying out monetary policy. Therefore, they con-
cluded that its use should not be restricted and that the authori-
zation should not be changed to preclude the opportunity, if and
when that was provided for under the authorization and ap-
peared desirable, of using a rate lower than the discount rate.

5. Purchases of bankers' acceptances, and repurchase agreements based
thereon.

The Committee reaffirmed the existing authorization to the
Federal Reserve Bank of New York to purchase bankers' ac-
ceptances and to enter into repurchase agreements therefor—an
authorization that, with minor changes, had been reaffirmed by
the Committee each year since it was first granted in 1955. The
authorization read as follows:

The Federal Open Market Committee hereby authorizes the Federal
Reserve Bank of New York for its own account to buy from and sell
to acceptance dealers and foreign accounts maintained at the Federal
Reserve Bank of New York, at market rates of discount, prime bankers'
acceptances of the kinds designated in the regulations of the Federal
Open Market Committee, at such times and in such amounts as may be
advisable and consistent with the general credit policies and instructions
of the Federal Open Market Committee, provided that the aggregate
amount of such bankers' acceptances held at any one time by the Fed-
eral Reserve Bank of New York shall not exceed $75 million, and
provided further that such holdings shall not be more than 10 per cent of
the total of bankers' acceptances outstanding as shown in the most re-
cent acceptance survey conducted by the Federal Reserve Bank of New
York.
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The Federal Open Market Committee further authorizes the Fed-
eral Reserve Bank of New York to enter into repurchase agreements
with nonbank dealers in bankers' acceptances covering prime bankers'
acceptances of the kinds designated in the regulations of the Federal
Open Market Committee, subject to the same conditions on which the
Federal Reserve Bank of New York is now or may hereafter be author-
ized from time to time by the Federal Open Market Committee to eater
into repurchase agreements covering U.S. Government securities, except
that the maturities of such bankers' acceptances at the: time of entering
into such repurchase agreements shall not exceed 6 months, and except
that in the event of the failure of the seller to repurchase, such accept-
ances shall continue to be held by the Federal Reserve Bank or shall be
sold in the open market. Such repurchase agreements shall be at the
same rate as that applicable, at the time of entering into such agreements,
to repurchase agreements covering U.S. Government securities.

Votes for this action: Messrs. Martin, Hayes, Allen,
Balderston, Irons, King, Mills, Shepardson, Swan,, Szymczak,
and Wayne. Vote against this action: Mr. Robertson.

In voting against the continuation of the authority, Mr. Robert-
son stated that he felt the Federal Reserve System should encour-
age the utmost freedom of market forces and therefore should
withdraw from active participation in the acceptance market in
the absence of clear indication that such participation would
yield specific public interest benefits. He was not aware of evi-
dence that such benefits had been realized since the authoriza-
tion was given to the Federal Reserve Bank of New York in
1955. He opposed the use of repurchase agreements covering
bankers' acceptances not only for these reasons but also for the
reasons he had expressed in opposing the use of repurchase
agreements covering Government securities.

In support of the majority position favoring reaffirmation of
the authorization, it was stated that the Federal Reserve System
had taken an active interest in promoting and assisting the
acceptance market since the inception of that market, that the
System had a legitimate interest in doing its part to make that
market as broad and as sound as possible, and that acceptances
were inherently a desirable medium for operations by a central
bank.
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March 28, 1961

1. Authority to effect transactions in System Account.

The Federal Open Market Committee directed the Federal
Reserve Bank of New York to continue to conduct open market
operations with a view to encouraging monetary expansion for
the purpose of fostering sustainable growth in economic activity
and employment, while taking into consideration current inter-
national developments.

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

Additional information on economic developments in Feb-
ruary that had become available since the previous Committee
meeting tended generally to confirm the estimates presented at
that time. While the prevailing tone of growing business opti-
mism might be considered somewhat premature, nevertheless
there were further indications that the economy was at least close
to a bottoming out of the recession. Several key economic series
that previously had been falling for some time had now either
leveled off or turned upward. These included such items as new
orders for durable goods, manufacturers' sales of durable goods,
industrial production, and retail sales. In addition, the relatively
small prospective decline from 1960 in business plant and equip-
ment expenditures was encouraging; and housing starts, at a
seasonally adjusted annual rate, had risen from the December
low, although they still remained below the year-earlier level.
While employment had risen in February to a level above a year
earlier, the rate of unemployment increased slightly and the
actual number of unemployed attained a postwar peak.

The money market had been generally easy in the past 3
weeks, a period when more tightness might ordinarily have been
expected in view of the midmonth tax date. Total loans and
investments at city banks declined during the first part of March.
Although business loans increased about as much as usual, loans
to finance companies showed a contraseasonal decline, and loans
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to dealers in Government securities also declined by a sizable
amount. City bank holdings of Treasury bills and of Government
securities maturing after 1 year fell, while holdings of other
securities increased. The money supply, which increased sharply
in January, had shown little further growth since the early part
of February, and the daily average for the first half of March
was only slightly larger than a year earlier.

Data now available indicated that, whereas an improvement
in the over-all balance of payments occurred in January, with a
$100 million surplus for that month, in February there may have
been a deficit of some $200 million. There was also some evi-
dence that this adverse trend had continued in March, in part as
a result of repercussions from the German currency revaluation.
Therefore, since the atmosphere in international financial mar-
kets remained delicate, the short-term interest rate continued to
be an important factor in the formulation of System open market
policy.

After consideration of the range of economic and financial
information that had been accumulated, it was the consensus,
from which Messrs. Balderston, Robertson, and Swan dissented,
that until the next meeting of the Committee the policy directive
should be implemented by open market operations seeking to
maintain about the existing degree of ease.

Mr. Balderston dissented because he felt that with the gold
outflow stopped, at least for the moment, the Committee should
experiment with an increased availability of reserves until the
money supply responded more vigorously. The extent to which
additional reserves would be needed for that purpose could be
determined only by probing operations, which in his view should
be started. While this probing was under way, he recognized that
the short-term rate might decline despite the support available
from factors such as the increased supply of bills being offered
by the Treasury. Since he did not wish to see the bill rate decline
significantly in view of the continuing balance of payments
problem, he felt that the Committee should continue to employ
whatever devices were available to avoid undue pressure on that
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rate. However, it seemed to him that the time had arrived to risk
some decline in short-term rates in view of the importance he
attached to stimulating the growth of the money supply. If the
cyclical bottom had been reached, he pointed out, the economy
should be prepared to put additional reserves to constructive use.

Mr. Robertson dissented from the decision to maintain, until
the next meeting, the existing degree of ease. At the past several
meetings, as at this one, he had voted to approve the policy
directive on the ground that it correctly specified that open mar-
ket operations should be conducted with the aim of encouraging
monetary expansion. However, in the last few months the degree
of ease which he thought appropriate to achieve the aim of the
directive, and which he thought had been sought by the Com-
mittee, was not reached principally, in his opinion, because too
much emphasis had been attached to seeking to prevent a reduc-
tion in the interest rate (i.e., yield) on short-term Government
bills. Consequently, in his view monetary policy had been pre-
cluded from making its full contribution to a reversal of the
economic downtrend. Now that the gold outflow had abated.
Mr. Robertson believed there was even less reason than hereto-
fore to gear open market action to the maintenance of a par-
ticular bill rate rather than to the provision of what he would
think were sufficient bank reserves to stimulate business activity
and economic growth, and thus contribute to the solution of the
serious economic problems that arise from failure to utilize fully
our human and material resources. Believing as he did that the
supply of bank reserves should be increased to encourage mone-
tary expansion and thereby to promote economic recovery, at a
time when there was little danger of reviving inflationary pres-
sures by such further ease as he sought, he deemed the proposed
policy decision inadequate to meet the needs of the time.

Mr. Swan dissented from the decision on implementation of
the directive because it did not contemplate probing toward the
higher level of reserves mentioned by Mr. Balderston. In view
of current developments, he felt that the System might be in a
position to increase the availability of reserves somewhat with-
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out undue downward pressure being exerted on the short-term
rate.

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

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
within the terms and limitations of the directive issued at this
meeting, to acquire intermediate- and/or longer-term U. S. Gov-
ernment securities, or to change the holdings of such securities,
in an amount not to exceed $500 million.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Irons, King, Mills, Shepardson, Swan, Szymczak, and
Wayne. Votes against this action: Messrs. Allen and Robert-
son.

This action amended the special authorization first given at
the meeting on February 7, 1961, by removing the restriction
that had limited transactions to securities with a maturity of not
more than 10 years, this removal having been recommended by
the Ad Hoc Subcommittee that had been named at the meeting
on January 10, 1961, to study and make recommendations with
respect to the Committee's operating procedures. It was felt that
the removal of the restriction on maturities would, by increasing
the flexibility of Account operations, facilitate the evaluation of
the feasibility and effect of System operations in other than the
short-term market. The Ad Hoc Subcommittee also recom-
mended, and the Committee agreed, that it would be desirable
to take more time, during which the experience in operating in
all maturities could be studied, before deciding on any possible
revision of the Committee's operating policy statements.

Mr. Allen voted against continuing the special authorization
on the same basis that he had previously dissented at the March 7
meeting. However, inasmuch as the authorization to operate in
longer-term securities was being continued by majority vote, he
did not object to the removal of the restriction against operating
in maturities beyond 10 years.
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Mr. Robertson had expressed at the February 7 meeting his
reasons for dissenting from the proposals to carry on open mar-
ket operations in other than short-term Government securities.
He now dissented from the action to expand the original pro-
posal not only on the basis of his conviction that the whole
operation was unwise—the risks being too great to be offset or
counterbalanced by the alleged potential benefits—but also be-
cause this proposal represented a further delegation of authority
by the Committee to the Manager of the System Open Market
Account without any plan or program to guide him in his opera-
tions. He did not believe that the Manager could be expected
to carry out the Committee's unspecified objectives—whatever
they were—solely on the basis of his own intuitions.

April 18, 1961

1. Authority to effect transactions in System Account.

At this meeting clause (b) of the first paragraph of the Com-
mittee's policy directive to the Federal Reserve Bank of New
York was changed to provide that open market operations
should be conducted with a view "to encouraging expansion of
bank credit and the money supply so as to contribute to strength-
ening of the forces of recovery that appear to be developing in
the economy, while giving consideration to international fac-
tors." The preceding directive, which had been in effect since
October 25, 1960, called for operations with a view to encourag-
ing monetary expansion for the purpose of fostering sustainable
growth in economic activity and employment, while taking into
consideration current international developments.

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

For some time open market policy had aimed at making a
contribution toward arresting recessionary influences in the do-
mestic economy, at the same time giving due regard to the level
of short-term interest rates in view of problems related to the
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continuing deficit in the U. S. balance of payments. However,
confirmation of a bottoming out of the recessionary phase of the
business cycle had been gradually emerging. Statistical informa-
tion suggested increasingly that the low point had been passed
and that an upturn was in the making, although evidence of the
prospective strength of the expansion was as yet lacking.

Data before the Committee showed that economic gains in
March were moderate and that activity in some sectors had, in
fact, continued to drift downward. Nevertheless, a number of
key indicators showed significant improvement, after allowing
for the usual seasonal influences. Among other things, personal
income increased at an annual rate of $3.5 billion, housing
starts were up for the third consecutive month, automobile sales
strengthened, and exports appeared to be holding at unusually
high levels. Although the level of unemployment continued to
present a serious problem, particularly in certain areas, initial
unemployment compensation claims recently had declined more
than seasonally, and there were other signs of improvement in
the labor market.

On the financial side, no significant changes in either the level
or structure of interest rates had occurred since mid-March, most
rates having remained a little above the lowest levels and well
below the highest levels of the current calendar year. Total
bank loans and investments had declined since the middle of
March, perhaps more than seasonally. However, the money
supply, defined in terms of demand deposits and currency, in-
creased in the latter part of March and had since been main-
tained at the higher level then reached. In addition, holdings by
the public of time deposits and comparable liquid assets con-
tinued to expand. The schedule of new corporate capital issues
for April was heavy, and State and local government offerings
continued reasonably large. Common stock prices had risen to
record levels, with heavy trading, and stock market credit had
expanded significantly.

The relatively high levels of unutilized humam and physical
resources continued to be of concern and suggested that there
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was little prospect of serious inflationary pressures. The coun-
try's international financial position remained in moderate deficit,
although gold movements in and out of U. S. monetary stocks
had recently been negligible.

The change in the Committee's policy directive was deemed
appropriate in recognition of the new phase of the business cycle
into which the nation's economy appeared to have entered, even
though the configuration of the recovery could not as yet be
forecast. As to monetary policy, the pattern that the Committee
had been following in the past few months still appeared suit-
able, and revision of the directive carried with it no intent to
modify open market policy in any significant respect at this
stage. For the period until the next meeting, it was the con-
sensus that the directive should be implemented by open market
operations aimed at maintaining approximately the same degree
of ease that had prevailed for the past several weeks. In the
majority view, such a degree of ease would serve to promote the
objective, as stated in the directive, of encouraging the expan-
sion of bank credit and the money supply. Because of the con-
tinuing uncertainties in regard to the balance of payments, the
consensus also contemplated that attention would continue to be
paid to the general level of short-term interest rates.

Three members of the Committee, Messrs. Balderston, Robert-
son, and Swan, dissented from the majority view on implementa-
tion of the directive. Mr. Balderston, who 3 weeks earlier had
suggested probing toward a somewhat greater availability of
reserves in order to encourage further expansion of the money
supply, felt that despite the gain since mid-March a longer
period was required to permit a conclusion that the money sup-
ply was rising fast enough to provide adequate liquidity. Thus,
being uncertain whether the current level of reserves was suffi-
cient to induce a satisfactory expansion in the money supply, he
continued to favor moving the level of reserves somewhat higher.
Mr. Swan also continued to feel that it would be desirable in
current circumstances to follow a slightly easier reserve policy
whenever market opportunities arose. Mr. Robertson felt that to

57

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1961



ANNUAL REPORT OF BOARD OF GOVERNORS

continue to supply reserves only in the amounts that had been
available in recent weeks would not be adequate to encourage
or support credit and monetary expansion conducive to an early
return to fuller utilization of human and material resources. He
believed the risk that additional reserves might cause a decline
in short-term rates and encourage a movement of funds from
this country, with an accompanying loss of gold, was likely to be
much less than it had been in the past.

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

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

Renewal of this special authorization, first granted on Feb-
ruary 7, 1961, and amended on March 28 to permit operations
in U. S. Government securities of all maturities, reflected the
conclusion of the Committee that further operations outside the
short-term market in pursuance of the objectives stated when the
authorization was granted would be desirable. Messrs. Allen
and Robertson dissented for reasons they had previously ex-
pressed.

May 9, 1961
1. Authority to effect transactions in System Account.

The Federal Open Market Committee made no change at this
meeting in its policy directive providing that open market opera-
tions should be conducted with a view to encouraging expansion
of bank credit and the money supply so as to contribute to
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strengthening of the forces of recovery that appeared to be
developing in the economy, while giving consideration to inter-
national factors.

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

From data presented at this meeting, economic recovery
appeared to be proceeding more rapidly than had generally been
anticipated, and at least as fast as the more optimistic forecasts
had predicted it would. All available evidence pointed toward
an increase in gross national product during the second quarter
of the year. Preliminary data indicated that the Board's indus-
trial production index for April would be up 3 points from the
first quarter low of 102. In addition, schedules for steel and
automobile production seemed virtually to assure some further
rise in the index during May—perhaps enough to erase at least
half of the 8-point decline from 110 in July 1960. Retail sales
during April had been demonstrating strength, including sales of
domestically produced automobiles, which had risen sharply in
March from the depressed midwinter level. Dealer stocks of
automobiles, which had been brought down somewhat in March
from the relatively high levels that prevailed during the past
year, had fallen further, and used car stocks were down sharply
from a year earlier. Latest information regarding plant and
equipment expenditure plans for 1961 indicated a decline of
only 1 per cent from 1960, an improvement over indications of
similar surveys made earlier in this year and in the fall of 1960.
In the price area, consumer and wholesale prices generally had
been stable, while sensitive commodities had moved up. On the
other hand, in spite of the apparently growing strength of the
economy, seasonally adjusted unemployment in April remained
at about the midwinter high.

In the financial area, short-term interest rates declined some-
what in April and early May, while intermediate- and long-term
rates showed marked declines except in the corporate market,
where there had been an unusually large volume of new financ-
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ing. Credit expansion continued during April and early May,
but at only a moderate pace. The privately held money supply—
defined as demand deposits and currency—increased moderately,
the expansion seemingly stemming from an exceptionally large
decrease in Treasury deposits. Owing to special factors, reserves
were available to banks in somewhat larger volume during April
than in March, despite a sizable reduction in the System port-
folio, resulting in a somewhat easier tone in the money market
than had been contemplated at the April 18 meeting of the
Committee. Early in May, market factors absorbed some of
these reserves.

The outflow of gold from the United States had virtually
ceased during the past 2Vi months, but private short-term capital
movements outward had continued high during the first quarter
of the year, and there was still an over-all deficit in the balance
of payments, as conventionally measured, of about $1.5 billion
(annual rate). The outflow of short-term capital continued despite
a reduction in the differential between short-term rates in the
United States and the higher rates available in most other im-
portant money markets.

In considering what policy should be followed until its next
meeting, the Committee noted that, as mentioned previously, the
tone of the money market during most of the period since the
April 18 meeting was somewhat easier than had been contem-
plated at that meeting, largely because of unusual factors that
included a high level of float. There was general recognition of
the appropriateness of a policy of ease, but a majority felt that
the ease had gone further than was desirable. As to interest
rates, it was the majority view that it would be undesirable for
the short-term rate to go lower, because of international con-
siderations. Thus, the Committee renewed the existing directive
without change, and the consensus was that operations for the
System Account should be directed toward maintaining the same
degree of ease that had prevailed in recent weeks, apart from
the unusual ease that had developed during a portion of the
period since the April 18 meeting.
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Although all members voted to approve the Committee's direc-
tive without change, Messrs. Robertson and Swan dissented from
the decision to implement the directive with operations aimed at
the same degree of ease that had existed prior to the April 18
meeting rather than the greater degree of ease that had existed
during most of the period since that date.

In dissenting, Mr. Robertson stated that it was his belief that
the recent ease had promoted a turnaround in the money supply
and brought about an increase in bank credit without unduly
depressing yields on Government securities. The downswing in
yields that had occurred was attributable more to the West
German discount rate reduction and comments by persons out-
side the Federal Reserve System than to System open market
operations. With the gold outflow apparently halted for the time
being, and with inflationary pressures seemingly less dangerous
just now than at any time in recent years, he believed that in
order for the System to do its full part in stimulating recovery
to more nearly satisfactory levels of production and employment,
the degree of ease achieved during the past 3 weeks should not
be diminished (and if anything, should be increased slightly)
during the 4 weeks until the next meeting of the Committee.

Mr. Swan said that he dissented from the implementation of
the directive with much more reluctance than at the previous
two meetings. However, he saw no particular basis for change
in the degree of ease actually achieved during the past 3 weeks
and would continue a program of supplying reserves moderately
in excess of seasonal needs to contribute to the expansion of
bank credit and the money supply.
2. Authority to effect transactions in intermediate- and longer-term securi-

ties.

The Federal Reserve Bank of New York was authorized, be-
tween this date and the next meeting of the Committee, within
the terms and limitations of the directive issued at this meeting,
to acquire intermediate- and/or longer-term U. S. Government
securities of any maturity, or to change the holdings of such
securities, in an amount not to exceed $500 million.

61

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1961



ANNUAL REPORT OF BOARD OF GOVERNORS

Votes for this action: Messrs. Hayes, Balderston, Irons,
King, Mills, Shepardson, Swan, and Wayne. Votes against
this action: Messrs. Allen and Robertson.

The Committee in renewing this special authorization, first
granted on February 7, 1961, and amended on March 28 to
permit operations in U. S. Government securities of all maturi-
ties, concluded that further operations outside the short-term
market in pursuing the objectives set forth in the directive would
be desirable. Messrs. Allen and Robertson dissented for the
same reasons they had stated previously.

June 6, 1961
1. Authority to effect transactions in System Account.

At this meeting, the Federal Open Market Committee, in
directing that open market operations be with a view "to en-
couraging 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," modified the word-
ing of the preceding policy directive by deleting the phrase "that
appear to be developing in the economy," qualifying words that
had followed "the forces of recovery" in the directive that had
been in effect since April 18, 1961.

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

From data presented by the Committee members and the
staff, it was apparent that the turning point of the recession had
been reached quite some time earlier and that recovery had
begun, although there was still doubt about the rate and prob-
able duration of the business expansion. The few measures of
economic activity available for May suggested that the pace of
recovery had been maintained. Fragmentary data suggested that
the Board's index of industrial production for May would be up
2 points from the preceding month, that retail trade figures
would show a level well above first-quarter activity, and that
employment measures would improve about seasonally for that
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month. In the area of prices, broad measures of wholesale quo-
tations had shown little change as scattered reductions offset
increases in sensitive materials, and the consumer price index
was unchanged from March to April, with the further likelihood
that there would be little or no change from April to May.

The Committee observed that thus far the stimulus to the
economy this year had come almost entirely from the reversal of
inventory liquidation, the rise in Government expenditures, and
the well maintained growth of consumption expenditures on
nondurable goods and services. Neither trade reports nor sur-
veys of buying intentions yet showed much evidence of a strong
resurgence of demand for consumer durable goods or for hous-
ing, which had played such important roles in other postwar
recoveries—a factor that caused misgivings in some quarters as
to whether this recovery would carry forward after the initial
stimulus of the inventory reversal disappeared.

Total loans and investments of banks increased substantially
more than usual in May, reflecting largely bank participation in
new Treasury financing. This bank credit expansion did not
result in an increase in the seasonally adjusted private money
supply, defined as demand deposits and currency outside of
banks; but there were large increases in time deposits and U. S.
Treasury deposits. Interest rates, which early in May had de-
clined to the lowest levels since 1958, had since risen close to,
and in some cases above, the highs that had been reached at
times during the past 10 months. Short-term rates in particular
had been influenced lately by a less marked degree of ease than
prevailed shortly before the May 9 meeting, by prospective
Treasury financing in the short-term area, and by the approach
of the mid-June tax date, which date generally is preceded by
reduced nonbank demand for Treasury bills. In addition, the
demand on capital markets had been large and seemed likely to
continue fairly heavy.

While the U. S. balance of payments position had shown con-
siderable improvement compared with the fourth quarter of
1960, the current close balance in U. S. accounts was considered
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by no means secure as short-term funds continued to flow out.
Accordingly, the Committee felt that there continued to be a
need to pay close attention to developments in international
markets.

In view of impending U. S. Treasury financing, the usual
midyear demand for funds, and a desire to encourage the expan-
sion of bank credit and the money supply, the Committee con-
cluded that in the period until the next meeting it would be de-
sirable to maintain approximately the same degree of ease as
had prevailed recently, resolving any doubts on the side of ease
and clearly avoiding any lessening of the availability of reserves.

At the same time, the Committee decided to change the word-
ing of the policy directive to make clear that there was no doubt
that forces of recovery were developing; thus, it deleted the
words that indicated such forces only "appeared" to be develop-
ing. This modification did not indicate a change in the policy
of ease that had been pursued for some months; as noted earlier,
it was the consensus that any doubts as to the availability of
reserves should be resolved on the side of ease and that there
should be no tightening in the market.

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

The Federal Reserve Bank of New York was authorized, be-
tween this date and the next meeting of the Committee, within
the terms and limitations of the directive issued at this meeting,
to acquire intermediate- and/or longer-term U. S. Government
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,
Irons, King, Mills, Shepardson, Swan, and Wayne. Votes
against this action: Messrs. Allen and Robertson.

Before renewing this authorization, the Committee gave con-
sideration to the question of the possible desirability of with-
drawing from operations in intermediate- and longer-term
securities as rapidly as feasible without impairing the structure
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of the Government securities market. It was the consensus, how-
sver, that such operations should continue to be authorized in
terms of the objectives of current policy, with decisions as to
actual operations left to the discretion of the Manager of the
System Open Market Account.

Mr. Allen, in dissenting from the continuation of the special
authorization, said that at its inception he felt the operation was
ill-advised and misguided and that the operations had, as he saw
it, confirmed that judgment. Mr. Robertson, also dissenting,
said that in his view this would be a good time to terminate the
operation.

June 20, 1961
1. Authority to effect transactions in System Account.

The Federal Open Market Committee directed the Federal
Reserve Bank of New York to continue to conduct open market
operations with a view to encouraging 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, Allen, Balderston,
Mills, Robertson, Shepardson, Swan, Wayne, Johns, and
Treiber. Votes against this action: none.

Data that had become available in the 2-week interval since
the preceding meeting of the Committee indicated that economic
recovery was continuing in a satisfactory manner. During May
industrial production was at 108 per cent of the 1957 average,
up 6 points from the February low, and a further rise seemed
likely in June. On the basis of these figures and other pre-
liminary data it was estimated that in the second quarter of the
year gross national product would be at an annual rate of at
least $512 billion, about $12 billion above the first-quarter rate.
However, there still remained questions as to the future strength
and pattern of the upswing. Although inventory liquidation had
apparently terminated, no significant accumulation was as yet
evident. Further, approximately 5 million persons were still un-
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employed and the rate of unemployment remained close to the
midwinter level, just under 7 per cent of the laibor force on a
seasonally adjusted basis. While retail sales were being main-
tained, there was not yet evidence of a real push in terms of
increased consumer buying. The moderate level of demand and
the availability of unused resources had been accompanied by
generally stable prices.

In the financial area, recent bank credit developments had
been about in line with expected movements for the current
phase of the business cycle. There had been a large volume of
financing in the capital markets, with a steady flow of invest-
ment funds into new issues. Bank liquidity had shown improve-
ment in recent weeks, particularly at money market banks, and
the demand for bank credit continued to be moderate. For a
considerable time, the rate on 3-month Treasury bills had been
within the range of 2Vs to 2% per cent, most of the time be-
tween 2Vx and 2Vi per cent. International financial develop-
ments, especially the developing pressure on the British pound
sterling and the continuing moderate deficit in the U. S. balance
of payments, caused a number of Committee members to feel
that it would be desirable if short-term interest rates could be
maintained within the recently prevailing range.

In view of the current levels of liquidity and of resource utili-
zation, and in the absence of inflationary price pressures, it was
considered appropriate, during the forthcoming period, to con-
tinue to encourage expansion in bank credit and the money
supply. Consequently, the consensus of the Committee was that
open market policy should be directed toward maintaining sub-
stantially the same degree of reserve availability as had pre-
vailed recently, with the understanding that any doubts arising
in the operation of the System Open Market Account would con-
tinue to be resolved on the side of ease.

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

The Federal Reserve Bank of New York was authorized, be-
tween this date and the next meeting of the Committee, within
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the terms and limitations of the directive issued at this meeting,
to acquire intermediate- and/or longer-term U. S. Government
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, Balderston, Mills,
Shepardson, Swan, Wayne, Johns, and Treiber. Votes
against this action: Messrs. Allen and Robertson.

In renewing this special authorization, the Committee noted
that there had been no occasion to operate in longer-term issues
during the past 2 weeks. However, it was concluded that it
would be advisable to continue to have the authority available,
for use in the judgment of the Account Manager as circum-
stances might arise.

Messrs. Allen and Robertson dissented from continuing this
special authorization for reasons similar to those they had ex-
pressed at earlier meetings.

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. S. 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
$5004600 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 levels 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 securi-
ties.

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
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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August 1, 1961

1. Authority to effect transactions in System Account.

The Committee renewed the directive to the Federal Reserve
Bank of New York calling for open market operations with a
view to encouraging 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, Allen, Balderston,
King, Mills, Shepardson, Swan, Wayne, Johns, and Treiber.
Votes against this action: none.

Although it appeared that the rate of economic expansion in
June and July had not been as rapid as in preceding months, the
economy was still moving toward higher levels of activity. Em-
ployment, income, sales, industrial production, and construction
all continued to move upward. At the same time, prices con-
tinued stable. There remained a substantial underutilization of
plant capacity, along with a high level of unemployment. Total
bank credit had increased substantially further due to the acqui-
sition of Government securities by banks as a result of the
Treasury's recent financing program, and the bank loan picture
was somewhat stronger in July than it had been in June. The
money market had been quite easy.

Developments since the July 11 meeting having special sig-
nificance from the standpoint of the formulation of monetary
policy included a request by the President of the United States
for substantial additional defense expenditures, giving rise to the
prospect of an increased Federal deficit. The prospective stimu-
lus of greater deficit spending upon the domestic economy sug-
gested a need for alertness to lessen the degree of monetary ease
in case speculative or inflationary tendencies should develop.
The second significant development since the preceding meeting
was the raising of the Bank of England's bank rate (discount
rate) to 7 per cent, in line with a general governmental program
designed to limit expansion of domestic demand in order to cope
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with an unfavorable external payments position. It was recog-
nized that the resulting differential between British and U. S.
short-term interest rates and credit availability, to the extent that
it induced a flow of funds from this country to the United King-
dom, would be a force working to limit further decline in short-
term rates domestically and perhaps exerting some upward
pressure on them. Another possible effect would be some worsen-
ing of the over-all deficit in the U. S. balance of payments, par-
ticularly in view of the adverse tendencies indicated by second-
quarter developments of the current year.

Balancing the considerations pertinent to the formulation of
monetary policy under current conditions, the Committee con-
cluded that although alertness to developing factors, both domes-
tic and international, was in order, a policy of continued ease,
while at the same time avoiding a decline in short-term interest
rates, would be appropriate for the period immediately ahead in
order to help foster domestic economic recovery at a reasonable
pace. Therefore, the consensus favored continuation of approxi-
mately the same degree of ease that had been maintained
recently.

Mr. Mills was of the opinion that both domestic considerations
related to inflationary potentials inherent in too broad a reserve
base and international considerations calling for a closer align-
ment between U. S. Treasury bill and foreign bill rates required
a reduction in the supply of reserves, which would serve to bring
some upward pressure on short-term interest rates.

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

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
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.
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Votes for this action: Messrs. Martin, Balderston, King,
Mills, Shepardson, Swan, Wayne, Johns, and Treiber. Vote
against this action: Mr. Allen.

Developments since the preceding meeting, including those
focusing attention upon the relationship of U. S. short-term rates to
rates in other countries, had resulted in substantial purchases of se-
curities other than bills by the Open Market Account in order to
provide needed reserves but not contribute directly to a further
decline in Treasury bill rates. The renewal, with one dissent, of
the authorization for operations in longer-term securities was
given without restriction on the discretion of the Management of
the Open Market Account to take such actions as seemed appro-
priate in the light of market developments and the effectuation
of over-all monetary policy. However, there was some opinion
within the Committee that, if feasible, a lesser volume of System
purchases of securities in the longer maturity range, or even a
reduction of Account holdings, would be advisable.

August 22, 1961

1. Authority to effect transactions in System Account.

Clause (b) of the directive to the Federal Reserve Bank of
New York was changed to provide for open market operations
with a view to encouraging credit expansion so as to promote
fuller utilization of resources, while giving consideration to inter-
national factors. The previous directive, which had been in effect
since June 6, 1961, provided for operations with a view to
encouraging 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, Allen, Balderston,
Irons, King, Mills, Robertson, Swan, Wayne, and Treiber.
Votes against this action: none.

Although industrial production increased to a record rate in
July, it remained well below capacity levels. The consumer and
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wholesale price indexes remained generally steady, and sensitive
industrial prices had leveled off after a rise earlier in the recovery
period. Sales of durable goods, although rising, continued to lag
behind manufacturers' new orders. While employment had been
expanding rapidly, the level of unemployment remained near the
recession high. Total retail trade was down slightly in July,
reflecting principally lower automobile sales, this decline appar-
ently being related to the earlier than usual model changeover
period. While consumer spending had increased as the recovery
progressed, it had shown less than a typical upsurge for this stage
of the business cycle, and buying intentions, according to recent
surveys, appeared to be relatively weak. Evidence suggested that
consumers had been willing thus far to devote a large part of
their increased incomes to saving, rather than increasing their
consumption of consumer goods or accumulating physical assets.

While business improvement continued to be strong and
broadly based throughout the economy, this expansion had had
little counterpart in accelerated demands upon the financial sys-
tem. Loan demand at banks lacked the vigor usually associated
with the current stage of cyclical expansion, and bank asset ex-
pansion had reflected chiefly purchases of Federal and municipal
securities. Net deposit expansion was continuing to represent
largely an increase in time deposits. An upward interest rate
movement appeared to reflect in the main expectations—based
on the improved economic outlook, higher defense expenditures,
and prospective higher levels of Treasury borrowing—rather than
any change in the current need for and supply of funds. The
upward rate movements were reinforced, particularly in the
short-term area, by a reduced level of free reserves of the bank-
ing system in the first part of August, partly due to added re-
quired reserves against deposits created by Treasury cash financ-
ing and partly due to large market drains of unforeseen
dimensions.

As to the balance of payments, preliminary data on gold and
dollar transfers to foreigners for July suggested a July payments
deficit about twice the monthly rate of deficit for the second
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quarter of the year. While the July situation reflected in part
temporary and seasonal influences, over-all payments tendencies
suggested deterioration of the deficit position, particularly in
terms of the trade balance.

There was general agreement within the Committee that eco-
nomic and financial developments, both domestic and inter-
national, should continue to be watched closely. However, for
the ensuing 3-week period the consensus favored continuing
about the same degree of ease that had prevailed, except during
the period in early August when a confluence of market factors
contrived to produce more firmness than had otherwise been the
case. The change in the language of the directive therefore did
not signify an intent to effect any immediate change in System
policy. Instead, it reflected the view of the Committee that the
amended wording was more appropriate at a time when the
domestic economy was progressing from the stage of recovery
into an expansionary phase.

Although concurring in general with the consensus, Mr. Mills
was of the opinion that natural demand forces should be relied
upon to foster an expansion of bank loans, and that forcing re-
serves on the commercial banking system could only lead to
future inflationary and speculative problems as well as cause
foreign observers to question the suitability of monetary policy
in the United States as related to balance of payments and infla-
tionary considerations.

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

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
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, Balderston, Irons,
King, Mills, Swan, Wayne, and Treiber. Votes against this
action: Messrs. Allen and Robertson.
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The Committee renewed the authorization, with two dissents,
on a basis that continued to vest in the Management of the Open
Market Account discretion, within the scope of current Com-
mittee policy objectives, for determining the extent to which the
authority should be utilized in the light of market developments.
One member of the Committee, Mr. King, favored continuing
the authorization in effect, but disengaging from operations under
it for the time being, while another member, Mr. Mills, voted
for continuation of the authority with the recommendation that
it be used, when practicable, for reduction of the Open Market
Account's portfolio of securities other than Treasury bills. Mr.
Robertson, one of the two members who dissented from renewal
of the authorization, cited the shrinkage in private retail buying
interest in the long-term Government securities market which
had accompanied the continuation of official purchases of such
securities, and the lack of any apparent major benefits from such
purchases. Although he believed that cessation of operations in
longer-term securities would be the wisest course, he suggested
that the Committee begin by returning to the initial standard,
set on February 7, 1961, of barring operations in securities
maturing beyond 10 years. This, he felt, would lay the founda-
tion for progressively further limitations later as, in the Com-
mittee's view, conditions might make such action appropriate.

September 12, 1961
1. Authority to effect transactions in System Account.

The Committee renewed without change the directive to the
Federal Reserve Bank of New York calling for open market
operations with a view to encouraging credit expansion so as to
promote fuller utilization of resources, while giving considera-
tion to international factors.

Votes for this action: Messrs. Martin, Allen, Balderston,
Irons, King, Mitchell, Robertson, Shepardson, Swan, Wayne,
and Treiber. Votes against this action: none.

Available economic data, mostly relating to the month of
August, indicated the continuation of a recovery movement in
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which almost all economic indicators had risen above their
earlier peaks, but without evidence, however, of an attitude of
excessive exuberance on the part of the business community.
Some stimulation from additional defense expenditures appeared
to be about offset by a lower level of consumer spending than
might ordinarily be expected at the current stage of the business
cycle. Consumer credit outstanding, which declined in July,
appeared to have declined further in August. While the re-
covery movement appeared to be dependent to a considerable
extent on the stimulus provided by the public sector of the
economy, there was no suggestion that the stimulus from that
sector would be withdrawn. On the other hand, while the vastly
increased liquidity of the economy, especially in the hands of
consumers, constituted a reservoir of potential spending, there
was no present evidence of a significant increase in consumer
spending.

Commercial bank loans and investments declined somewhat
in August following the large increase in July, which had been
due mainly to Treasury financing operations. Business borrow-
ing from banks had thus far shown a rise of no more than usual
seasonal proportions. The money supply, narrowly defined to
include only currency and demand deposits, changed little in
August for the fifth successive month, while the rise in time and
savings deposits at commercial banks slackened slightly after
having maintained a sharp rate of increase, seasonally adjusted,
earlier in the summer.

As to the balance of payments, it appeared that the large
transfer of gold and dollars from the United States to foreigners
in July could be accounted for mainly by temporary factors, in-
cluding a large outward capital movement, a reduced trade sur-
plus reflecting a contraseasonal rise in imports, and a seasonal
increase in tourist expenditures. Preliminary indications sug-
gested that the deficit may have been reduced in August. Never-
theless, even if the July deficit reflected temporary factors, the
gravity of any tendency toward deterioration of the U. S. interna-
tional payments position was apparent, particularly when viewed
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in the light of the accumulated deficit over a period of years and
the resulting diminution in the margin of monetary reserve pro-
tection.

Views on monetary policy for the ensuing 3-week period were
influenced by the fact that throughout this period the Treasury
would be in the market with large and complex new cash and
refinancing operations. This circumstance suggested the desir-
ability of a steady money market. Even apart from this factor,
however, the consensus was favorable to continuation of essen-
tially the same degree of ease that had prevailed, although there
was general agreement that the Committee should continue to be
particularly alert to the emergence of developments that might
call for some shift of policy. A minority of Committee mem-
bers, while agreeing generally with the consensus as to opera-
tions during the forthcoming period, suggested that such ques-
tions as might arise in the conduct of operations be resolved on
the side of less ease, particularly since the risk of a faltering of
domestic economic expansion seemed to have receded while the
risk of further deterioration in the international financial posi-
tion of the United States appeared to have increased.

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

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
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, Balderston, Irons,
King, Mitchell, Shepardson, Swan, Wayne, and Treiber.
Votes against this action: Messrs. Allen and Robertson.

The comments on the renewal of this authority did not reveal
any significant change in the views of the Committee members,
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as previously expressed, regarding the desirability or utilization
of the authority.

October 3, 1961

1. Authority to effect transactions In System Account.

The directive to the Federal Reserve Bank of New York, call-
ing for open market operations with a view to encouraging credit
expansion so as to promote fuller utilization of resources, while
giving consideration to international factors, was renewed with-
out change.

Votes for this action: Messrs, Balderston, Allen, Irons,
King, Mills, Mitchell, Robertson, Shepardson, Swan, Wayne,
and Treiber. Votes against this action: none.

There was no evidence of substantial change in the economic
and financial picture since the preceding meeting of the Com-
mittee, although the pace of expansion appeared to have moder-
ated somewhat. The demand for bank loans had been roughly
in line with business developments, with no indication of ex-
ceptional borrowing in expectation of higher interest rates or
inventory needs. Prices continued to exhibit stability, and there
remained an underutilization of plant capacity and a high rate of
unemployment.

In these circumstances, and in view of current Treasury
financing operations, the consensus favored continuation during
the period immediately ahead of approximately the same degree
of ease that had prevailed during recent weeks, in the belief that
a need for some additional credit and monetary expansion ex-
isted in order to achieve higher levels of resource utilization. A
minority of the Committee suggested, however, that doubts aris-
ing in the conduct of open market operations be resolved on the
side of less ease, principally in the thought that a gradual move
in such direction would place the System in a more advantage-
ous position if and when forces should accumulate that would
call for a positive shift towards a less stimulative monetary
policy.
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One member of the Committee, Mr. Mills, voted against the
implementation of policy in the manner indicated by the con-
sensus, believing that policy should now move more positively
toward a lesser degree of ease. While he would contemplate a
reserve base ample to support the credit needs of the economy,
in his judgment more than enough reserves were available to
satisfy such needs. Mr. Mills felt that the Committee must move
back from the present degree of ease cautiously and experi-
mentally. However, he was apprehensive about the degree of
liquidity of the commercial banking system and felt that a start
should be made toward limiting further expansion in, or per-
haps absorbing some of, that liquidity to the end that a result-
ing firming in the interest rate structure, besides paving the way
toward a possible increase in the discount rate of the Federal
Reserve Banks to 3Vi per cent, would reduce the disparity be-
tween short-term interest rates in the United States and Great
Britain and in that way give visible evidence of a determination
to use monetary policy as one means of keeping balance of pay-
ments problems and inherent inflationary tendencies under con-
trol.

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

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
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. Balderston, Irons, King,
Mills, Mitchell, Shepardson, Swan, Wayne, and Treiber.
Votes against this action: Messrs. Allen and Robertson.

The recording of votes on the authorization reflected no
changes from previously expressed attitudes except in one case.
Mr. Mills stated that he continued to oppose purchases of longer-
term securities for the System Open Market Account and to
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favor reduction of the volume of such securities held in the port-
folio. He now felt, however, that further experience had justi-
fied operations in short-term Government securities other than
bills as being in the interest of a flexible conduct of monetary
policy. The advantages of policy flexibility that had been gained
through these dealings would be enhanced, in his opinion, if
more emphasis were placed on sales of such securities when with-
drawing reserves as compared with the weight that had been
given to purchases for the purpose of supplying reserves.

October 24, 1961
1. Authority to effect transactions in System Account.

The New York Reserve Bank was again directed to admin-
ister open market operations with a view to encouraging credit
expansion so as to promote fuller utilization of resources, while
giving consideration to international factors.

Votes for this action: Messrs. Hayes, Allen, Balderston,
Irons, King, Mills, Mitchell, Robertson, Shepardson, Swan,
and Ellis. Votes against this action: none.

The latest available statistical data, mostly for the month of
September, reflected some hesitation in the pace of business ex-
pansion, as attested by a faltering in the industrial production
index. However, there had been certain transitory factors at
work, including abnormal weather conditions in parts of the
country and a strike in the automotive industry, and it was diffi-
cult to determine how much of the deceleration of economic
advance was attributable to such factors. Unemployment had
not been reduced significantly, and retail sales figures failed to
suggest buoyancy. Also, the rate of increase of personal income
had slowed somewhat in August and September. Wholesale
prices remained below the level that had prevailed in March of
this year. On the other hand, gross national product was esti-
mated to have advanced significantly from the second to the
third quarter, and scattered evidence indicated that October
trends were such as to support a more optimistic appraisal of the
business outlook than the September statistics might suggest.
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Total bank credit expanded significantly in September and in
the third quarter as a whole, the conventionally defined money
supply showed in September the first substantial increase in
several months, and time deposits at commercial banks continued
their rapid growth. These developments were aided by substan-
tial new cash offerings of Treasury securities, which had been
acquired in large part by the banks. Treasury bills had been
relatively firm, with 3-month bill rates moving generally within
the 2.25 - 2.35 per cent range in which they had fluctuated since
late August. Within about a week, the Treasury was expected to
announce the terms of a large November refunding.

In the third quarter, transfers to foreigners of gold, convertible
foreign currencies, and dollars were at a seasonally adjusted an-
nual rate of more than $3 billion, as compared with an annual
rate of less than $2 billion in the second quarter, after eliminat-
ing the influence of special debt repayments. Within the third
quarter, moreover, September appeared to have been the weakest
month, and such October figures as were available suggested
little, if any, improvement. Whereas in the second quarter basic
U. S. payments were approximately in balance, the third-quarter
figures reflected a deficit. The main reasons for the deterioration
were that imports had increased faster than expected and the
net capital outflow had failed to diminish.

Consideration of these diverse factors resulted in a consensus
that a continuation of the monetary policy the Committee had
been following would be appropriate from the standpoint of
domestic conditions, though with a tendency to resolve any
doubts arising in the conduct of open market operations on the
side of less ease. It was agreed that the System should meet
seasonal needs for reserves and also that it should endeavor, in
accordance with its practice of long standing, to maintain steady
money market conditions in view of the Treasury's refinancing
program. Because of international factors, however, the con-
sensus favored giving more than usual attention to short-term
rates.

Mr. Mills dissented from the implementation of policy in the
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manner indicated by the consensus because, as he had indicated
at the October 3 meeting, he felt that Federal Reserve policy
aimed at encouraging the expansion of bank credit had resulted
in an increase in banking, industrial, and commercial liquidity
that was approaching an inflationary status and had already
tended to damage the fabric of the money market. In the cir-
cumstances, including the ramifications of the international situa-
tion, he believed that a start should be made toward implement-
ing a moderately restraining monetary and credit policy.

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

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
within the terms and limitations of the directive issued at this
meeting, to acquire intermediate- and/or longer-term Government
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. Hayes, Balderston, Irons,
King, Mills, Mitchell, Shepardson, Swan, and Ellis. Votes
against this action: Messrs. Allen and Robertson.

No changes were indicated in previously expressed positions of
members of the Committee concerning the authorization and
operations thereunder.

November 14, 1961

1. Authority to effect transactions in System Account.

The Committee renewed without change the directive to the
Federal Reserve Bank of New York providing for open market
operations with a view to encouraging credit expansion so as to
promote fuller utilization of resources, while giving consideration
to international factors.

Votes for this action: Messrs. Martin, Hayes, Allen, Irons,
King, Mills, Mitchell, Robertson, Swan, and Wayne. Votes
against this action: none.
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On the basis of preliminary data, the Board's industrial pro-
duction index appeared to have recovered in October the 1-point
September decline, and possibly to have exceeded the August
high. With the model changeover completed and the strike
settled, automobile production had increased sharply in October,
with a further substantial rise in November indicated by industry
schedules. New orders for machinery were up in October, along
with heavy engineering contracts, employment showed moderate
improvement, and total retail sales had broken out of the narrow
range within which they had fluctuated since midyear. The un-
employment rate continued, however, at approximately the level
that had persisted for almost a year. Some decline was noted in
a few sensitive commodity prices, and third-quarter corporate
profits were below earlier expectations. A recent private survey
of business plans for spending on new plant and equipment in
1962 suggested only a modest rise above the level of expenditures
for the current year. On the other hand, consumer spending
showed signs of considerably improved strength in October.

Despite the October showing with regard to increased con-
sumer spending, questions still remained concerning the under-
lying strength of consumer demand. For example, consumer
savings and liquid asset holdings were still continuing at a high
level, and consumers were not yet resorting actively to the use
of their available borrowing power. The latest samplings of buy-
ing intentions for durable goods, moreover, afforded little evi-
dence that consumer demand might become a strong inde-
pendent factor in furthering economic expansion in the months
immediately ahead.

In the financial area there had been a further sizable expansion
in the money supply, accompanied by only a moderate increase
in bank loans. The short-term Treasury bill rate had risen re-
cently, following a downdrift in interest rates, particularly in
the long-term sector. System open market operations during
this period were large, but insufficient to meet the drain on re-
serves from market factors, and free reserves had declined some-
what, with modest tightening in the money market. While this
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tightening had resulted from the play of market forces, circum-
stances such as the lower average free reserve figure for one of
the statement weeks and the concurrent upward movement of
Treasury bill rates had led to speculation regarding a shift in
Federal Reserve policy.

Data on the U.S. balance of payments showed that for the
third quarter of 1961 the deficit, on a seasonally adjusted basis,
was at an annual rate somewhat above $3 billion, representing
a substantial deterioration from the first half of the year. The
largest single contributory factor to the increased deficit was a
rise in imports. As to October, preliminary incomplete data
afforded little basis for belief that the deficit had been reduced
from the high September figure.

The consensus that evolved from the discussion at this meeting
favored continuation for the period just ahead of a monetary
policy calculated to produce approximately the same degree of
ease that had prevailed for some time, except for the part of the
preceding 3-week period in which a tendency toward a some-
what tighter money market had developed. It was the view of a
majority of the Committee that, although economic develop-
ments should be watched closely in order to determine whether a
shift in policy toward a less stimulative monetary posture would
be appropriate, at this particular juncture various factors such as
the persistence of a relatively high volume of unused resources,
the absence of inflationary pressures, and the still unresolved
question of the pace of consumer spending presented strong argu-
ments against any significant lessening of monetary ease.

Two members of the Committee, Messrs. Hayes and Mills, dis-
sented from the implementation of policy in the manner indi-
cated by the consensus. Mr. Hayes felt that it would be desirable
for the Treasury bill rate to move into a moderately higher range,
as a contribution in a minor way toward recognition of the seri-
ous U. S. international payments problem, and he was prepared
to accept a somewhat lower level of free reserves should that
prove necessary to sustain the bill rate. However, he would not
favor any noticeable shift in System policy at this time. Also,
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if the Treasury should decide to undertake an advance refund-
ing in the near future, then he would feel that no change in
existing monetary policy would be appropriate. Mr. Mills dis-
sented because of his belief that implementation of policy ac-
cording to the consensus would fail to take the initiative that the
Federal Reserve System should properly take at this juncture. In
his view the monetary and credit situation to which he had ad-
dressed himself at the two previous meetings of the Committee
had since worsened. It continued to be imperative, in his opinion,
to restrict the supply of reserves to such extent that the expansion
of bank credit would be contained largely within the bounds of the
resources already at the banks' disposal, at the same time that a
firmer structure of interest rates would serve to discourage the
transfer of gold and dollars abroad. In combination, the effect
of these actions should, he thought, give public evidence of a
determination to follow orthodox principles in defending the
international exchange value of the dollar.

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

The Committee authorized the Federal Reserve Bank of New
York, between this date and the next meeting of the Committee,
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, Irons, King,
Mills, Mitchell, Swan, and Wayne. Votes against this action:
Messrs. Allen and Robertson.

The renewal of the authorization was without indication of
change in the views stated regarding it when the authority was
previously renewed.

December 5, 1961

1. Authority to effect transactions in System Account.

The policy directive to the Federal Reserve Bank of New York
calling for open market operations with a view to encouraging

86

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1961



FEDERAL RESERVE SYSTEM

credit expansion so as to promote fuller utilization of resources,
while giving consideration to international factors, was renewed
at this meeting without change.

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

On the basis of more complete data for October than had been
available at the preceding Committee meeting, together with
preliminary data for November, it appeared that after a period
of hesitation in August and September a strong growth trend in
the economy had resumed, although without indication of ex-
cesses or undue exuberance. December production schedules,
particularly in steel and automobiles, suggested a further upward
movement in industrial production by year-end, and the tone of
business sentiment, as reflected in district reports, was generally
on the optimistic side. Additional improvement was noted in
retail sales, as well as in manufacturers' sales and orders. Also,
although there continued to be a substantial amount of unutilized
manpower, preliminary unemployment statistics for November
indicated a significant percentage reduction, for the first time in a
year. Prices continued to show general stability. Despite recent
improvement, there remained a degree of uncertainty regarding
the probable future pace of consumer outlays, and there was like-
wise little evidence of an upward surge in plans for plant and
equipment expenditures.

Despite the apparently accelerated pace of economic expan-
sion in November, the rate of bank credit and deposit expansion
seemed to have slackened, following the pronounced increase in
September and October. Nevertheless, money markets were
relatively firm in November until the end of the month, and
interest rates generally rose somewhat. Treasury bill yields rose
in the latter part of the month to or slightly above the peaks
reached at various times of seasonal pressure during the past 15
months.

There was no evidence of improvement in the international
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payments position of the United States, perhaps some further
deterioration. Preliminary reports on the balance of payments
for November suggested that the deficit was about equal in size
to the October and September deficits.

The Open Market Committee, in considering the appropriate
course of monetary policy for the period ahead, observed that the
recent tendency toward a firming of money market conditions
reflected pressures generated within the market itself rather than
positive action on the part of the System. The fact that market
forces had resulted in increasing somewhat the Treasury bill
rate level was regarded as fortunate, in view of the balance of
payments problem, and it was not felt that System operations to
offset the effect of the prevailing market forces would be war-
ranted. In fact, a minority of the Committee believed that the
expansionary trend and current strength of the domestic business
situation would justify some lessening in the volume of reserves
placed at the disposal of the banking system as a basis for further
expansion of credit. However, due to the absence of stresses and
strains in the economy at the present time and in light of the
several remaining points of uncertainty that tended to cast some
doubt on the pattern of future economic developments, the con-
sensus favored maintaining for the immediate future approxi-
mately the same policy in respect to the supplying of reserves
that the Committee had been pursuing for some time.

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

The Federal Reserve Bank of New York was authorized, be-
tween this date and the next meeting of the Committee, within
the terms and limitations of the directive issued at this meeting,
to acquire intermediate- and longer-term U. S. Government
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,
Irons, King, Mitchell, Shepardson, Swan, Wayne, and
Fulton. Vote against this action: Mr. Robertson.,
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No change was indicated in positions previously expressed
with respect to this authorization.

December 19, 1961

1. Authority to effect transactions in System Account.

The following current economic policy directive was issued to
the Federal Reserve Bank of New York:

It is the current policy of the Committee to permit further bank
credit and monetary expansion so as to promote fuller utilization of
the economy's resources, together with money market conditions con-
sistent with the needs of both an expanding domestic economy and
this country's international balance of payments problem.

To implement this policy, operations for the System Open Market
Account shall be conducted with a view to providing reserves for bank
credit and monetary expansion (with allowance for the wide seasonal
movements customary at this time of the year), but with a somewhat
slower rate of increase in total reserves than during recent months.
Operations shall place emphasis on continuance of the 3-month
Treasury bill rate at close to the top of the range recently prevailing.
No overt action shall be taken to reduce unduly the supply of re-
serves or to bring about a rise in interest rates.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Irons, Shepardson, Swan, Wayne, and Fulton. Votes against
this action: Messrs. King, Mills, Mitchell, and Robertson.

(This directive was the first issued by the Committee under
new procedures instituted at this meeting—explained in a subse-
quent entry of this date—under which the substance of the Com-
mittee's previous directive was to be divided between a "current
economic policy directive" and a "continuing authority direc-
tive.")

Data for November available to the Committee at this meeting
indicated continued expansion in economic activity on many
fronts and a substantial rise in consumer outlays, an area with
respect to which there had earlier been some uncertainty. Final
figures for November industrial production indicated a rise of 1
point in the Board's index, with prospects for another 1- or 2-
point increase in December. New orders for durable goods were
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up moderately, and unfilled orders had risen further. The No-
vember decline in the unemployment rate on a seasonally ad-
justed basis, which had been suggested by preliminary figures
available at the previous meeting, was confirmed in the final cal-
culations. Preliminary estimates for gross national product in
the fourth quarter indicated that despite strikes and other tem-
porary setbacks the economy had performed up to the more
optimistic of the earlier expectations.

Evidence was lacking of inflationary pressures associated with
the continued upward movements in production and spending.
The final price indexes for November showed no significant
change on the average, with increases in some lines offset by
decreases in others. Scattered figures available for December sug-
gested that the stability was continuing. While business opti-
mism had picked up considerably in recent weeks, figures on
plant and equipment expenditure plans for the first quarter of
1962 indicated only a moderate rate of growth over the fourth
quarter of 1961. Partial data on bank credit for the first half of
December indicated relatively small changes in recent weeks in
loans to businesses, although there had been an increase in the
seasonally adjusted money supply.

The recent advance in interest rates, which was concentrated
largely in the short-term area of the market, continued in the
first half of December, with yields on some issues rising to new
highs for the year. These advances appeared to be attributable
to cyclical developments in the economy, as well as to usual
seasonal factors. In contrast to the encouraging domestic pic-
ture, data on the balance of payments for November indicated
an adverse basic balance as large as, if not larger than, in Oc-
tober, and fragmentary data for the first half of December indi-
cated a continuation of the November trend.

It was the judgment of the Committee majority that improve-
ments in the domestic economic situation coupled with the
continuing balance of payments problem warranted a policy
trending toward slightly less easy monetary conditions, with
short-term interest rates near the high end of their recent range.

90

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1961



FEDERAL RESERVE SYSTEM

However, in view of the facts that the unemployment rate, while
reduced from earlier levels, was still relatively high and that there
were no symptoms of inflationary pressures, the majority felt that
no substantial change from recent policies was called for. Ac-
cordingly, the Committee issued the directive quoted above.

While Mr. Robertson's analysis of the economic situation and
the proper direction of policy was the same in its essentials as
that of the majority, he voted against adoption of this directive
on the grounds that it was undesirable to tie monetary policy to
the bill rate. Mr. Mills' dissent was on the grounds that circum-
stances called for a greater degree of restraint than was indi-
cated in the directive. In his opinion the Committee had been
dilatory in acting firmly to combat the balance of payments prob-
lem through monetary policy, and despite a situation where an
over-generous provision of reserves had continuously allowed the
commercial banking system ample leeway for expanding bank
loans within the total of its available resources. Messrs. King and
Mitchell, on the other hand, thought the time had not yet ar-
rived for any modification of policy in the direction of less ease.

2. Modification of form of directive to Federal Reserve Bank of New
York.

As indicated in the preceding entry, the Federal Open Market
Committee voted at this meeting to replace the single directive
of the type it had issued to the Federal Reserve Bank of New
York in the course of its meetings in the past with a "current
economic policy directive" and a "continuing authority direc-
tive." In accordance with this revision of procedure the Com-
mittee adopted the following continuing authority directive:

1. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York, to the extent necessary to carry out
the current economic policy directive adopted at the most recent meet-
ing of the Committee:

(a) To buy or sell U.S. Government securities in the open market
for the System Open Market Account at market prices and, for such
Account, to exchange maturing U.S. Government securities with the
Treasury or allow them to mature without replacement; provided that
the aggregate amount of such securities held in such Account (in-
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eluding forward commitments, but not including such special short-
term certificates of indebtedness as may be purchased from the
Treasury under paragraph 2 hereof) shall not be increased or de-
creased by more than $1 billion during any period between meetings
of the Committee;

(b) To buy or sell prime bankers' acceptances in the open market
for the account of the Federal Reserve Bank of New York at market
discount rates; provided that the aggregate amount of bankers' ac-
ceptances held at any one time shall not exceed $75 million or 10
per cent of the total of bankers' acceptances outstanding as shown in
the most recent acceptance survey conducted by the Federal Re-
serve Bank of New York;

(c) To buy U.S. Government securities with maturities of 24
months or less at the time of purchase, and prime bankers' accept-
ances, from nonbank dealers for the account of the Federal Reserve
Bank of New York under agreements for repurchase of such securi-
ties or acceptances in 15 calendar days or less, at rates not less than
(a) the discount rate of the Federal Reserve Bank of New York at the
time such agreement is entered into, or (b) the average issuing rate on
the most recent issue of 3-month Treasury bills, whichever is the
lower.
2. The Federal Open Market Committee authorizes and directs the

Federal Reserve Bank of New York to purchase directly from the
Treasury for the account of the Federal Reserve Bank of New York
(with discretion, in cases where it seems desirable, to issue participations
to one or more Federal Reserve Banks) such amounts; of special short-
term certificates of indebtedness as may be necessary from time to time
for the temporary accommodation of the Treasury; provided that the
total amount of such certificates held at any one time by the Federal
Reserve Banks shall not exceed $500 million.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Irons, King, Mitchell, Shepardson, Swan, Wayne, and Fulton.
Votes against this action: Messrs. Mills and Robertson.

(The current economic policy directive adopted at this meet-
ing is quoted in the first policy record entry for this date.)

In the view of the majority, separation of the continuing au-
thorizations from the current directive would permit the Com-
mittee to frame its current economic policy instructions to the
Federal Reserve Bank of New York in a more effective fashion.
Previously the formal economic policy instructions had been
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compressed into a single clause—clause (b) of the first paragraph
in directives of the former type—of a longer statement also in-
cluding instruction on other matters which were subject to
relatively infrequent change.

The new continuing authority directive was intended to en-
compass the substance of the previous single directive, except for
clause (b), and of certain other authorizations and directives re-
lating to repurchase agreements and bankers' acceptances that
previously had been adopted independently of the directive. No
action was taken to discontinue previous authorizations on re-
purchase agreements and bankers' acceptances. The language
in the new continuing authority directive was rephrased from that
of earlier instruments for the sake of greater clarity, but with one
exception the Committee made no substantive changes in its
authorizations and directions to the Account Management. The
exception related to the maturity limit of securities acquired
from nonbank dealers under repurchase agreements, which was
15 months under the previous authority and was set at 24
months in the new continuing directive.

Mr. Mills dissented from the action to adopt the continuing
directive because, in his view, directives of the previous type
that were tied to "ground rules" set out in specifically stated
operating policies more clearly reflected the judgments of the
Committee, and in a manner to which the interested public had
become accustomed. He was concerned that in the new type of
current policy directives, a tendency toward the use of amor-
phous statements and generalities in describing policy intentions
would in the future prevent fixing responsibility for previous
actions that had come under criticism.

Mr. Robertson's dissent was on two grounds. First, he ob-
jected to the inclusion of the authority to buy Government
securities from nonbank dealers under repurchase agreements at
rates that could be lower, in certain circumstances, than the dis-
count rate of the Federal Reserve Bank of New York. Second,
he objected to the fact that the directive did not include certain
rules within which, in his view, the Account Management should
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operate on behalf of the Committee. Specifically, the document
did not include any directive to the effect that open market oper-
ations were to be conducted primarily to supply or absorb bank
reserves; it did not limit open market operations to short-term
securities; it contained no restriction against conducting opera-
tions for the purpose of supporting any pattern of prices or yields
in the Government securities market; it contained no language
specifying that during periods of Treasury financing open market
operations were to be conducted in such a manner as to change
as little as possible prevailing money market conditions; and it
contained no prohibition against "swap" transactions (i.e., off-
setting purchases and sales of securities).

3. Statements of continuing operating policies and authority to effect
transactions in intermediate- and longer-term securities.

The Federal Open Market Committee discontinued the three
statements of operating policies that had been in effect since 1953
and were last reaffirmed by the Committee on March 22, 1960.
This action was taken with the understanding that it would
make unnecessary the special authorization permitting transac-
tions in longer-term securities, adopted in February 1961 and
renewed at each subsequent meeting, and this authorization was
therefore not again renewed. The three discontinued operating
policy statements read as follows:

a. It is not now the policy of the Committee to support any pattern
of prices and yields in the Government securities market, and in-
tervention in the Government securities market is solely to effectuate
the objectives of monetary and credit policy (including correction
of disorderly markets).

b. Operations for the System Account in the open market, other
than repurchase agreements, shall be confined to short-term securities
(except in the correction of disorderly markets), and during a period
of Treasury financing there shall be no purchases of (1) maturing
issues for which an exchange is being offered, (2) when-issued securi-
ties, or (3) outstanding issues of comparable maturities to those being
offered for exchange; these policies to be followed until such time
as they may be superseded or modified by further action of the Fed-
eral Open Market Committee.
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c. Transactions for the System Account in the open market shall be
entered into solely for the purpose of providing or absorbing reserves
(except in the correction of disorderly markets), and shall not include
offsetting purchases and sales of securities for the purpose of altering
the maturity pattern of the System's portfolio; such policy to be fol-
lowed until such time as it may be superseded or modified by fur-
ther action of the Federal Open Market Committee.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Irons, Mitchell, Shepardson, Swan, and Fulton. Votes
against this action: Messrs. King, Mills, Robertson, and
Wayne.

The operating policy statements had been reviewed at the
meeting of March 7, 1961, in accordance with the customary
practice of reviewing all continuing authorities and statements of
policy at the first meeting each year following the election of
new members from the Federal Reserve Banks. At that time,
pursuant to the recommendation of a Subcommittee, the Com-
mittee tabled consideration of possible changes pending a more
comprehensive review of the appropriate form for such state-
ments under present circumstances, including those associated
with the operations recently begun in intermediate- and longer-
term securities. Subsequently, Committee members gave ex-
tended consideration to alternative possible formulations of the
statements and to the advantages and disadvantages of continu-
ing them in some form. Further deliberations at this meeting
culminated in the decision to discontinue the statements.

The language of the statements had reflected the Committee's
expectation that departures from various of the individual poli-
cies described would be needed from time to time, and the Com-
mittee had in fact made such departures on several occasions.
The most recent was the special authorization for transactions
in longer-term Government securities first made in February
1961 and renewed at each subsequent meeting until December
19, 1961. In voting to discontinue the three statements of oper-
ating policies, it was the belief of the majority of the Committee
that in the future greater latitude might be needed for adapting
System operating techniques to changing circumstances than had
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been required over most of the period since 1953, especially in
view of the change in this country's international payments posi-
tion.

The decision also reflected the belief of a Comitnittee majority
that some of the advantages seen earlier in having statements of
operating policies were now considerably reduced in importance.
The main purpose of the statements, when they were originally
adopted in 1953 and reaffirmed in subsequent years, was to
clarify the role of the Federal Reserve with respect to the Gov-
ernment securities market. During World War II and the post-
war period up to the Treasury-Federal Reserve accord of March
1951, the System maintained the prices and yields of outstand-
ing Government securities on a relatively fixed schedule, and in
the 18 months following the accord the System continued
actively to support Treasury financings. A majority of the Com-
mittee had believed the statements of operating policies served
a major role in defining more clearly the System's operations in
the Government securities market and in facilitating the transi-
tion from a supported to an unsupported market. But the transi-
tion had long since been successfully accomplished and a
majority now felt that this purpose no longer provided a com-
pelling reason for continuing formal statements of operating
policies.

Another of the original purposes of the statements was to pro-
vide guidelines for open market operations undertaken on the
Committee's behalf. At the time the statements were adopted in
1953 the Federal Open Market Committee met relatively infre-
quently—a minimum of four times a year, with occasional addi-
tional meetings—and in the relatively long intervals between
meetings responsibility for effectuating policy lay with the execu-
tive committee. Along with other types of instructions, the
operating policy statements were considered to serve a useful
function in providing guides for the executive committee and
the Account Management. Since mid-1955, however, when the
executive committee was discontinued, the full Committee had
been meeting regularly at short intervals—usually every 3 weeks
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—and it had been able to maintain close direction over the conduct
of operations. In these circumstances the majority felt that the
importance of the operating policy statements as guides for oper-
ations was also considerably reduced.

The decision to discontinue the statements of operating poli-
cies related solely to the desirability of continuing to have such
statements; it was not a decision to change the basic position of
the System in relation to the Treasury or the market. The action
was taken with the recognition that the bulk of open market
operations would, in the nature of the case, continue to be in
short-term securities; with the understanding that decisions about
operations in securities of all maturities would continue to be
made by the Committee in light of prevailing circumstances; and
with the understanding that the Committee had no intention of
pegging Government security prices, or of creating artificial
market conditions at times of new security offerings by the
Treasury.

Those voting against the action to discontinue the statements
felt that the balance of advantages and disadvantages still fav-
ored the retention of statements in some form. It was pointed out
that whether or not the Committee affirmed formal statements
of operating policies, it would in effect still be acting in terms
of certain rules, and there were some advantages in having these
formalized even if the language admitted to a considerable de-
gree of flexibility. The possibility that a complete elimination
of the statements would have an adverse effect on the Govern-
ment securities market was suggested.

Mr. Robertson's dissent was predicated on his beliefs that
there should be Committee rules with respect to matters such as
"swap" transactions, pegging operations, and the conduct of
open market operations during periods of Treasury financing and
that they should be formally set out. He also felt that the Com-
mittee should return to its previous policy of confining opera-
tions to short-term securities. In his view: (1) the operation that
the Committee had launched in February 1961, including trans-
actions in longer-term securities under the special authoriza-
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tion, had not been successful in raising short-term and lowering
long-term rates; (2) had the operation been pushed to the point
necessary to achieve what he understood to be these twin goals, its
defects would now be obvious; and (3) the deleterious effects of
such operations on the market for long-term securities will be-
come more apparent when the Treasury seeks—as it sometime
must—to extend the maturity structure of the Federal debt by
attempting to sell long-term securities for cash or in exchange
for maturing securities. Furthermore, he believed that while it
was possible for the Federal Reserve to acquire longer-term
securities without impeding Treasury operations in a period such
as 1961, when Treasury financing was chiefly short-term, the sale
of such securities would present real problems. In his view such
selling action would not only absorb long-term funds from the
limited supply but would also aggravate the uncertainties which
already plagued the long-term market, weakening its supporting
structure and attenuating its appeal to investors. He could not
foresee any time, when monetary policy called for absorbing re-
serves, that the Federal Reserve could sell longer-term securities
from its holdings without impairing the ability of the Treasury
to lengthen the debt. This, he thought, would be unfortunate,
in view of the real need for the Treasury to achieve a more man-
ageable maturity distribution of the public debt. Accordingly,
he believed that operations in securities beyond the short-term
area should be terminated immediately.

Mr. Mills, in dissenting, stated that it was his disposition to
retain the operating policy statements in their present form, and
to continue the special authorization for transactions in longer-
term securities, but to modify the terms of the latter to allow
continued operations in Government securities with maturities
up to 2 years. It was his judgment that operations in securities
in this maturity range may have had some limited success in
holding up the short-term rate structure—a desirable end for
balance of payment reasons—and while the apparent benefits
may have been illusory to some extent, it was reasonable to at-
tempt further experimentation. He believed that: transactions in
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longer-term securities had been harmful in that the market had
come to regard them as patent efforts to support the market
rather than as a means of influencing interest rates and that such
transactions had set the stage for a full-fledged pegging opera-
tion. In his view, operations in any Government securities other
than Treasury bills had the disadvantage of impairing the useful-
ness of the market as a sounding board for recording economic
and financial movements.

* * * * *

As indicated by the foregoing record, the policy directive of
the Federal Open Market Committee in effect at the beginning
of 1961 was aimed at encouraging monetary expansion for the
purpose of fostering sustainable growth in economic activity and
employment, while taking into consideration current interna-
tional developments. During the course of the year the direc-
tive was changed four times. The first change occurred on April
18, when a directive was adopted that provided for operations
with a view to encouraging expansion of bank credit and the
money supply so as to contribute to strengthening of the forces
of recovery that appeared to be developing in the economy, while
giving consideration to international factors. On June 6, the
qualifying words "that appear to be developing in the economy"
were dropped from the directive. The next change was on
August 22, when a directive was adopted that called for open
market operations with a view to encouraging credit expansion
so as to promote fuller utilization of resources, while giving con-
sideration to international factors. This directive was renewed
at subsequent meetings until December 19, when the Open Mar-
ket Committee decided to institute a procedure of issuing both
a current economic policy directive and a continuing authority
directive. The text of each of the two directives issued on Decem-
ber 19 is quoted in full in the policy record entries for that date.
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RECORD OF POLICY ACTIONS
BOARD OF GOVERNORS

May 18, 1961
Amendment to Regulation F, Trust Powers of National Banks

Effective immediately, Section 12 of Regulation F was amended to
permit national banks exercising trust powers to earmark trust securities
and investments for vault custody purposes as an alternate method of
identifying the securities of separate trusts.

Votes for this action: Messrs. Martin, Mills, Robertson,
Shepardson, and King. Votes against this action: none.

Section 12 of Regulation F specified that the securities and
investments of each trust must be kept separate from those of the
bank and of all other trusts, and this language had been construed
to require physical separation of the securities of individual trusts.
Upon review, however, it appeared that with proper safeguards the
purpose of the requirement, which was to prevent unauthorized
commingling of the property of a trust with that of the trustee
or of another trust in such manner that the identity of fiduciary
ownership might be obscured, would be met by permitting
national banks, at their option, to earmark trust securities and
investments for vault custody purposes as a method of identifying
the securities of separate trusts. The amendment to Regulation F
was designed to specify the permissibility of such a procedure.

June 29, 1961

Amendments to Regulation T, Credit by Brokers, Dealers, and Members
of National Securities Exchanges, and Regulation U, Loans by Banks
for the Purpose of Purchasing or Carrying Registered Stocks

Effective August 7, 1961, Regulations T and U were amended to pro-
vide more explicit standards with respect to arbitrage transactions and to
clarify the applicability of the Regulations to transfers of margin accounts.

Votes for this action: Messrs. Balderston, Mills, Robertson,
and Shepardson. Votes against this action: none.
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Prior to this action, Regulation U had exempted from margin
requirements loans to members of a national securities exchange
for the purpose of "bona fide arbitrage transactions," without
defining the term "arbitrage." Regulation T contained a similar
exemption for all arbitrage loans and defined arbitrage to include
"a purchase of a security . . . convertible within a reasonable time
into a second security together with an offsetting sale . . . of such
second security." The lack of a more specific definition had
resulted in a number of questions being raised, and it appeared
that more explicit standards would be desirable. This was accom-
plished by substituting the phrase "90 calendar days" for "a
reasonable time" in Regulation T and by including a correspond-
ing definition in Regulation U.

The other amendments, relating to the transfer of general
accounts between customers under Regulation T and the transfer
of loans between borrowers under Regulation U, were also of a
clarifying nature, their purpose being to eliminate possible am-
biguities and to make clearer the applicability of the Regulations
to transactions of the kind in question.

The foregoing amendments had been the subject of notices
of proposed rule making, published in the Federal Register, and
were adopted by the Board after consideration of relevant views
and arguments received from interested persons.

December 1, 1961

Amendment to Regulation Q, Payment of Interest on Deposits

Effective January 1, 1962, the Board prescribed the following maximum
permissible rates of interest payable by member banks of the Federal
Reserve System on time and savings deposits:

Maximum rate of 4 per cent:
On that portion of any savings deposit that has remained on deposit
for not less than 12 months; on any time deposit having a maturity
date 12 months or more after the date of deposit, or payable upon
written notice of 12 months or more; and on that portion of any
postal savings deposit which constitutes a time deposit that has
remained on deposit for not less than 12 months.
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Maximum rate of 3 ^ per cent:
On any savings deposit, except as otherwise provided; on any time
deposit having a maturity date less than 12 months and not less than
6 months after the date of deposit, or payable upon written notice
of less than 12 months and not less than 6 months; and on any postal
savings deposit which constitutes a time deposit, except as otherwise
provided.

(For all such deposits, the previous maximum rate had been 3 per cent,
beginning January 1, 1957.)

No change was made in the maximum permissible rates for time deposits
having a maturity date of less than 6 months. The maximum continued
to be 2Vi per cent for time deposits having a maturity date from 90 days
to 6 months, and 1 per cent for time deposits having a maturity date of
less than 90 days.

Votes for this action: Messrs. Martin, Balderston, Mills,
Robertson, Shepardson, and Mitchell. Vote against this
action: Mr. King.

Section 19 of the Federal Reserve Act, as amended by the
Banking Act of 1933 and the Banking Act of 1935, requires
the Board of Governors to establish by regulation the maximum
rates of interest that may be paid on time and savings deposits
by member banks of the Federal Reserve System, while the Fed-
eral Deposit Insurance Act requires that the Federal Deposit
Insurance Corporation prescribe maximum rates payable on such
deposits by insured nonmember banks.

For some time prior to this action, a number of commercial
banks had contended that a 3 per cent maximum rate restricted
them in their efforts to compete for savings and time deposits.
The action taken by the Board had the effect of increasing free-
dom of competition and enabling each member bank to deter-
mine the rates of interest it would pay in light of the economic
conditions prevailing in its area, the type of competition it must
meet, and its ability to pay. The action also had the effect of
enabling member banks to compete more vigorously for foreign
deposits that might otherwise move abroad in search of higher
returns, thereby intensifying an outflow of capital or gold to other
countries. Thus, the action was in line with other steps pre-
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viously taken to moderate pressures on this country's balance
of international payments. Further, it was contemplated that the
action would give member banks the latitude that might be
needed, for a considerable period ahead, to provide an added
incentive for accumulation of the savings necessary to finance
the future economic growth that would be essential to the expan-
sion of job opportunities for a growing population. By permitting
higher rates to be paid on deposits held for longer periods, the
new limits would make it possible for banks to attract long-term
savings, in contrast to volatile liquid funds, and thereby give
banks greater assurance that they could invest a larger portion
of their time deposits in longer-term assets.

Effective the same date, the Federal Deposit Insurance Cor-
poration made similar changes in its regulation prescribing the
maximum interest rates permitted to be paid on time and savings
deposits by insured nonmember banks.

Governor Mills' vote in favor of this action was on the grounds
that the higher rates of interest offered the public by other types
of savings institutions and the international balance of payments
situation were conclusive factors that called for an increase in
the ceiling rate of interest permitted to be paid by commercial
banks on savings and time deposits. However, he questioned
going above a 3V2 per cent maximum, which would retain the
usual rate differential between commercial banks and competing
savings institutions that serves as a safeguard against uncontrolled
competition for savings business. In his opinion, there was also
the possibility that a 4 per cent permissible maximum rate, in
being misread as notice of a change in Federal Reserve System
credit policy, would adversely affect the market for U.S. Govern-
ment securities and, likewise, that the higher operating costs
resulting from its adoption might force offering commercial
banks into lower quality, higher yielding loans and investments
and discourage their maintenance of appropriate liquidity
positions.

Governor Robertson's vote in favor of this action was on the
basis that it was a step in the right direction. He had long urged
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permitting even higher maximum rates of interest—rates higher
than most banks would be prepared to pay—in order to place
on each bank real responsibility to determine the rates it would
pay. Such a high permissive ceiling would encourage freedom
of competition and compel each member bank to determine its
rates of interest in the light of economic conditions in its area,
the competition it must meet, and its ability to pay.

In his view, lifting the ceiling to the extent here proposed,
while a step in the direction he favored, might carry the unfor-
tunate implication that the maximum permissible rate was the
rate which the Federal Reserve System thought banks could
afford to pay and therefore might lead some banks to pay higher
rates than would be appropriate and sound in their particular
situations.

Governor King dissented because he felt that total savings
were adequate at the present for economic expansion. He
believed the rate competition which would result from increasing
the maximum permissible rates would have serious adverse effects
on a large number of commercial banks. He doubted that this
action would make a significant contribution to solution of the
U.S. balance of payments deficit.

December 12, 1961

Amendments to Regulation Q, Payment of Interest on Deposits, and
Regulation D, Reserves of Member Banks

Effective January 15, 1962, paragraph (e) of section 217.1 of Regula-
tion Q, relating to the definition of savings deposits, was amended in
several respects in order to strengthen the distinction between savings and
demand deposits and to effect certain changes of a clarifying or technical
nature. Conforming amendments were made in paragraph (e) of sec-
tion 204.1 of Regulation D.

Votes for this action: Messrs. Martin, Balderston, Mills,
Robertson, Shepardson, King, and Mitchell. Votes against this
action: none.

The purpose of this action was to prevent practices that would
facilitate the use of a savings deposit as a regular means of draw-
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ing checks on a depository bank. At the same time, certain liber-
alizing provisions were incorporated to permit payment of a
savings deposit to anyone holding title to the deposit in a fidu-
ciary capacity or pursuant to court order, or as security for credit
extended to the depositor. The amendments had been the subject
of a notice of proposed rule making, published in the Federal
Register, and were adopted by the Board after consideration of
all relevant views and arguments received from interested persons.

Effective the same date, the Federal Deposit Insurance Cor-
poration made similar changes in its regulation applicable to
insured nonmember banks.
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BANK SUPERVISION BY THE FEDERAL RESERVE SYSTEM

Examination of Federal Reserve Banks. The Board's Division of
Examinations examined the 12 Federal Reserve Banks and their
24 branches during the year as required by Section 21 of the
Federal Reserve Act. In conjunction with their annual examina-
tion of the Federal Reserve Bank of New York, the Board's
examiners also made a detailed audit of the accounts and hold-
ings of the System Open Market Account maintained at that
Bank, and rendered a report thereon to the Federal Open Market
Committee. The techniques and procedures employed by the
Board's examiners were surveyed and appraised by a private firm
of certified public accountants during the course of the examina-
tion of one of the Federal Reserve Banks.

Examination of member banks. Although authorized to examine
all member banks, both State and national, as a matter of prac-
tice neither the Federal Reserve Banks nor the Board of Gov-
ernors examines national banks because the Comptroller of the
Currency is directly charged with that responsibility by law. The
Comptroller furnishes reports of examinations to the respective
Federal Reserve Banks and also makes them available to the
Board of Governors in Washington.

Likewise, because all member banks are insured, the Federal
Deposit Insurance Corporation is empowered to make examina-
tions of both national and State member banks in special cases.
Such examinations have been infrequent. The Comptroller of
the Currency and the Board of Governors make available to the
Federal Deposit Insurance Corporation their reports of examina-
tion of national and State member banks, respectively, and the
Corporation in turn makes its reports available to them. At the
request of the Comptroller of the Currency, the Board makes
recommendations to his office concerning applications that he
receives for charters of national banks.

State member banks are subject to examinations made by direc-
tion of the Board of Governors or of the Federal Reserve Banks
by examiners selected or approved by the Board of Governors.
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The established policy is to conduct at least one regular examina-
tion of each State member bank, including its trust department,
during each calendar year, by examiners for the Reserve Bank
of the district in which the bank is situated, with additional
examinations if considered desirable. Wherever practicable, joint
examinations are made in cooperation with the State banking
authorities or alternate independent examinations are made by
agreement with State authorities. The 1961 program for exam-
ining State member banks was practically completed, since only
31 of the 1600 banks were not examined during the year.

In its supervision of State member banks, the Board passes
upon applications to establish branches and upon investments in
bank premises that will exceed 100 per cent of the capital stock
of the member bank. Also, under Section 18 (c) of the Federal
Deposit Insurance Act, the Board must pass upon each merger,
consolidation, acquisition of assets, or assumption of liabilities
in which the acquiring, assuming, or resulting bank is to be a
State member bank. Unless the Board finds that it must act
immediately to prevent the probable failure of one of the par-
ticipating banks, it must request reports from the Attorney Gen-
eral, the Comptroller of the Currency, and the Federal Deposit
Insurance Corporation on the competitive factors involved in
each transaction. The Board in turn responds to requests by
the Comptroller or the Corporation for reports on the competi-
tive factors involved when the acquiring, assuming, or resulting
bank is to be a national bank or an insured State nonmember
bank.

During 1961 the Board approved 32 and disapproved 5
mergers, consolidations, acquisitions of assets, or assumptions
of liabilities. As required by Section 18(c) of the Federal
Deposit Insurance Act, a description of each of the 32 cases
approved by the Board, together with other pertinent infor-
mation, is shown in Table 21 on pages 149-83. A Board action
in approving an application does not necessarily mean that all
members of the Board concurred in the decision or in the basis
for approval stated in the table.
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Federal Reserve membership. At the end of 1961, member banks
accounted for 46 per cent of the number and held approximately
84 per cent of the deposits of all commercial banks in the United
States. State member banks accounted for 18 per cent of the
number, 31 per cent of the banking offices, and about 65 per
cent of the deposits of all State commercial banks.

The 6,113 member banks of the Federal Reserve System at
the end of 1961 included 4,513 national and 1,600 State mem-
ber banks. There were net declines of 17 and 44, respectively,
in these two classes of banks during the year. These declines,
continuing the trend of recent years, were due largely to con-
solidations and mergers. Reductions from other causes included
17 State banks that withdrew from membership and 1 national
bank that converted into a nonmember bank. The membership
losses were partly offset by 26 newly established national and
2 newly established State member banks, the admission of 5
nonmember banks to membership, and the conversion of 5 non-
member banks into national banks.

At the end of the year member banks were operating 8,653
branches, 758 more than at the close of 1960. This increase
reflected mainly the establishment of 607 de novo branches and
the conversion of 100 merged banks into branches.

Detailed figures on changes in the banking structure for 1961
are shown in Table 19, page 146.

Bank holding companies. During 1961, pursuant to Section
3 (a) (1) of the Bank Holding Company Act of 1956, the Board
approved 2 applications for prior approval to become a bank
holding company. Pursuant to Section 3 (a) (2) of the Act, the
Board approved the acquisition by 8 bank holding companies
of voting shares of 9 banks (2 related bank holding companies,
1 of which controlled the other, filed applications to acquire
shares of 1 of the banks), and denied applications by 2 holding
companies with respect to 3 banks. Under Section 4(c) (6) of
the Act, the Board, after hearings, granted requests by 3 holding
companies for determinations that the activities of 7 subsidiaries
were so closely related to the banking activities of their respective
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holding company systems as to be proper incidents thereto and
as to make it unnecessary for the prohibitions of Section 4 to
apply in order to carry out the purposes of the Act. As required
by the tax-relief provisions of the Act, during 1961 the Board
issued 1 certification regarding a distribution of assets. To
provide necessary current information, annual reports for the
year 1960 were obtained from all registered bank holding
companies.

During 1961, pursuant to the Banking Act of 1933, the Board
authorized the issuance to holding company affiliates of member
banks of 1 voting permit for general purposes and 7 permits for
limited purposes. In accordance with established practice, a
number of holding company affiliates were examined by exam-
iners for the Federal Reserve Banks in whose districts the prin-
cipal offices of the holding companies are located.

Section 301 of the Banking Act of 1935 provides that the
term "holding company affiliate" shall not include, except for
purposes of Section 23A of the Federal Reserve Act, any organi-
zation that is determined by the Board not to be engaged, directly
or indirectly, as a business in holding the stock of, or managing
or controlling, banks, banking associations, savings banks, or
trust companies. During the year the Board made such determi-
nations with respect to 16 organizations.

Trust powers of national banks. During 1961 the Board granted
to 60 national banks authority to exercise one or more trust
powers under the provisions of Section l l ( k ) of the Federal
Reserve Act. This number includes the grant of additional
powers to 10 banks that previously had been granted certain trust
powers. One national bank acquired additional trust powers as
a result of consolidation. Trust powers of 23 national banks were
terminated, 18 by consolidation or merger, 4 by voluntary liqui-
dation, and 1 by voluntary surrender. At the end of 1961, 1,763
national banks held permits to exercise trust powers.

Foreign branches of member banks. At the end of 1961, 8 mem-
ber banks had in active operation a total of 135 branches in
35 foreign countries and overseas areas of the United States:
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3 national banks were operating 102 of these branches, and
5 State member banks were operating 33. The branches were
located as follows:

Latin America 62
Argentina 15
Bahamas 2
Brazil 15
Chile 2
Colombia 4
Ecuador 1
Jamaica 1
Mexico 4
Panama 9
Paraguay 2
Peru 1
Uruguay 2
Venezuela 4

Continental Europe. 6
Belgium 1
France 3
Germany 2

England 13

Africa 3
Liberia 1
Nigeria 2

Near East 3
Lebanon 2
Saudi Arabia 1

Far East 25
Hong Kong 1
India 2
Japan 10
Malaya 1
Okinawa 1
Pakistan 2
Philippines 5
Singapore 2
Thailand 1

U. S. Overseas Areas and
Trust Territories 23

Canal Zone 2
Guam 1
Puerto Rico 15
Truk Islands 1
Virgin Islands 4

Total 135

Under the provisions of Section 25 of the Federal Reserve Act,
the Board during 1961 approved 5 applications made by member
banks for permission to establish branches in foreign countries
and overseas areas of the United States.

During the year 1 member bank opened branches in Ka-
rachi, Pakistan, and on the Island of Moen, Truk Islands. An-
other opened branches in Monrovia, Liberia; Lagos, Nigeria;
and Chitre, Panama. A third opened 2 branches in San Juan,
Puerto Rico, and branches in Brasilia and Campinas, Brazil;
Mexico, D.F., Mexico; Colon and Panama City, Panama; Asun-
cion, Paraguay; and Karachi, Pakistan. The Board had author-
ized 11 of these branches before 1961. Two branches in

110

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1961



FEDERAL RESERVE SYSTEM

Cristobal, Canal Zone, and a branch in Cairo, Egypt, were
discontinued during 1961.

Acceptance powers of member banks. Under the provisions of Sec-
tion 13 of the Federal Reserve Act, the Board approved during
the year applications of 4 member banks for permission to
accept drafts or bills of exchange drawn for the purpose of
furnishing dollar exchange as required by the usages of trade in
such countries, dependencies, or insular possessions of the United
States as may have been designated by the Board of Governors.

Foreign banking and financing corporations. At the end of 1961
there were 5 corporations operating under agreements with the
Board pursuant to Section 25 of the Federal Reserve Act relating
to investment by member banks in the stock of corporations
engaged principally in international or foreign banking. A na-
tional member bank in the Virgin Islands, which is owned by
a State member bank in Philadelphia and which operates as an
"agreement" corporation, established branches in Frederiksted,
St. Croix, Virgin Islands (United States), and Road Town, Tor-
tola, British Virgin Islands, in 1961.

During the year examiners for the Board examined the 4
"agreement" corporations with head offices in New York. Two
of these each has an English fiduciary affiliate. Another has
a branch in England, and owns the stock of 2 banks organized
under the laws of, and operating in, Liberia and the Republic
of South Africa and a trust company organized under the laws
of the Bahamas. The fourth owns the stock of a bank organized
under the laws of, and operating in, the Republic of South Africa
and a trust company organized under the laws of the Bahamas.

During 1961, under the provisions of Section 25 (a) of the
Federal Reserve Act, the Board issued final permits to 4 cor-
porations to engage in international or foreign banking or other
international or foreign financial operations, and 1 new foreign
banking corporation commenced operations. At the end of 1961
there were 11 corporations in active operation under Section
25(a) ; 5 are "banking corporations" and 6 are "financing cor-
porations." Of these corporations, 9 have home offices in New
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York City, 1 in Boston, and 1 in Philadelphia. Examiners for
the Board of Governors examined all of the corporations during
the year.

Seven of these corporations have no subsidiaries or foreign
branches. One has a Canadian subsidiary, a branch in France,
and an English fiduciary affiliate that has a branch in Canada.
Another operates branches in France, Germany, Guatemala,
Hong Kong, Lebanon, Malaya, and Singapore; it also has an
agency in Guatemala, and it owns substantially all of the stock
of a bank organized under the laws of, and operating in, Italy.
One has a subsidiary organized under the laws of Panama with
headquarters in Bermuda. Another has an Argentine finance
company subsidiary.

Inter-Agency Bank Examination School. In 1961 the School for
Examiners held 2 sessions and the School for Assistant Examiners
held 4 sessions. The Inter-Agency Bank Examination School is
conducted in Washington by the Board of Governors of the
Federal Reserve System, the Federal Deposit Insurance Corpora-
tion, and the Office of the Comptroller of the Currency. Since
the establishment of the School in 1952,1,726 men have attended
the various sessions. This number includes representatives of the
three Federal bank supervisory agencies; another Federal agency;
the State Banking Departments of California, Connecticut, In-
diana, Louisiana, Maine, Michigan, Mississippi, Montana, Ne-
braska, New Hampshire, New Jersey, New Mexico, New York,
North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Virginia,
and Washington; the Treasury Department of the Commonwealth
of Puerto Rico; and two foreign countries.

LEGISLATION ENACTED

National bank real estate loans. The Housing Act of 1961,
approved June 30, 1961 (Public Law 87-70), amended the third
sentence of the first paragraph of Section 24 of the Federal
Reserve Act so as to make certain limitations and restrictions
on the making of real estate loans by national banks inapplicable
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to farm housing loans that are insured under the provisions of
Title V of the Housing Act of 1949.

The Act also amended the fourth paragraph of Section 24,
in order to assure authority of national banks to make FHA-
insured home improvement loans under a new home improve-
ment and rehabilitation loan program provided by that Act,
notwithstanding the fact that the loans may not be secured by
a first mortgage.

Old Series Currency Adjustment Act. The Act of Congress ap-
proved June 30, 1961 (Public Law 87-66), cited as the "Old
Series Currency Adjustment Act," authorized the Board of Gov-
ernors, with the approval of the Secretary of the Treasury, to
require the Federal Reserve Banks to pay to the Treasury a sum
equal to the amount of old large-size Federal Reserve notes still
outstanding. In accordance with the provisions of this legis-
lation, and at the direction of the Board, the Federal Reserve
Banks paid $36,419,050 to the Treasury on July 28, 1961, and
reduced their liability for Federal Reserve notes by a corre-
sponding amount.

Federal Farm Mortgage Corporation bonds. The Act of Congress,
approved October 4, 1961 (Public Law 87-353), which abol-
ished the Federal Farm Mortgage Corporation, amended Sections
13 and 14 (b) of the Federal Reserve Act so as to eliminate
reference to bonds of the Federal Farm Mortgage Corporation.

PROPOSED AMENDMENTS TO THE
BANK HOLDING COMPANY ACT

The Board is required by Section 5(d) of the Bank Holding
Company Act of 1956 (12 U.S.C. 1844) to include in its A N -
NUAL REPORT to Congress any recommendations for changes in
that Act that the Board thinks would be desirable. In a special
report submitted to Congress on May 7, 1958 (published in the
Federal Reserve Bulletin for July 1958), the Board recom-
mended a number of amendments to the Bank Holding Com-
pany Act designed to improve its effectiveness, facilitate its
administration, and clarify ambiguities. The Board believes that
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the suggested amendments (with the exception of Recommen-
dation 15, which was withdrawn in the Board's ANNUAL REPORT
for 1960) merit early congressional consideration and legisla-
tive action.

LITIGATION

On June 27, 1961, the U.S. District Court for the District of
Columbia granted the Board's motion to dismiss a suit brought
by The Continental Bank and Trust Company, Salt Lake City,
Utah (ANNUAL REPORT for 1960, pages 100-101), wherein the
bank challenged the Board's statutory authority to require a
member bank to maintain adequate capital. On June 28, 1961,
the Board ordered a hearing to be held commencing September 6
at which the bank would be required to show cause why its
membership in the System should not be forfeited for failure to
comply with a Board order of July 18, 1960, requiring the bank
to increase its capital in a stated amount within 6 months from
the date of the Board's order. On July 6, 1961, the bank moved
the District Court to alter or amend the judgment dismissing the
bank's complaint, to vacate the judgment and order dismissing
the complaint, and to allow the filing of an amended and supple-
mental complaint. This motion was denied in its entirety on
August 5, 1961. On August 16 the bank noted an appeal in the
U.S. Court of Appeals for the District of Columbia Circuit from
the District Court's orders of June 27 and August 5. The Board
has continued its show-cause hearing until 30 days after the
Court of Appeals decision. Arguments on the appeal are expected
early in 1962.

In November 1961 oral arguments were held before the U.S.
Court of Appeals for the Eighth Circuit on an appeal brought
by Northwest Bancorporation, a registered bank holding com-
pany, from an order of the Board denying the Corporation's
application under Section 3(a)(2) of the Bank Holding Com-
pany Act for Board approval to acquire 80 per cent or more of
the outstanding shares of the First National Bank of Pipestone,
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Pipestone, Minnesota. No decision has been rendered in this
case.

A similar petition for appeal was filed in the U.S. Court of
Appeals for the Seventh Circuit by The Marine Corporation,
Milwaukee, Wisconsin, from a denial by the Board of the Cor-
poration's application for approval of its acquisition of 80 per
cent or more of the outstanding shares of Wisconsin State Bank
of Milwaukee. Subsequent to the filing of the petition for court
review, the Board, at the request of the Corporation, reconsidered
its order of denial and subsequently approved the application.
On October 24, 1961, pursuant to a motion filed in the Court of
Appeals by the Corporation, the Court dismissed the petition
for review.

RESERVE BANK OPERATIONS

Loan guarantees for defense production. Under the Defense Pro-
duction Act of 1950, the Departments of the Army, Navy, Air
Force, Commerce, Interior, and Agriculture, the General Services
Administration, the National Aeronautics and Space Administra-
tion, and the Atomic Energy Commission have been authorized
to guarantee loans for defense production made by commercial
banks and other private financing institutions. The Federal
Reserve Banks act as fiscal agents of the guaranteeing agencies
under the Board's Regulation V.

During 1961 the agencies authorized the issuance of 13 guar-
antee agreements covering loans totaling $103 million. Loan
authorizations outstanding on December 31, 1961, totaled $202
million, of which $157 million represented outstanding loans and
$45 million additional credit available to borrowers. Of total
loans outstanding, 74 per cent on the average was guaranteed.
During the year approximately $103 million was disbursed on
guaranteed loans, most of which are revolving credits.

Authority for the V-loan program, unless extended, will termi-
nate on June 30, 1962.

Volume of operations. Table 10 on page 138 shows the volume
of operations in the principal departments of the Federal Reserve
Banks for 1958-61. Again in 1961 the volume of checks handled
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passed the record peak of the previous year. Progress was made
in the program for processing checks more efficiently on high-
speed electronic equipment. By the end of the year six Federal
Reserve Banks were using electronic equipment to process some
of the check volume.

The number of coins received and counted increased; on the
other hand, fewer pieces of currency were handled during 1961
than in 1960. The volume of discounts and advances decreased
substantially.

As fiscal agents of the United States, in June 1961 the Reserve
Banks began redeeming food stamps issued by the Department
of Agriculture under its program for making food available to
needy families. By the end of 1961, a total of 19 million food
stamps had been redeemed.

Earnings and expenses. Current earnings, current expenses, and
the distribution of net earnings of each Federal Reserve Bank
during 1961 are shown in detail in Table 7 on pages 134-35, and
a condensed historical statement is shown in Table 8 on pages
136-37. The table below summarizes the earnings and expenses
and the distribution of net earnings for 1961 and 1960.

EARNINGS, EXPENSES, AND DISTRIBUTION OF NET EARNINGS OF

FEDERAL RESERVE BANKS, 1961 AND 1960

[In thousands of dollars]

Item 1961 1960

Current earnings

Current expenses

Current net earnings

Net additions to current net earnings1

Net earnings before payments to U.S. Treasury

Dividends paid
Paid U.S. Treasury (interest on F. R. notes)...
Transferred to surplus

941,648
161,275

1,103,385
153,882

780,373

3J(482

783:>855

25,570
687,393

949,503

13,875

963,378

23,949
896,816

70,892 42,613

1 Includes net profits on sales of U.S. Government securities of $3,466,000 in 1961 and
$2,429,000 in 1960.
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Current earnings of $942 million in 1961 were 15 per cent
less than 1960, largely because earnings from U.S. Government
securities were $147 million less than in the year before. The
decline in these earnings reflected a lower average yield offset
in part by an increase in average holdings. A lower discount rate
in 1961 coupled with a decline in borrowings resulted in a $14
million decrease in earnings from discounts and advances. Cur-
rent expenses of $161 million were about 5 per cent higher than
in 1960. Current net earnings amounted to $780 million, a
decrease of 18 per cent from 1960.

After allowance for profit and loss additions and deductions
from current net earnings, net earnings before dividends and
payments to the U.S. Treasury amounted to $784 million, a
decrease of 19 per cent from 1960.

Statutory dividends to member banks amounted to $26 million,
about $2 million more than in 1960. This rise reflected an
increase in the capital and surplus of member banks and a con-
sequent increase in the paid-in capital of the Federal Reserve
Banks.

Payments to the U.S. Treasury as interest on Federal Reserve
notes amounted to $687 million. The remaining $71 million of
net earnings was added to Reserve Bank surplus accounts in
order to bring them up to the level of subscribed capital.

Expenses of the Federal Reserve Banks include costs of $626
for two regional meetings in connection with the Treasury De-
partment Savings Bond program.

Holdings of loans and securities. Average daily holdings of
loans and securities during 1961 amounted to $27,517 million,
$670 million more than during 1960. Average holdings of dis-
counts and advances were considerably less in 1961 than in
1960; holdings of U.S. Government securities increased $1,022
million. Mainly because the 3 per cent discount rate established
in August-September 1960 was continued throughout 1961, the
average interest rate on discounts and advances was only 3.01
per cent in 1961 compared with 3.80 per cent in 1960. The
average rate of interest earned on Government securities declined
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substantially, from 4.11 to 3.42 per cent. The table below shows
holdings, earnings, and average interest rates on loans and secu-
rities held by the Federal Reserve Banks during the past 3
years.

RESERVE BANK EARNINGS ON LOANS AND SECURITIES, 1959-61

Item and year

Average daily holdings:1

1959
I960
1961

Earnings:
1959
I960
1961

Average rate of interest:
1959
I960
1961

Total
Discounts

and
advances

Accept-
ances

U.S.
Government

securities

In millions of dollars

27,036
26,847
27,517

886
1,103

941

811
438
83

28
17
3

32
39
41

1.1
1.4
1.2

26,193
26,371
27,393

857
1,085

938

In per cent

3.28
4.11
3.42

3.42
3.80
3.01

3.34
3.60
2.83

3.27
4.11
3.42

1 Based on holdings at opening of business.

Foreign and international accounts. In 1961 gold and dollar assets

held for foreign account at the Federal Reserve Banks increased
$496 million. At the end of the year holdings amounted to
$17,169 million, consisting of $10,215 million of earmarked
gold, $6,006 million of U.S. Government securities (largely
Treasury bills), $279 million in dollar deposits, $126 million
of bankers' acceptances purchased through Federal Reserve
Banks, and $543 million of miscellaneous assets. The latter item
includes mainly dollar bonds issued by foreign countries and
international organizations. Gold and dollar assets held for inter-
national organizations rose $9 million to $7,048 million.
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New accounts were opened in 1961 for the monetary authori-
ties of Kuwait, Liberia, and Saudi Arabia.

Gold collateral loans of $8 million outstanding at the begin-
ning of the year were repaid. New arrangements, including a
stand-by commitment, amounted to $42 million, of which $15
million was outstanding at the end of the year. Loans on gold
are made to foreign monetary authorities to help them meet
dollar requirements of a clearly temporary nature.

The Federal Reserve Bank of New York continued to act as
depositary and fiscal agent for international organizations. As
fiscal agent of the United States, the Bank continued to operate
the Exchange Stabilization Fund pursuant to authorization and
instructions of the Secretary of the Treasury. Also on behalf of
the Treasury Department it continued to administer foreign
assets control regulations pertaining to assets in the United
States of Communist China and North Korea and their nationals,
and transactions with those countries and their nationals.

Bank premises. With the approval of the Board, property adjoin-
ing the Federal Reserve Branch in Louisville was acquired for
future expansion.

BOARD OF GOVERNORS—INCOME AND EXPENSES

The accounts of the Board for the year 1961 were audited by
the public accounting firm of Price Waterhouse & Co., whose
certificate follows:

To the Board of Governors
of the Federal Reserve System

In our opinion, the accompanying financial statements present fairly the
assets, liabilities and fund balances of the operating fund and the property
and equipment fund of the Board of Governors of the Federal Reserve
System as at December 31, 1961, and the related assessments and expendi-
tures for the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent with that of the preced-
ing year. Our examination of the financial statements was made in accord-
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ance with generally accepted auditing standards, and accordingly included
such tests of the accounting records and such other auditing procedures
as we considered necessary.

Price Waterhouse & Co.

Washington 6, D. C.
January 29, 1962

ASSETS, LIABILITIES AND FUND BALANCES—DECEMBER 31, 1961

ASSETS

Cash, exclusive of $197,817 representing withheld taxes $ 544,048
Miscellaneous receivables and travel advances 10,445
Stockroom and cafeteria inventories, at cost 16,841

Total assets of operating fund 571,334

Property and equipment, at cost:
Land and improvements 792,852
Building 3,966,501
Furniture and equipment 651,794

Total assets of property and equipment fund 5,411,147

Total assets 5,982,481

LIABILITIES AND FUND BALANCES

Accounts payable and accrued expenses $ 234,624

Fund balances:
Operating fund —

Balance December 31, 1960 $ 603,271

Excess of expenditures over assessments for the year. 266,561 336,710

571,334

Property and equipment fund —
Balance December 31, 1960 5,391,637
Expenditures for additions 39,307
Cost of assets disposed of less trade-in allowances... (19,797) 5,411,147

Total liabilities and fund balances 5,982,481
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ASSESSMENTS AND EXPENDITURES

YEAR ENDED DECEMBER 31, 1961

ASSESSMENTS LEVIED ON FEDERAL RESERVE BANKS:

For Board expenses and additions to property and equipment $ 6,265,100
For expenditures made on behalf of the Federal Reserve Banks 5,684,984

Total assessments 11,950,084

EXPENDITURES:
For printing, issue and redemption of Federal Reserve Notes,

paid on behalf of the Federal Reserve Banks 5,684,984
For expenses of the Board:

Salaries $4,325,164
Retirement and insurance contributions 718,848
Traveling expenses 321,463
Professional and contractual services:

Economic surveys 185,791
Legal, consultant and audit fees 78,389
Other 49,037

Printing and binding, net 217,298
Telephone and telegraph 98,734
Postage and expressage 87,391
Equipment and other rentals 163,099
Operation of cafeteria, net 52,628
Heat, light and power 52,625
Stationery and office and other supplies 56,207
Repairs, maintenance and alterations 30,120
Books and subscriptions 19,907
Insurance 9,237
Miscellaneous, net 26,416 6,492,354

For property and equipment 39,307

Total expenditures 12,216,645

EXCESS OF EXPENDITURES OVER ASSESSMENTS FOR THE YEAR 266,561

The Board's expenses for 1961 include the following special
items: (1) an expenditure of $132,000 for Quarterly Surveys of
Consumer Buying Intentions; and (2) an expenditure of $52,196
incident to Civil and Defense Mobilization.
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ORGANIZATION AND PROCEDURE

Effective November 1, 1961, the Board of Governors
amended its Rules of Procedure to add new provisions regarding
procedures followed by the Board with respect to bank holding
company and bank merger applications. Effective December 15,
1961, the Board's Rules of Organization and Rules of Procedure,
first adopted in 1946 pursuant to the Administrative Procedure
Act, were revised to make them more clear and specific. Effec-
tive January 12, 1962, the Rules of Procedure were amended in
a minor respect.
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Annual Report of The Board of Governors
of The Federal Reserve System

*

THE year 1962 was one of further increase in domestic eco-
nomic activity, record expansion in private borrowing, and an-

other large deficit in the U.S. balance of payments. Monetary
and credit policy was expansive throughout the year, although
subject to constraints imposed by the balance of payments defi-
cit and the importance of avoiding disruptive movements of
short-term funds.

With credit readily available there was a record volume of
borrowing by the nonfinancial sectors. Funds raised totaled $58
billion, $12 billion more than in 1961. Most of the increase
represented private demands. Saving in financial form increased,
and holdings of liquid assets rose faster than gross national
product—an unusual development for a period of high-level
economic activity.

For the year as a whole gross national product in constant
dollars was up more than 5 per cent from 1961, and industrial
production was up nearly 8 per cent. Nevertheless, utilization
of resources continued below desired levels, with unemployment
averaging 5.6 per cent of the civilian labor force. Competition
among suppliers—both domestic and foreign—was keen, and
average wholesale prices remained at the level prevailing since
early 1959.

During the year gains in economic activity slowed. Indus-
trial production, nonagricultural employment, and the rate of
unemployment showed no improvement after mid-1962, but
gross national product, personal income, and retail sales rose
further. At the end of the year industrial production was only
3.5 per cent above its level in December 1961. Nonfarm em-
ployment was up 2 per cent, and the unemployment rate was a
little lower; growth in the labor force was relatively small.
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Sluggish growth during the year contributed to, and to some
extent reflected, swings in expectations. Moderate optimism
about economic prospects began to wane following negotiations
on wages and prices in the steel industry in March and April.
In May and June stock market prices, which had been tending
downward since December 1961, broke sharply. The break was a
factor during the summer in causing widespread business expecta-
tions of an early recession. These expectations, together with
concern about the slow rate of growth and the higher unemploy-
ment rates of recent years, focused public attention on proposals
for tax reduction and reform.

In late October the Cuban crisis confronted the world with
immediate threat of nuclear war. Early withdrawal of Soviet
missiles from Cuba lessened the severe strain in the international
situation. The absence at that time of serious disturbances in for-
eign exchange markets provided welcome evidence that coopera-
tive defenses against speculative capital movements had been
strengthened. At home, resolution of the crisis apparently had a
firming effect on consumer purchases, and business expectations
of imminent recession faded. By the year-end stock market prices
had recovered about half of their decline in the first half of the
year.

The slowdown in the rate of economic expansion during the
year was attributable in part to a sharp decline in inventory ac-
cumulation. In late 1961 and early 1962 the rate of inventory
investment was high, reflecting heavy purchases of steel as a
hedge against the possibility of a strike at midyear. Following
agreement on a labor-management contract in the steel industry
in late March, steel users made efforts to reduce their excess
inventories.

Incentives for other inventory investment were weaker than
in earlier postwar expansions. Supplies of materials were large;
there was a greater margin of unutilized industrial capacity; in-
dustrial prices were stable; and inventory management had im-
proved. Late in the year total net inventory accumulation was
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very small, even though the working down of steel stocks was at
a slower pace.

Business outlays for fixed capital were 9 per cent larger than
in 1961, but the rise in outlays slowed markedly during the
year. At the year-end, such spending—after allowance for price
changes—had still not advanced above the record level reached
in early 1957.

After faltering early in 1962, residential construction activity
recovered. Housing starts in the fourth quarter were at an annual
rate of more than 1.5 million units, considerably above the rate
in late 1961. For the year as a whole, the number of units started
was exceeded only by the number in 1959. Compared with
earlier postwar expansions, housing starts had risen less sharply
but were holding up longer.

Disposable personal income and consumer purchases of goods
and services rose slowly during the year, and consumers spent
about the same proportion of their income as in 1961. Spending
for nondurable goods and services continued to rise fairly
steadily. Purchases of durable goods fluctuated during the first
3 quarters around the advanced levels of late 1961, but ex-
panded in the fourth quarter as sales of new autos rose sharply
to near-record levels.

Government purchases of goods and services were an expan-
sive force throughout 1962. State and local government spend-
ing maintained its steady upward trend, and Federal purchases
also rose further. The increase in Federal outlays during 1961
and 1962 was larger and more sustained than at any other time
since the Korean War.

Consumer prices drifted up further during the year but
declined very slightly in December. Average wholesale prices of
industrial commodities continued unchanged at about the level
prevailing since early 1959. Stability in prices of industrial
products over this period reflected various influences: ample
manpower and industrial capacity, gains in productivity, and
strong competitive pressures from abroad. In manufacturing,
labor costs per unit of output have changed little in recent years.
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In 1962, wage increases in manufacturing, including fringe
benefits, were no larger than the rise in output per manhour.

Corporate profits were about unchanged at the improved
fourth-quarter 1961 level until late in 1962 when they rose
somewhat. Depreciation allowances continued to expand, and
internal funds—the sum of retained earnings and depreciation
charges—were above the 1961 total. In order to stimulate
domestic investment, the Treasury liberalized depreciation sched-
ules, and Congress enacted an investment tax credit program.

With more internal funds available, and with capital invest-
ment programs comparatively moderate, corporations reduced
their demands on long-term credit markets by almost one-fifth
from 1961. But they increased their borrowing in short-term
markets. Consumers expanded their instalment debt, and expan-
sion in home and other mortgage borrowing was the largest on
record. Bond offerings of State and local governments were in
about the same record volume in 1962 as they had been the
preceding year. The net issuance of U.S. Government debt was
also roughly unchanged.

The increase in borrowing was financed in large part from an
increase in saving. Expansion in time and savings deposits at
commercial banks was particularly large, in part because banks
were permitted—effective January 1—to pay higher rates of
interest. Deposits at mutual savings banks, share capital of
savings and loan associations, and life insurance and pension
fund reserves also showed large gains. However, direct purchases
of corporate stock and State and local government obligations
declined during the year.

The privately held money supply showed little change on
balance during the first 3 quarters of 1962, then rose at a sea-
sonally adjusted annual rate of more than 8 per cent in the
fourth quarter. For the year as a whole it rose by 1.5 per cent.
On the other hand, a broader measure of liquidity—holdings
of all types of liquid assets by the public—rose substantially
during the year.
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With the Federal Reserve making reserves readily available,
commercial banks increased their outstanding loans and invest-
ments by a record $19 billion during the year, a gain of 8.5 per
cent. The increase in loans amounted to $14 billion. Their hold-
ings of State and local government securities also increased, but
holdings of U. S. Government securities declined slightly.

With funds ample to meet increased demands, long-term
interest rates generally declined and at the year-end were below
a year earlier. Short-term interest rates, however, fluctuated
within a narrow range and at the year-end were above their late
1961 level. Treasury and Federal Reserve actions helped to keep
short-term rates up, in order to restrain outflows of interest-
sensitive, short-term funds to other countries.

Progress toward equilibrium in external receipts and payments
was limited. Exports reached a new high in the second quarter
but then declined and in the second half were about the same as
a year earlier. Merchandise imports rose about as rapidly as
gross national product from late 1961 to late 1962. Despite an
increase in investment income receipts, net exports of goods and
services were smaller in 1962 than in 1961. Recorded net out-
flows of private U.S. capital declined from about $4 billion in
1960 and 1961 to about $3 billion in 1962.

The payments deficit was $2.2 billion compared with $2.4 bil-
lion in 1961. It would have been much larger except for sizable
debt prepayments from European countries and some U. S.
Treasury borrowing from Italy and Switzerland late in the year.
U. S. official reserves of gold and convertible foreign currencies
declined by $900 million, somewhat more than in 1961 but less
than in each of the 3 years before 1961.

During the year the Federal Reserve System entered into a
number of arrangements with central banks abroad allowing it
to obtain foreign currencies. Foreign currencies drawn under
these arrangements were used to moderate exchange-rate fluctua-
tions and, on several occasions, to reduce or postpone foreign
purchases of gold.
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DIGEST OF PRINCIPAL FEDERAL

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.
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POLICY ACTIONS, 1962

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.
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MONETARY POLICY

Federal Reserve actions in 1962 continued to encourage bank
credit and monetary expansion. The System supplied reserves to
commercial banks in appreciable volume, and bank loans, in-
vestments, and deposits rose sharply.

Throughout the year the Federal Reserve faced two problems.
One was the slackening in the pace of expansion in the domestic
economy; the other, the continuing large deficit in the nation's
balance of international payments. In coping with these prob-
lems, the System undertook to provide reserves to the banks in
sufficient volume to facilitate a strengthening of forces of domes-
tic expansion but to do so in ways that would minimize down-
ward pressures on short-term interest rates, thereby keeping these
rates in closer competitive alignment with short-term rates in
major foreign money markets. The System aimed also at avoid-
ing so great an expansion in bank credit as might undermine sta-
bility of the price level.

Operations in Government securities. During 1962 the Federal
Reserve continued to use open market operations in U.S. Gov-
ernment securities as the principal means by which it influenced
the course of bank credit and money expansion and conditions
in the money and capital markets. As shown in the record of the
Federal Open Market Committee, open market policy remained
stimulative throughout the year, but at times the degree of stim-
ulus was lessened slightly because of concern about the persist-
ence and severity of the balance of payments problem.1 No sub-
stantial reduction in the degree of stimulus was undertaken,
however, because the Committee thought that further expansion
in bank reserves, bank credit, and money was necessary to en-
courage domestic economic growth in view of the continuing
underutilization of manpower and machines, and that such ex-
pansion could be fostered in the absence of general inflationary
pressures in the economy.

No alteration in the expansive posture of monetary policy was
made by the Federal Open Market Committee through mid-June

1 See pp. 45 ff. of this REPORT.
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of 1962. Slight changes in emphasis developed, however, in
recognition of the lull in economic activity early in the year and
the shift from hesitation to modest further advance in the spring.
Steady conditions in money markets were the primary aim of
policy during periods of Treasury financing and at the time of
the break in stock prices in late May and early June.

In mid-June the Committee sought to lessen slightly the exist-
ing degree of monetary stimulation. The main reason for this
minor modification in policy was to avoid redundant bank re-
serves that would tend to encourage an outflow of short-term
funds from the United States. In addition, it was thought that a
policy of monetary ease if pursued too long and too vigorously
would stimulate unwise speculation and financial excesses. Note
was taken of financial developments associated with the sharp
decline in stock prices. Finally, the Committee believed that
financial resources were readily available to permit further ad-
vance in domestic economic activity, an advance that had been
continuing on a gradual basis thus far in 1962.

From mid-June to mid-December 1962, monetary policy
again was unchanged except for minor, temporary shifts in em-
phasis. For example, following the Cuban crisis in October, as in
May following the stock market break, the Committee focused
its operations on achieving a steadying influence in financial
markets.

Throughout the last half of the year there was growing aware-
ness of the lack of satisfactory progress in balancing the nation's
international accounts and of the sharp expansion in bank re-
serves, bank credit, and money that was developing in an atmos-
phere of somewhat more optimism about domestic economic
prospects. Reflecting these developments, in mid-December, the
Committee by a 7 to 5 vote adopted a policy that was slightly
less stimulative, yet still directed toward expansion since the
level of economic activity prevailing at the time was still unsatis-
factory, substantial amounts of physical resources continued idle,
and general inflationary pressures remained absent.

The moderate character of the changes in monetary policy in
1962 reflected the opposing pull of domestic and international
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economic considerations. Although there was a greater than
usual diversity of views among members of the Federal Open
Market Committee regarding policy, the differences in their
views were typically quite narrow. The Committee was in gen-
eral agreement about the seriousness of both the balance of pay-
ments problem and the lack of vigorous growth in the domestic
economy. As a result, it generally also agreed on the broad
range of relative monetary ease to be sought.

During 1962 the Federal Reserve continued to conduct its
open market operations throughout the maturity range of U. S.
Government securities in order to help minimize downward pres-
sures on short-term interest rates while at the same time seeking
to encourage sufficient bank credit and monetary expansion to
stimulate domestic economic activity. Inasmuch as its purchases
of short-term issues were about equal to sales and redemptions,
nearly all of the $1.9 billion increase in System holdings of
Government securities represented net purchases of issues matur-
ing in more than a year; about four-fifths of these had maturities
of 1 to 5 years. In 1961 the System had purchased on bal-
ance $2.6 billion of securities with maturities of more than
a year.

The Treasury also purchased a moderate amount of longer-
term Government securities for its agency and trust accounts in
1962. During much of the year the Treasury helped to maintain
upward pressures on short-term interest rates by raising most of
the cash it needed through the sale of Treasury bills. Over the
year the amount of bills outstanding increased by about $5 bil-
lion. The net increase in the total debt maturing within a year,
however, was only $1.4 billion, because of debt lengthening
through advance and regular refundings, particularly in the latter
part of the year.

Foreign exchange operations. After prolonged Study and discus-
sion of the role of the dollar in the international payments sys-
tem, the Federal Open Market Committee, in early 1962,
decided to undertake open market transactions in foreign cur-
rencies. This decision was based on three considerations:

10
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1. The importance to the United States and the rest of the
world of an efficient and orderly world payments system, which
made it imperative for the Federal Reserve—as the central bank
of the world's leading industrial and financial power—to take
an active part in international efforts to maintain and improve
this system.

2. The need to supplement the relatively small resources
which the Treasury Stabilization Fund had available and had
been using to defend the dollar from speculative attack in the
foreign exchange markets since early 1961.

3. A realization that today's world payments system calls
not only for multilateral cooperation through the International
Monetary Fund and other international institutions but also for
continuing bilateral cooperation among the monetary authorities
of the leading trading nations.

The Committee recognized that official intervention could be
no substitute for basic action to eliminate the U.S. payments
deficit. But restoration of payments equilibrium was likely to
take time; and in the interim, it was important to minimize any
danger that political and economic disturbances might unsettle
foreign exchange markets and generate speculative pressures. As
the operations of the Treasury Stabilization Fund during 1961
had demonstrated, timely official intervention could do much to
moderate such pressures.

The main focus of System foreign currency operations in 1962
was the negotiation of reciprocal credit, or swap, arrangements
with central banks in nine major countries and with the Bank
for International Settlements. Under the arrangements consum-
mated by the end of the year, the System was in a position to
acquire on call as much as $900 million of convertible foreign
currencies for dollars.

During the year some $660 million of foreign currencies were
drawn under these arrangements, partly on a pilot basis to test
their technical provisions. On December 31, outstanding draw-
ings totaled $265 million, with the remaining reciprocal credit

11
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facilities continuing on a standby basis. At the year-end System
holdings of foreign currencies were equivalent to $81 million.

Other actions. With reserve funds readily available, member
banks had little need to borrow from the Federal Reserve System
in 1962. Daily average borrowings amounted to slightly more
than $100 million, only little higher than a year earlier.

The rate charged by Federal Reserve Banks for member bank
borrowing remained at 3 per cent throughout the year. This rate
has been in effect since the late summer of 1960. The Federal
funds rate, the interest rate on excess reserve balances lent among
member banks, generally fluctuated between 2.75 per cent and
the discount rate. Late in the year the Federal funds rate moved
toward the upper part of this range.

There were two changes in 1962 affecting bank reserve re-
quirements. In late October and early November the Board
lowered from 5 to 4 per cent the reserves against savings and
time deposits that member banks are required to maintain. This
action reduced total required reserves of member banks by about
$780 million. The Board took this action mainly to assist in
supplying the banking system's heavy seasonal needs for reserves
in the closing months of the year and to supply these reserves in
a way that minimized downward pressures on short-term market
rates of interest. In addition, it considered that the reserves so
supplied would help to provide for the longer-term growth in
bank deposits needed to facilitate the expansion of economic
activity and trade.

A second change, in July, was structural in nature and in-
volved the abolition of the central reserve city classification of
banks in New York City and Chicago as required by law. This
reclassification resulted in no change in the volume of required
reserves, however, because the requirement for central reserve
city banks had been reduced to that of banks in reserve cities in
December 1960. Since July there have been but two classes of
member banks for reserve requirement purposes, reserve city
banks with a reserve requirement against demand deposits of

12
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per cent and country banks with a requirement of 12 per
cent.

The Board of Governors also took one margin requirement
action in 1962. In July it reduced from 70 to 50 per cent the
equity required on credit used for purchasing and carrying stock
market securities. This action followed a decline in stock market
credit outstanding from $5.6 billion at the beginning of the year
to $4.9 billion at the end of June. Most of this decline accom-
panied the sharp stock market break in late May and June.

Effective January 1, 1962, maximum permissible rates of in-
terest payable by member banks of the Federal Reserve System
and by other insured banks on savings deposits and on time
deposits and certificates in the longer maturity ranges were
raised. These actions had been authorized late in 1961 by the
Board of Governors and by the directors of the Federal Deposit
Insurance Corporation and were described in last year's ANNUAL

REPORT, pages 9 and 101-04.

FLOWS OF FINANCING

Continued ease in monetary conditions, large inflows of funds
to commercial banks and other savings institutions, and rather
heavy credit demands stand out as major features of financial
markets in 1962.

About $58 billion, net, was raised in credit markets in 1962.
This was more than in any previous postwar year and exceeded
by $5 billion the comparable figure for 1959, when the total was
the second highest for any year. Private demands were particu-
larly large. With bank reserves readily available because of
monetary policy actions and with consumer financial saving in
substantial volume, the supply of funds available to potential
borrowers was ample. In consequence, credit conditions eased
as long-term interest rates declined, lending terms became more
liberal, and credit was more readily available.

Individuals, who generally supply the bulk of funds entering
credit markets, placed a large portion of their saving in highly
liquid claims on savings institutions, such as time and savings
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deposits of banks and shares in savings and loan associations.
Businesses also supplied somewhat more funds to credit markets
in 1962 than in the year before.

Commercial banks and other savings institutions channeled
their large inflows of funds more to long- than to short-term
sectors of the credit market. Under these conditions demands for
long-term financing—particularly by borrowers on mortgages
and by State and local governments—were satisfied at reduced

RECORD AMOUNT raised in credit markets in 1962

NOTE.—Flow of funds data; figures for 1962 are preliminary. Represents
net funds raised by nonfinancial sectors of the economy.

interest rates. Funds were also in ample supply to meet expanded
short- and intermediate-term credit demands of businesses and
consumers. Short-term market rates advanced slightly, however.

Capital flows between the United States and foreign countries
are discussed beginning on page 31 of this REPORT.

Consumers. Consumers acquired an estimated $41 billion of
financial assets in 1962, about one-fifth more than in 1961.
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In order to finance increased spending on homes and durable
goods, consumers also expanded their borrowing. Despite the
rise in their borrowing, consumers as a group continued to be
large net lenders to other sectors of the economy.

Financial assets and liquidity. Practically all of the increase in
financial assets acquired by consumers during 1962 involved
greater inflows of funds to commercial banks and savings insti-
tutions. The largest relative increase over 1961 was in the flow
of saving into time and savings deposits at commercial banks.
Responding quickly to increases early in the year in interest
rates paid on these deposits, consumers more than doubled the
flow of funds into these accounts in the first quarter of 1962
compared with the fourth quarter of 1961 after allowance for
seasonal variation. This pace was not maintained, but the growth
in consumer time and savings deposits at commercial banks over
the full year was about $12 billion, or some $5 billion more than
the previous annual high in 1961. Consumers also built up their
demand deposits at a faster rate than in 1961.

Despite the spurt in deposits at commercial banks, the flow of
consumer saving into savings and loan associations and into
savings banks increased. Net acquisitions of savings at these
institutions rose to a new high for the third consecutive year,
although the rate of gain declined a little.

With the large expansion in claims on commercial banks and
other savings institutions, consumer liquidity, as indicated by the
ratio of liquid assets to income, rose to about 89 per cent of dis-
posable personal income, at an annual rate, in the fourth quarter
of 1962, as compared with 86 per cent in the last quarter of
1961. This ratio has been rising fairly steadily since the previous
cyclical peak in economic activity was reached in mid-1960.
In contrast, during the two previous economic cycles, consumer
liquidity had risen in downturns but declined in the expansionary
phases of cycles. The recent behavior is explained in part by con-
tinuation of ease in bank reserve availability for a longer period,
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CONSUMER UQUID ASSETS jrow faster than income in 1962
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NOTE.—Dept. of Commerce data for income and flow of funds data for
liquid assets, both seasonally adjusted. Liquid assets represent currency,
demand deposits, savings deposits and shares, and U.S. Govt. securities.
Figures for 1962 are preliminary.

favorable yields on liquid assets, and the moderateness of the
rise in consumer spending.

Consumer net purchases of securities were comparatively
small in 1962, as they had been in 1961. In contrast with the
higher returns offered on deposits at financial institutions, par-
ticularly commercial banks, yields on most types of credit market
instruments either changed little or declined during 1962. The
yield on equities rose, however. Nevertheless, consumers in 1962
had less incentive to invest in securities, especially in view of
economic uncertainties during much of the year.
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There was a marked shift by consumers away from municipal
bonds. Consumers' net purchases of corporate stocks were also
lower, reflecting partly a decline in net new stock issues and
partly a decline in net purchases of mutual fund shares. Larger
purchases of corporate bonds in part offset these smaller pur-
chases of municipals and stocks. Meanwhile, consumer purchases
of U.S. Government securities were light, as in 1961.

Borrowing. Increased financing through short- and intermedi-
ate-term consumer credit contributed to the advance in con-
sumer borrowing. Such credit outstanding rose by $5.8 billion
in 1962, about 3V2 times as much as in the preceding year but
still less than in 1955 or in 1959.

Automobile credit accounted for nearly half of the net in-
crease in instalment credit outstanding. Instalment credit terms
changed little on balance during 1962, although there was some
increased lending on 36-month paper. Extensions rose to a new
record high, as did repayments. Throughout the year repayments
continued to account for about 13 per cent of disposable per-
sonal income, the same as in 1961.

With mortgage funds abundant and with interest rates and
credit conditions easing, consumer borrowing on new and used
homes continued at the high rate reached in late 1961, so that
indebtedness rose by a record amount for 1962 as a whole. In
fact, consumer mortgage borrowing rose more than did pur-
chases of new homes. This suggests not only that downpayments
on new houses were lowered but also that trading in existing
houses was active and that trades could be readily financed.

Business finance. Funds available to nonfinancial corporations
from retained earnings and depreciation allowances reached a
new peak in 1962. Corporate profits before taxes, at a record
$51 billion, were above their previous peak of almost $48 billion
in 1959. With a continued rise in dividend payments, however,
retained earnings were somewhat below the 1959 level, although
a fifth larger than in 1961. Depreciation allowances continued
to rise.

Outlays on plant, equipment, and inventories rose slightly

17

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1962



ANNUAL REPORT OF BOARD OF GOVERNORS

more than did the amount of internal funds available. Despite
the rise in tangible investment, demands of corporations on long-
term capital markets dropped off markedly in 1962. Gross cor-
porate bond and stock sales in 1962 were almost $11 billion or
about one-fifth smaller than in 1961, with offerings of companies
in all major types of activity down. Stocks accounted for more
than four-fifths of the decline in security sales. The volume of
both publicly offered and privately placed bonds was only mod-
erately smaller than in 1961.

The decline in equity financing during 1962 was partly a reac-
tion to the large volume of stock sold in 1961, but it also resulted
from unfavorable market conditions generated by the sharp drop
in common stock prices that occurred in the spring. Equity
financing during the second half of the year was especially light.
Open-end investment companies also sold fewer shares.

During 1962 corporations placed increasing emphasis on bor-
rowing in short-term markets to meet their needs for external
funds. Businesses borrowed more from banks than in 1961, with
borrowing demand strongest in the second half of the year.
Finance companies and other businesses also sold a large volume
of open market paper.

Demand for business loans at banks in the second half of the
year can be explained only in part by the course of economic
activity or inventory stocking. The early changeover to new auto-
mobile models and the unexpectedly large sales of new autos in
the fourth quarter may have entailed an unusually large demand
for loans. In addition, some corporations may have substituted
bank credit for capital market financing because they found
more favorable terms at banks or because they expected a further
decline in longer-term market rates of interest.

As a result of the increased use of bank credit and other
short-term borrowing, corporate liquidity—as measured by the
ratio of cash and U.S. Government security holdings to current
liabilities—declined to a new low in 1962. Nevertheless, hold-
ings of liquid assets expanded more in 1962 than in 1961. The
increase in holdings of commercial bank time deposits was es-
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pecially large, as yields were favorable and as banks continued
to offer marketable time certificates of deposit.

Corporations also continued to use available funds to finance
their customers and to invest in short-term securities other than

CORPORATE liQUIDJTY RATIO declines farther

TOTAL CURRENT LIABILITIES^

^ACCOUNTS RECEIVABLE

CASH AND U. S. GOVT. SECURITIES

CASH AND GOVT.
SECURITIES

CURRENT
LIABILITIES

NOTE.—Securities and Exchange Commission estimates.

U.S. Governments. Such developments in previous years have
contributed to the downward trend of this liquidity ratio since
1955.

State and local governments. State and local governments issued
about the same amount of long-term bonds to raise new capital
in 1962 as in 1961, when issues were a record $8.5 billion.
Meanwhile, their expenditures for construction and other pur-
poses rose moderately.
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The cost of market financing for State and local governments
declined more during 1962 than the cost of other types of financ-
ing. Most of the decline occurred early in the year, when com-
mercial banks sharply stepped up their acquisitions of municipal
bonds. An unusually large portion of total offerings took place
in the first half of the year.

Federal Government. While State and local governments are
generally net borrowers in credit markets, the Federal Govern-
ment's position in relation to the credit market varies from year
to year in line with fluctuations in its cash budget and in its cash
balance. The cash budget is influenced mainly by tax receipts
and expenditures, but it also reflects Governmental lending activ-
ities. Variations in the cash balance depend on the timing of
cash borrowing operations as well as on temporary variations in
expenditures and receipts.

In the calendar year 1962 the Federal Government had a cash
deficit of about $5.5 billion, which was about $1 billion less than
the previous year's deficit. Cash spending was higher than in
1961, but this was more than offset by larger cash receipts, re-
flecting the continued growth of personal and corporate incomes.
For the first half of the year the cash surplus was $3.5 billion.
Economic expansion was less than anticipated, however, and as
a result revenues lagged, and the cash deficit in the last 6 months
of the year amounted to about $9.0 billion. There is normally a
substantial deficit in the second half of each calendar year, but
this was the largest half-year total since 1958.

The Treasury borrowed $6.5 billion on balance during the
year. This not only financed the deficit but also added almost $1
billion to the Treasury's cash balance. Borrowing operations
were timed to take advantage of favorable market conditions and
to help maintain interest rates at levels that would not aggravate
short-term capital outflows from this country.

While issuing short-term securities to fend off downward rate
pressures in that area of the market, the Treasury also issued
longer-term securities in regular and advance refundings in order
to achieve a better balanced debt structure. Outstanding Treas-
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ury bills held by the public rose by more than $5 billion, but the
increase in total marketable securities maturing within 1 year
was less than $1 billion because of a decline in the outstanding
amount of coupon issues maturing within 1 year.

Debt outstanding in the 1-5 year category declined, but the
amount maturing in over 5 years rose sharply. This resulted
mainly from lengthening of the debt through regular and ad-
vance refundings. On balance the average maturity of the mar-
ketable public debt lengthened from 4 years 7 months at the end
of December 1961 to 4 years 11 months at the end of calendar
year 1962.

Savings institutions. Net increases in both deposits at mutual
savings banks and share capital at savings and loan associations
reached new highs in 1962. This reflected in part some upward
adjustment in interest rates paid to savers by these institutions
to meet the higher interest rates paid by commercial banks.

The increase in share capital of savings and loan associations
during 1962 was about $9.5 billion, 9 per cent more than in
1961. This year-to-year gain, however, was somewhat smaller
than in some other recent years. Mutual savings banks' deposits
rose by more than $3 billion, about 60 per cent over the increase
in 1961. These two types of institutions specialize in mortgage
investments, and the continued large supply of funds contributed
to ease in mortgage markets.

Continuing the steady upward trend of past years, the flow of
saving to life insurance companies and pension funds increased
further in 1962. The bulk of these funds, as usual, were invested
in corporate securities. However, life insurance companies in-
creased their holdings of mortgages more than in 1961. They
also purchased a small amount of U.S. Government securities,
in contrast to net sales in nearly all recent years.

Commercial banks. Outstanding loans and investments of com-
mercial banks increased by an estimated $19 billion in 1962, a
record for the postwar period. The composition of bank credit
varied from earlier years, partly because the structure of demand
for funds was somewhat different but more importantly because
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banks adapted their investments to the changing composition of
their liabilities.

Demand deposits increased by less than in 1961, but net in-
flows to time and savings deposits were well above previous
record amounts. With interest rates on such deposits raised,
banks put more emphasis on longer-term, higher-yielding invest-
ments than they had in other recent years, thereby contributing
to the downward interest-rate pressures in long-term sectors of
the market.

Time and savings deposits. About $15 billion, net, flowed into
time and savings deposits of commercial banks during 1962.
This represents an increase of more than 18 per cent, the highest
for any postwar year. During 1961 these deposits had increased
by about 13 per cent.

Time and savings deposits responded quickly to the higher
interest rates offered by commercial banks early in 1962, and
in the first quarter the annual rate of increase accelerated
to 25 per cent. After the first quarter the rate of increase slowed
and returned to a rate that was just slightly above that of the
preceding year, although there was a more rapid rise toward the
year-end. In view of these developments, the rapid first-quarter
increase to a large extent may have represented a restructuring
of existing consumer and business asset holdings in reaction to the
higher interest rates that commercial banks were permitted to
offer.

Sources of time deposit rise. Because shifts by the public of
the assets they hold influence the over-all availability of credit—
including credit available from banks, from other financial in-
stitutions, and from the public directly—it is important to de-
termine the source of increase in time deposits. Although it is
difficult to come to firm conclusions on the basis of existing data,
the broad outline of developments can be seen.

For example, the distribution of the increase in time and sav-
ings deposits between passbook savings and other time deposits
provides a basis for analyzing the source of net inflows. Passbook
savings are held primarily by individuals, while other time de-
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posits include holdings of businesses, individual investors, State
and local governments, and foreign banks and official insti-
tutions. A part of the greater increase in time and savings ac-
counts during the first quarter of 1962 represented additional
passbook savings. Net inflows of such funds remained high
throughout the year, although tapering off from first-quarter rates.

Passbook savings compete rather directly with deposits in
mutual savings banks and with shares in savings and loan as-
sociations. But only a small part of the increase in passbook
savings accounts either in the first quarter or subsequently
seemed to represent funds diverted from, or that would other-
wise have gone into, these institutions. As noted earlier, funds
continued to flow into these institutions in large volume during
1962. To the extent that individuals diverted saving from one
asset to another, it would appear to have been more a movement
away from marketable securities and also perhaps from demand
deposits.

Most of the increased inflow to time and savings deposits in
the first quarter was accounted for by a turnaround in other
time deposit accounts of individuals, partnerships, and corpora-
tions. These accounts increased sharply in the first quarter of
1962, after declining in the fourth quarter of 1961. Some of the
increase may have represented funds of individuals, but business
funds constituted a substantial, if not the major, portion of the
rise. Such funds might otherwise have been left in demand ac-
counts or invested in short-term market instruments. There were,
apparently, large declines in corporate demand deposit holdings
in both the first and second quarters of the year, after allowance
for seasonal variation. In the meantime corporate acquisitions
of Federal obligations were moderate.

After the first quarter of the year, the net flow of funds into
other time deposits was sharply curtailed. In late October and
November there was a relatively large increase in time deposits
of foreign governments and official institutions. This was in re-
sponse to congressional action, effective October 15, which
exempted such deposits from regulation as to maximum interest
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NOTE.—Semimonthly averages of daily figures, seasonally adjusted. Money
supply is currency and demand deposits. Currency represents holdings out-
side the Treasury, Federal Reserve, and commercial banks. Demand deposits
are those other than domestic commercial interbank and U.S. Govt., less
cash items in process of collection and F.R. float; foreign demand balances
at F.R. Banks are included. Time deposits represent time and savings deposits
other than domestic interbank and U.S. Govt. at all commercial banks.

rate for a period of 3 years. In consequence, some banks raised
interest rates paid, but rates were apparently raised mainly on
deposits maturing within 3 months, to make deposits competitive
with 3-month Treasury bills.

On balance, this review of developments suggests that there
may have been some diversion of funds to time and savings de-
posits from marketable securities and from demand deposits,

24

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1962



FEDERAL RESERVE SYSTEM

particularly in the early part of the year by businesses and indi-
vidual holders having larger balances than currently needed.
There may also have been some small diversion to commercial
banks of funds that would otherwise have gone into savings and
loan associations. Such shifts as did occur, however, were within
the context of an enlarged flow of financial saving, especially
from consumers.

Demand deposits and money supply. A continued but com-
paratively moderate rise in demand deposits held by private sec-
tors of the economy accompanied their strong preference for
time and savings deposits during 1962. Privately held demand
deposits and currency in circulation together—the two com-
ponents of the active money supply—increased by about 1.5 per
cent over the year. This is about the same as the average annual
rate of increase for the past 10 years.

The increase in the money supply was concentrated in the
last few months of the year. Earlier, the money supply had de-
clined slightly. This was associated in part with the strong rise
in time and savings deposits early in the year and also with a
larger than usual build-up in U.S. Government deposits, which
reached a peak in early summer. Government deposits generally
remained high until early fall, when they were drawn down to
lower levels. This decline in Government deposits, together with
strengthened demand for bank loans, contributed to the money
supply growth over the last few months of the year.

With growth in demand deposits moderate, and with prefer-
ences for other liquid assets strong, existing demand deposits
were used more intensively to support growth in income and
transactions in the economy. The turnover of money at 343
centers, other than New York, rose. In the last quarter of 1962
it averaged about 8 per cent higher than a year earlier.

Loans and investments. The bulk of the record net increase in
bank credit during 1962 was in loans. Holdings of non-U.S.
Government securities, principally State and local government
issues, rose by $5 billion, an unusually large amount. Holdings
of U.S. Government securities, on the other hand, declined
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slightly on balance. This contrasts sharply with 1958 and 1961,
when a rapid expansion of total bank credit represented in large
part a growth in holdings of U.S. Government securities. In
those years demand for bank loans was not so strong, and banks
were in the process of rebuilding liquidity.

BANK LENDING large in 1962

NOTE.—Based on data for all commercial banks for Dec. 31. Figures for
1962 estimated. Interbank loans excluded.

As noted earlier, there was a rather large net increase in busi-
ness loans at banks during 1962. Consumer loans of banks in-
creased moderately and, after allowance for seasonal variation,
rather steadily throughout the year. Loans for purchasing or
carrying securities also rose over the year. Advances were large
in early 1962 in connection with Treasury financing operations
and in December when dealers held unusually large inventories
of U.S. Government securities.

Banks were particularly active in the mortgage area, as they
expanded higher-yielding long-term investments in line with the
accelerated inflow of interest-bearing time and savings deposits.
Real estate loans increased on balance by considerably more
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than in any other postwar year, with loans on commercial and
industrial properties showing the largest relative increase. The
record amount of State and local government securities pur-
chased by banks was another indication of the greater emphasis
they placed on longer-term investments in 1962.

Banks also showed a preference for longer-term U.S. Govern-
ment securities in their transactions. They were generally net
sellers of securities maturing within a year, but they added to
their holdings of longer-term issues through participation in
Treasury financings and through market purchases. Passage of
time, however, brought some existing holdings of U.S. Govern-
ment securities into the "within 1 year" category, which in part
offset the effect on short-term holdings of market sales and re-
demptions.

Reserve availability. The ability of banks to expand credit and
deposits was sustained by the continued availability of reserves.
The total reserves of banks actually declined. But if adjustment
is made for reserves released by the reduction in time deposit
reserve requirements, total reserves adjusted of member banks
rose by about $700 million during 1962. This was more than the
rise in adjusted reserves in other recent years, although less than
in 1958 or 1961. The greater increase in time deposits, for
which much lower reserves are required than for demand de-
posits, contributed to the growth in bank credit during 1962.

Excess reserves of member banks fluctuated during the year
but changed little on balance. Meanwhile their borrowings from
Federal Reserve Banks stayed near minimal levels for much of
the time, although these rose in midsummer and again late in the
year. As a result, their net free reserves—excess reserves less
borrowings from Federal Reserve Banks—fluctuated between
$370 million and $470 million on a monthly average basis after
the early part of the year and then declined some in December.
Bank borrowings have been less than excess reserves during the
whole course of economic expansion since the early 1961
cyclical trough.

The discount rate, which is the cost of reserves borrowed from
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Federal Reserve Banks, was unchanged at 3 per cent during
1962, but the cost of borrowing reserve funds through the Fed-
eral funds market rose. Early in the year the Federal funds rate
had generally remained below the discount rate, as it was for
most of the time in the last part of 1960 and in 1961. In the
latter part of 1962, however, it was frequently at or near the dis-
count rate, as demand for reserve funds rose relative to the
supply of excess reserves that commercial banks were willing to
lend, mainly to other banks.

Liquidity. With the supply of their reserves generally ample to
meet expanded demands for bank credit, commercial banks'
liquidity position remained fairly comfortable through 1962. The

BANK LIQUIDITY declines as buns rise

/ 0

LOANS/TOTAL DEPOSITS

NOTE.—Loans exclude interbank loans. Liquid assets include U.S. Govt.
securities maturing within a year and free reserves (excess reserves less
borrowings from F.R. Banks). Deposits are net of cash items in process of
collection. Credit and deposit data are for all commercial banks; free reserves,
member only.
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ratio of loans to deposits rose, but at the year-end it was still
somewhat below the peak reached in mid-1960.

The ratio of bank holdings of liquid assets—short-term U. S.
Government securities together with net free reserves—to de-
mand deposits is another indicator of their liquidity position, and
it remained comparatively high during the year. The ratio fell,
however, in the last few months, partly because of the spurt in
loan demand and partly because banks continued to lengthen
maturities of security holdings.

Banks' needs for liquid assets were influenced by the growth
and changing pattern of their time and savings deposit liabilities
as well as by growth in demand deposits. A part of the increase
in time and savings deposits represented potentially volatile
funds from businesses and large investors, and uncertainties
about future movements of such funds added to the basic need
for short-term assets.

In general, banks did not have enough of a surplus in liquid-
ity, in view of credit demand, to bring about a decline in lending
rates on short-term business loans. Lending rates on longer-term
loans, however, were apparently reduced somewhat.

Balance of market forces. The balancing of supplies with de-
mands for funds during 1962 entailed a decline in long-term
interest rates. The heavy inflow of saving to long-term sectors of
the market exerted downward pressures on the cost of funds
there. The largest decline was in yields on State and local gov-
ernment securities, which responded to the sharp increase in
commercial bank demands, especially in the early part of the
year. Interest rates on mortgages were also under downward
pressure, and other mortgage terms and conditions eased.

Rates on intermediate- and long-term U.S. Government issues
also declined. Yields on high-grade corporate bonds declined to
some extent in sympathy with reductions in other long-term
rates, as investors switched among securities in response to
emergent yield differentials. They declined also because of the
reduction in corporate demands for new long-term funds.

Yields on equities rose considerably in the spring of 1962,
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when there was a sharp break in stock prices, but later drifted
downwards. At the year-end these yields were still above 1961
levels but about the same as they had been in 1959 and 1960.
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The general downward movement of long-term bond yields
contrasts with a small advance in short-term rates. To some ex-
tent, this narrowing of yield spreads is explained by the large
inflow of saving to long-term markets and by the reduced
liquidity preference of banks as they sought higher earnings.
In addition, new Treasury issues of bills at times served to offset
downward pressures on short-term rates. And Federal Reserve
operations to supply the bank reserves necessary for economic
expansion were conducted in such a way as to minimize down-
ward pressures on short-term interest rates.

The decline in long-term rates occurred while economic ac-
tivity was still advancing—which was unusual in postwar experi-
ence. With employment at unsatisfactory levels in 1962, how-
ever, these lower long-term rates provided one incentive for
further domestic spending. Continued stability of short-term
market rates, on the other hand, helped to restrain outflows of
interest-sensitive short-term capital from this country. At the
same time, bank and other short-term credit was available in
ample supply to meet domestic short-term financing demands.

INTERNATIONAL PAYMENTS PROBLEM

The U.S. deficit in international transactions in 1962 was the
fifth in a series of large deficits. Last year's deficit was smaller
than those of preceding years, and underlying competitive forces
were still moving in a favorable direction. But the improvement
during the year was less than had been hoped for, and the dis-
parity between receipts and payments remained a matter of
serious concern.

Nevertheless, the world payments system demonstrated a
high degree of resilience, as cooperative international arrange-
ments were extended and strengthened. The Federal Reserve
System joined with the U.S. Treasury and foreign monetary au-
thorities in operations to minimize disturbances in exchange
markets and to make the existing international payments system
more flexible and viable.
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Balance of payments. The U.S. gold stock declined by another
$0.9 billion in 1962, and there was an increase in liquid liabili-
ties to foreign countries and international institutions of $1.3
billion. The deficit was thus $2.2 billion, only slightly smaller
than in 1961 though much less than in the years 1958-60.

Two special factors played important roles in reducing the
1962 payments deficit. First, as in 1961, foreign governments
made prepayments of $0.7 billion on long-term debts to the
United States. Second, in contrast to previous years, the U.S.
Government increased its medium-term liabilities to foreign
authorities by a substantial amount.

During the year the balance of payments underwent impor-

TRADE SURPLUS declines as
$sgwrfs I$v*I J*U In If it

25

1956

NOTE.—Three-month weighted moving averages of Bureau of the Census
seasonally adjusted data. Exports exclude shipments under military aid
programs.
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tant transitory changes associated with the Canadian exchange
crisis, which culminated at midyear. From changes in Canadian
reserves, it seems reasonable to infer that the U.S. payments
position was improved by between $0.5 billion and $1 billion
in the first half of the year and adversely affected to a similar
extent in the second half.

The net recorded outflow of private funds into short-term
foreign currency assets remained small in 1962, but there were
apparently also continuing outflows of kinds that are not covered
by the existing reporting system.

Goods, services, and U.S. Government economic aid. Trans-
actions on current account and for economic aid—for goods and
services, donations, and U.S. Government grants and loans less
normal repayments—gave rise to nearly equal U.S. payments to
and receipts from the rest of the world in 1962. This had also
been true in the second half of 1961, following the recovery in
our imports after the 1960-61 recession. In that period such
payments to the rest of the world had exceeded receipts by $0.4
billion, seasonally adjusted annual rate. In 1962 the excess of
such payments was even smaller, according to preliminary esti-
mates. In comparison with the full year 1961, however, the bal-
ance worsened by about $ 1 billion.

Both imports and exports were larger in 1962 than in the
second half of 1961. Despite a drop in export sales to Japan,
and despite some falling off in exports to Europe after midyear,
the merchandise trade surplus was only moderately lower—an
estimated $4.4 billion as compared with an annual rate of $4.7
billion in the earlier period.

U.S. Government nonmilitary grants and loans, less normal
repayments received, were about $3.7 billion, little changed from
the advanced level to which they had risen in the course of the
two preceding years. For investment income, travel, transporta-
tion, and other nonmilitary services, the surplus of U.S. receipts
over payments increased considerably. There was also a rise in
military sales of goods and services, while gross U.S. military
expenditures remained near $3 billion.

33

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1962



ANNUAL REPORT OF BOARD OF GOVERNORS

Private capital movements. Despite the continuing ready avail-
ability of credit from banks and other sources and the large flow
of domestic saving in 1962, the net outflow of loan and invest-
ment funds to the rest of the world was not so large as in 1961.
In particular, the recorded outflow of short-term U.S. capital
was sharply reduced, from $1.5 billion in 1961 to less than half
as much in 1962 according to preliminary estimates. In both
years some additional outflow was probably included in the
"errors and omissions" item in the balance of payments accounts.

The slowing of the short-term capital outflow was most notice-
able in bank loans and acceptance credits. Whereas in 1961
extensions of short-term bank credit to foreigners exceeded repay-
ments by $0.9 billion, in 1962 the net outflow was only $0.3 bil-
lion. Much of this change was connected with the improvement
in Japan's international payments position. As its imports de-
clined and exports rose, Japan no longer found it necessary to
obtain additional short-term credit abroad to balance its ac-
counts. Outstanding U.S. short-term bank credit to Japan had
risen by $500 million in 1960 and $600 million in 1961, and it
rose by $200 million more in the first quarter of 1962. The out-
standing volume then stabilized.

Outflows of private U.S. long-term investment and loan funds
in 1962 are estimated to have been nearly equal to the $2.5 bil-
lion recorded for 1961. Movements of direct investment capital
to affiliated companies abroad were apparently a little below the
1961 outflow, and purchases of outstanding securities were also
smaller, but there was a sharp increase in new foreign security
issues in the U.S. capital market primarily by Canadian, Euro-
pean, and Japanese borrowers.

Inflows to the United States of foreign long-term capital and
commercial credits were much smaller than in 1961, when they
had amounted on balance to $0.6 billion. Net purchases of U.S.
common stocks by foreigners averaged $30 million a month
through May. But in the rest of the year there were small net
sales.

In summary, the net outflow of private capital that is counted
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PRIVATE CAPITAL OUTFLOWS decline
as bank credit onflow shrinks in 19*2

NOTE.—Dept. of Commerce data. Long- and short-term capital outflows are
net of recorded inflows of foreign private capital other than into liquid assets
in the United States. Data for 1962 are partly estimated by Federal Reserve.

as contributing to the over-all deficit in the U.S. balance of pay-
ments was about $2.8 billion, as against $3.3 billion in 1961.

Increases in U.S. liquid liabilities are counted not as reducing
the deficit in the U.S. balance of payments but as a means of
financing the deficit. Liquid liabilities to private foreigners other
than commercial banks continued to increase moderately in
1962. Also, international development lending institutions added
to their reserves held in liquid and nonliquid U.S. Government
securities and as time deposits in the United States.

Liquid liabilities to foreign commercial banks decreased by
$0.2 billion during 1962. They had risen $0.6 billion during the
preceding year as German banks placed funds in the Euro-dollar
market in response to special incentives provided by the German
monetary authorities.
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Official settlements. In 1962, as in 1961, $0.9 billion of the
payments deficit was financed by a decline in the U.S. gold stock.
Of the remaining $1.3 billion, $1.1 billion was reflected in in-
creases in U.S. liquid liabilities to foreign central banks and
governments and to the International Monetary Fund, compared
with $0.5 billion in 1961.

The United Kingdom and other countries used a substantial
amount of dollars in 1962 to repay drawings they had previously
obtained from the International Monetary Fund. Such repay-
ments raised U.S. liabilities to the Fund by $0.6 billion and
brought the Fund's holdings of dollars close to 75 per cent of the
U.S. quota in the Fund.

Partly because dollars were paid to the Fund—and also be-
cause of other official transactions that included prepayments of
debt to the U.S. Government, borrowings of foreign currencies
by the U.S. Treasury, and commitments of foreign funds for
military purchases in the United States—the increase in U.S.
liquid liabilities to foreign central banks and governments in
1962 was limited. Liabilities to Canada and Japan increased,
while the total to other countries declined.

Exchange markets. The dollar's rate of exchange against
leading foreign currencies during 1962 continued to reflect the
substantial external deficit of the United States and the corre-
sponding surpluses of a number of Western European countries,
particularly France. Throughout the year the French franc and
also the Italian lira remained very close to their respective ceil-
ings against the dollar.

Rates on other leading European currencies were generally
below their ceilings, reflecting the closer balance in the external
accounts of European countries other than France. Spot and
forward rates for these currencies were affected from time to
time during the year by flows of bank funds between European
domestic markets and the Euro-dollar market. In addition to
window-dressing transfers, such flows reflected fluctuations in
internal credit conditions and changing yields in the Euro-dollar
market.
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The recorded net movement of U.S. private funds into short-
term foreign currency investments remained small in 1962.
The flows that occurred were mainly to Canada and the United
Kingdom. The smallness of the net flow to Britain reflected the
narrowing spread between money market rates in London and
New York—following successive reductions in the Bank of Eng-
land's discount rate—together with a roughly offsetting discount
on forward sterling during most of the year. At the end of
October this discount narrowed, and the covered flow of funds
into sterling rose sharply for a brief period.

In the second half of the year, a moderate amount of U.S.
corporate funds was invested in short-term assets denominated
in Canadian dollars. This movement stemmed from the sharp
rise in Canadian short-term interest rates as a result of the
Canadian stabilization program. Yields on Canadian money
market paper were significantly higher than yields on U.S.
paper, even after allowance for the cost of exchange cover.

Capital flows of a speculative nature were associated mainly
with three developments—the worldwide break in stock market
prices in late May, speculation against the Canadian dollar in
the first half of 1962, and the Cuban crisis in October.

The widespread decline in stock prices in late May generated
a fairly heavy flow of funds into Switzerland as investors sought
the haven of Swiss francs or of gold and gold shares bought
through that currency. Although their official dollar holdings
rose substantially as a result of this inflow, the Swiss authorities
refrained from buying gold from the U.S. Treasury during this
period of uncertainty, as such purchases might have had a par-
ticularly disturbing impact on confidence at this juncture. The
dollar holdings of the Swiss authorities were reduced in part by
forward sales of Swiss francs by the U.S. Treasury, which pro-
vided forward cover for investments in U.S. Treasury bills by
the Swiss Confederation. In July their remaining uncovered
dollar holdings were further reduced when the Federal Reserve
utilized $100 million of Swiss francs, acquired under swap ar-
rangements with the Swiss National Bank and with the Bank for
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International Settlements, to purchase dollars from the Swiss
National Bank.

The most striking development in foreign exchange markets
during 1962 was the speculative attack on the new par value of
the Canadian dollar. During the first 4 months of 1962, the
Canadian authorities maintained the value of the Canadian
dollar just above $0.95 in the face of a growing belief in ex-
change markets that this rate was going to be lowered in the
near future. As a substantial volume of adverse leads and lags
in commercial payments accumulated, the Canadian authorities
were forced to supply large amounts of U.S. dollars to the
market to support the exchange rate. On May 2, with the ap-
proval of the International Monetary Fund, the Canadian Gov-
ernment established a new par value of $0,925 for its dollar,
nearly 3 cents below the rate in the first 4 months of the year
and 9 cents below the rate prevailing a year earlier.

Nevertheless, the market feared a further devaluation. Specu-
lative pressures intensified, accelerating the drain on Canadian
reserves. Confronted with this situation, the Canadian Govern-
ment undertook a decisive program to defend the new par value
without resort to exchange or capital controls (although import
surcharges, announced as temporary, were imposed). This pro-
gram was reinforced by large-scale international assistance;
altogether, the IMF, the U.S. Export-Import Bank, the Federal
Reserve System, and the Bank of England made more than
$1 billion available to Canada.

These measures turned the tide of speculative sentiment.
Gradually, and then in increasing volume, the leads and lags in
commercial payments were unwound and short- and long-term
funds began to flow back into Canada. During the second half
of the year Canadian reserves rose more than they had earlier
declined, and the arrangements between the Bank of Canada
and the Federal Reserve, and between the Bank of Canada and
the Bank of England, were put on a standby basis.

International financial cooperation received a further major
test with the outbreak of the Cuban crisis. This development
caused some continental banks to take short positions in the
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Euro-dollar market, and it also led to a renewed flow of funds
to Switzerland. Although the Federal Reserve System sold about
$10 million of Swiss francs for its own account, the Swiss au-
thorities were forced to absorb about $50 million through ex-
change market intervention. Cooperative arrangements between
the U.S. and Swiss monetary authorities, however, prevented
these accruals from causing additional sales of U.S. gold.

Considering its gravity, the Cuban crisis generated a remark-
ably small volume of speculative flows. This may have reflected
in part the realization that no country was likely to be a safe
haven for funds in the event of a nuclear war. But the absence
of massive capital flows also seemed to indicate a growing appre-
ciation of the impressive resources that can be mobilized by
national monetary authorities and the IMF in coordinated de-
fense of a currency coming under speculative attack.

Leading central banks and treasuries continued their coopera-
tive intervention in the London gold market throughout the year
to prevent any sharp run-up in the price of gold during periods
of uncertainty such as were associated with the stock market
declines in late May and the Cuban crisis in October. Specula-
tive buying in the London market shrank substantially in the
closing weeks of the year, and the gold price fell well below its
October peak.

Foreign currency operations. Against the background of a con-
tinuing large deficit in the U.S. balance of payments and the
possibility that sudden changes in payments flows might disrupt
exchange markets, the Federal Open Market Committee on
February 13, 1962, authorized the Federal Reserve Bank of
New York to undertake transactions in foreign currencies for
System Account.2 The Committee expressed its specific aims
as follows:

1. To offset or compensate, when appropriate, the effects on
U.S. gold reserves or dollar liabilities of disequilibrating fluctua-

2 For the text of the authorization and for changes in it, see record of
policy actions of the Federal Open Market Committee on pp. 45-109 of this
REPORT, particularly pp. 57-61 and 103-04.
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tions in the international flow of payments to or from the United
States and especially those that are deemed to reflect temporary
forces or transitional market unsettlement.

2. To temper and smooth out abrupt changes in spot ex-
change rates and moderate forward premiums and discounts
judged to be disequilibrating.

3. To supplement international exchange arrangements such
as those made through the International Monetary Fund.

4. In the long run, to provide a means whereby reciprocal
holdings of foreign currencies may contribute to meeting needs
for international liquidity as required in terms of an expanding
world economy.

At its February 13 meeting, the Committee approved a
general authorization for System foreign currency operations;
designated a senior officer of the Federal Reserve Bank of New
York to be Special Manager of the Open Market Account for
foreign currency operations; and approved a set of guidelines
under which transactions might be executed by the Special
Manager under the Committee's continuing supervision.3 On the
same day the Board of Governors authorized the opening and
maintenance of accounts with the central banks of a number of
leading industrial countries.

The National Advisory Council on International Monetary
and Financial Problems on February 28 approved the System's
decision to enter the foreign currency field. Pursuant to this ac-
tion, information on System operations, as well as those con-
ducted by the Treasury, has been supplied to the Council on a
regular basis.

From the beginning, System foreign currency operations have
been closely coordinated with Treasury operations at all levels
of policy determination and execution. In particular, the two
agencies established a procedure for a daily review and discus-
sion of market developments and official operations. Coordi-
nated action has been greatly facilitated by the fact that the

3 See pp. 61-63; also pp. 103-04.
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Federal Reserve Bank of New York acts as agent for both the
System and the Treasury in their respective foreign exchange
operations.

Operations in foreign currencies have necessarily been con-
ducted in close collaboration with foreign central banks. Because
the Federal Reserve Bank of New York had for many years
acted as their agent in the New York exchange market, a close
working relationship with foreign central banks existed even be-
fore the U.S. Treasury began foreign exchange operations in
March 1961. During 1962, the Federal Reserve System en-
deavored to extend its cooperative relations with the central
banks of leading industrial countries. Its officials attended
monthly meetings of the Bank for International Settlements in
Basle and participated in U.S. delegations to meetings of com-
mittees and working parties of the Organization for Economic
Cooperation and Development in Paris.

At the time of its decision to undertake foreign currency
operations, the System already owned nominal balances with
central banks in Canada, Britain, and France. Additional
balances were placed in February with central banks in Ger-
many, Switzerland, the Netherlands, and Italy through the pur-
chase of modest amounts of marks, Swiss francs, guilders, and
lire from the U.S. Stabilization Fund. Foreign currencies
acquired from the Stabilization Fund during the year amounted
to the equivalent of $33.5 million.

Most of the foreign currencies acquired by the System during
1962 were obtained through drawings under reciprocal credit,
or swap, facilities arranged with nine foreign central banks and
with the Bank for International Settlements. Under each such
arrangement, the System can acquire on call up to a specified
amount of a foreign currency in exchange for a corresponding
dollar credit in favor of the other party. Each party is protected
against loss should there be a devaluation or revaluation of the
other's currency while a drawing is outstanding. Both parties
receive the same rate of interest on invested balances; foreign
owned balances have generally been invested in special U.S.
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Treasury certificates, and Federal Reserve balances have been
placed in interest-earning deposits abroad. As occasion arises,
either party may use its balances for transactions in the ex-
change market or with foreign central banks. Swap arrangements
are generally for 3- or 6-month periods but are renewable upon
mutual agreement; during 1962, all arrangements were renewed
at maturity.

In entering into swap arrangements, the Federal Reserve has
had three needs in view. First, in the short run, swap arrange-
ments can provide the System with foreign exchange that can
be sold in the market to counter speculative attacks on the
dollar or to cushion market disturbances that threaten to become
disorderly.

Second, swap arrangements can provide the Federal Reserve
with resources for avoiding a bunching of U.S. gold losses that
may result when foreign central banks rapidly accumulate dol-
lars in excess of the amounts they wish to hold during a period
of uncertainty—especially if these accumulations are likely to
be reversed in a foreseeable period. Swap arrangements, how-
ever, are not designed to avoid gold losses resulting from a per-
sistent payments deficit.

Third, when the U.S. balance of payments has returned to
equilibrium, swap arrangements with foreign central banks may
be mutually advantageous as a supplement to outright foreign
currency holdings in furthering a longer-run increase in world
liquidity, should this be needed to accommodate future expan-
sion of the volume of world trade and finance.

The 10 swap agreements entered into during 1962 put the
System in a position to draw on call up to $900 million of
foreign currencies. The details of these various agreements and
of the drawings made under them are summarized in the accom-
panying table.

Drawings and repayments under these agreements followed a
varied pattern. The first agreements were those with the Bank
of France and the Bank of England. The System promptly drew
$50 million under each of these agreements in order to test com-
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FEDERAL RESERVE RECIPROCAL CURRENCY AGREEMENTS, 1962

(In millions of dollars)

Other party to agreement

Bank of France
Bank of England
Netherlands Bank
National Bank of Belgium
Bank of Canada

Bank for International Settlements 2 . . .
Swiss National Bank
German Federal Bank
Bank of Italy
Austrian National Bank.

Total

Date (of
original
agree-
ment)

Mar. 1
May 31
June 14
June 20
June 26

July 16
July 16
Aug. 2
Oct. 18
Oct. 25

Total
facility

50
50
50
50

250

100
100
50

3 150
50

900

Drawings

During
year1

50
50
20
50

250

80
50

50
50

650

Out-
standing
at end
of year

10
50

55
50

50
50

265

1 Excluding renewals.
2 Allows the System to draw Swiss francs.
3 Increased from $50 million on Dec. 6.

munications, investment procedures, and other operational ar-
rangements. In the absence of any immediate need to use the
balances acquired under these drawings, these two agreements
were subsequently placed on a standby basis.

No drawings were made under the $50 million arrangement
with the German Federal Bank. This agreement was maintained
on a standby basis from its inception in early August.

The System entered into a $250 million swap arrangement
with the Bank of Canada on June 26, 1962, as part of a broad
program to bolster Canada's official reserve position following
the massive speculative attack on the Canadian dollar's new
parity. Had this speculative attack forced a further Canadian
devaluation, there might also have been serious speculative
pressures on the U.S. dollar. As the Canadian dollar strength-
ened during the second half of the year, Canadian reserves rose
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sharply and the Bank of Canada repaid, in three instalments,
its $250 million drawing, putting the arrangement on a standby
basis at the end of the year.

The Federal Reserve drew on all six of the remaining agree-
ments during 1962 in order to reduce or postpone U.S. gold
sales to foreign central banks and support the dollar in the ex-
change market. Total drawings during the year under these six
arrangements amounted to $300 million, of which $265 million
were outstanding at the end of the year.

On December 31 the System owned foreign currency balances
of $81 million, of which $51 million were in the particular cur-
rencies in which it had outstanding swap drawings. The amounts
held in various currencies at the end of the year are shown in
the accompanying tabulation.

In millions
Currency of dollars

Pound sterling 3
German mark 27.0
Swiss franc 4.0
Netherlands guilder 10.7
Italian lira 5
French franc 6
Belgian franc 35.6
Canadian dollar 2.1

All currencies 80.8

44

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1962



FEDERAL RESERVE SYSTEM

RECORD OF POLICY ACTIONS

FEDERAL OPEN MARKET COMMITTEE

The record of policy actions of the Federal Open Market
Committee is presented in the ANNUAL REPORT of the Board of
Governors pursuant to the requirements of Section 10 of the
Federal Reserve Act. That section provides that the Board shall
keep a complete record of the actions taken by the Board and
by the Federal Open Market Committee on all questions of
policy relating to open market operations, that it shall record
therein the votes taken in connection with the determination of
open market policies and the reasons underlying each such ac-
tion, and that it shall include in its ANNUAL REPORT to the Con-
gress a full account of such actions.

In the pages that follow, there are entries with respect to the
policy actions taken at the 19 meetings of the Federal Open
Market Committee during the calendar year 1962, including the
votes on the policy decisions made at those meetings as well as a
resume of the basis for the decisions, as reflected by the minutes
of the Committee.

It will be noted from the record of policy actions that in some
cases the decisions were by unanimous vote, and that in other
cases dissents were recorded. Further, as this record indicates,
the fact that a decision in favor of a general policy was by a
large majority, or even that it was by unanimous vote, does not
necessarily mean that all members of the Committee were equally
agreed as to the reasons for the particular decision or as to the
precise operations in the open market that were called for to im-
plement the general policy.

As explained in the record of policy actions, in 1962 the Fed-
eral Reserve System entered into a program of foreign currency
operations, in which connection the Federal Open Market Com-
mittee issued certain authorizations, guidelines, and directives.

Both the Manager of the System Open Market Account and
the Special Manager of the Account for foreign currency opera-
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tions attend the meetings of the Committee and obtain guidance
for the conduct of their operations.

The policy directives of the Federal Open Market Committee
are issued to the Federal Reserve Bank of New York as the
Bank selected by the Committee to execute transactions for the
System Open Market Account. During the year 1962 the Bank
operated in the area of domestic open market operations under
two separate directives from the Open Market Committee—a
continuing authority directive and a current economic policy
directive, this separation of directives having been decided upon
by the Committee at its meeting on December 19, 1961, for
reasons set forth on pages 91-94 of the Board's ANNUAL REPORT

for 1961. At the beginning of the 1962 calendar year, the con-
tinuing authority directive was in the form set forth in the policy
record entry for the meeting on January 9, 1962. This directive
was changed only once during the year, as described in the
policy record entry for the meeting on March 6, 1962. On the
other hand, the current economic policy directive was changed
frequently during the course of the year, as shown in the respec-
tive policy record entries. The current economic policy directive
that was in effect at the beginning of 1962 instructed the Fed-
eral Reserve Bank of New York as follows:

It is the current policy of the Committee to permit further bank credit
and monetary expansion so as to promote fuller utilization of the econ-
omy's resources, together with money market conditions consistent with
the needs of both an expanding domestic economy and this country's
international balance of payments problem.

To implement this policy, operations for the System Open Market
Account shall be conducted with a view to providing reserves for bank
credit and monetary expansion (with allowance for the wide seasonal
movements customary at this time of the year), but with a somewhat
slower rate of increase in total reserves than during recent months. Opera-
tions shall place emphasis on continuance of the 3-month Treasury bill
rate at close to the top of the range recently prevailing. No overt actions
shall be taken to reduce unduly the supply of reserves or to bring about a
rise in interest rates.
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January 9, 1962

Authority to effect transactions in System Account.

The domestic economic situation, as it appeared from national
and regional reports at this first meeting of the Federal Open
Market Committee in 1962, continued to be characterized by
growth in output and spending, stability in average prices, and a
reduced but still relatively high level of unemployment. There
was a continuing sizable deficit in the U.S. balance of payments.

Domestically, preliminary data indicated that the industrial
production index for December would show a further 1 or 2
point rise to 115-116 per cent of its 1957 average. While total
construction activity dipped in December from its sharply ad-
vanced November rate, it remained at a high level and, within
the total, private residential construction continued to rise. Retail
sales had moved up vigorously in October and November, and
department store sales in December were at record levels. Auto-
mobile sales, however, declined from their high November levels.
Incomplete evidence on price developments in December sug-
gested continued stability in the averages. It appeared that the
seasonally adjusted unemployment rate in December remained
at about the level of 6.1 per cent to which it had dropped in
November from the rates near 7 per cent that had persisted
through most of 1961.

Bank credit increased sharply in December, with the rise in
loans close to or above the record increase of December 1960.
At year-end the money supply (conventionally defined to include
currency in circulation and privately held demand deposits) was
3 per cent larger than at the beginning of the year and had
shown an annual rate of increase of over 6 per cent since
August. Incomplete figures for the week ended January 3 showed
a rather large decline in loans and investments at city banks, and
it was not clear at the time of the meeting whether the sharp
December expansion was a transitory development or was indic-
ative of a longer-run tendency. Short-term money market rates
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rose somewhat to their highest levels since mid-1960, while long-
term bond yields remained fairly steady after their advances of
November and early December.

Shortly before this meeting the Treasury had announced plans
to raise between $1.5 billion and $1.75 billion in new cash dur-
ing the month of January, partly by offering $2 billion in 1-year
bills to replace $1.5 billion in such bills maturing during the
month, and partly by a supplementary cash financing the terms
of which were to be announced later.

With respect to the U.S. balance of payments, what evi-
dence there was of developments in December indicated continued
deterioration in this country's position. Although December
balance of payments figures had usually shown some improve-
ment because of year-end debt payments by foreign countries
to the U.S. Treasury, preliminary and fragmentary figures for
December 1961 indicated a deficit of about the same magnitude
as in the two preceding months. The net decline in the gold
stock in the fourth quarter, although only about half that in
the last quarter of 1960, exceeded the total for the first 9 months
of 1961.

It was the judgment of the Committee that both the economic
situation and the desirability of maintaining an "even keel" in
the money market during the period of the Treasury financing
warranted making no change for the coming 2 weeks in the basic
policy that had been decided upon at the previous meeting of
the Committee (December 19, 1961). Accordingly, the follow-
ing current economic policy directive was issued to the Federal
Reserve Bank of New York:

It is the current policy of the Committee to permit further bank credit
and monetary expansion so as to promote fuller utilization of the econ-
omy's resources, together with monetary conditions consistent with the
needs of an expanding domestic economy, taking into account this coun-
try's adverse balance of payments as well as the Treasury financing
calendar.

To implement this policy, operations for the System Open Market Ac-
count during the next 2 weeks shall be conducted with a view to main-
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taining current money market conditions, without action to alter the level
of interest rates.

Votes for this action: Messrs. Martin, Balderston, Irons,
King, Mills, Mitchell, Robertson, Shepardson, Swan, Wayne,
Fulton, and Treiber. Votes against this action: None.

No change was made in the continuing directive, first adopted
at the meeting on December 19, 1961, when new procedures
calling for separate continuing and current economic policy
directives were instituted. The continuing directive, which re-
mained in effect, read as follows:

1. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York, to the extent necessary to carry out
the current economic policy directive adopted at the most recent meeting
of the Committee:

(a) To buy or sell U.S. Government securities in the open market
for the System Open Market Account at market prices and, for such
Account, to exchange maturing U.S. Government securities with the
Treasury or allow them to mature without replacement; provided that
the aggregate amount of such securities held in such Account (includ-
ing forward commitments, but not including such special short-term
certificates of indebtedness as may be purchased from the Treasury
under paragraph 2 hereof) shall not be increased or decreased by more
than $ 1 billion during any period between meetings of the Committee;

(b) To buy or sell prime bankers' acceptances in the open market
for the account of the Federal Reserve Bank of New York at market
discount rates; provided that the aggregate amount of bankers' ac-
ceptances held at any one time shall not exceed $75 million or 10 per
cent of the total of bankers' acceptances outstanding as shown in the
most recent acceptance survey conducted by the Federal Reserve Bank
of New York;

(c) To buy U.S. Government securities with maturities of 24
months or less at the time of purchase, and prime bankers' acceptances,
from nonbank dealers for the account of the Federal Reserve Bank of
New York under agreements for repurchase of such securities or ac-
ceptances in 15 calendar days or less, at rates not less than (a) the
discount rate of the Federal Reserve Bank of New York at the time
such agreement is entered into, or (b) the average issuing rate on the
most recent issue of 3-month Treasury bills, whichever is the lower.
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2. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York to purchase directly from the Treas-
ury for the account of the Federal Reserve Bank of New York (with
discretion, in cases where it seems desirable, to issue participations to one
or more Federal Reserve Banks) such amounts of special short-term
certificates of indebtedness as may be necessary from time to time for
the temporary accommodation of the Treasury; provided that the total
amount of such certificates held at any one time by the Federal Reserve
Banks shall not exceed $500 million.

January 23, 1962

1. Authority to effect transactions in System Account.

Available evidence indicated little change in the basic eco-
nomic situation in the 2-week period since the previous meeting
of the Committee. While the demand for bank loans appeared
to have moderated somewhat following the large increase in
December, an expansion in domestic activity evidently was con-
tinuing, with prices generally stable. There appeared to be
enough unused capacity to accommodate a further increase in
production without creating strong pressures on resources or
prices.

In the period since the previous meeting, and particularly in
the past week, there had inadvertently been a somewhat greater
degree of monetary ease than was contemplated by the Commit-
tee, as indicated by some downward drift in Treasury bill rates
from the levels reached early in the month, lower Federal funds
rates, and a relatively large volume of free reserves. This situa-
tion had resulted mainly from unexpectedly high levels of Fed-
eral Reserve float and a greater than seasonal decline in required
reserves.

An announcement was expected on February 1 of the terms
of a Treasury financing to be carried out later in the month, and
the Committee considered it desirable to maintain steady money
market conditions during the financing. There was some senti-
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ment at the meeting for moving toward a moderately less easy
monetary policy in the period before the financing, in view of the
continued expansion of the domestic economy and the persisting
deficit in the U.S. balance of international payments. An oppos-
ing view was also expressed, however, reflecting a judgment that
current domestic developments made any firming actions less
appropriate than they might have appeared earlier. On balance,
the Committee favored no change in the basic monetary policy
that had been in effect for the past several weeks, and the follow-
ing current economic policy directive was issued to the Federal
Reserve Bank of New York:

It continues to be the current policy of the Committee to permit further
bank credit and monetary expansion so as to promote fuller utilization of
the economy's resources, together with monetary conditions consistent
with the needs of an expanding domestic economy, taking into account
this country's adverse balance of payments as well as the Treasury
financing calendar.

To implement this policy, operations for the System Open Market Ac-
count during the next 3 weeks shall be conducted with a view to main-
taining a supply of reserves adequate for further credit expansion, while
minimizing downward pressures on short-term interest rates. In view of
the imminence of Treasury financing, emphasis shall be placed on main-
taining a steady money market.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Irons, King, Mills, Mitchell, Robertson, Shepardson, Swan,
Wayne, and Fulton. Votes against this action: None.

2. Authority for program of System foreign currency operations.

At this meeting the Federal Open Market Committee ap-
proved a motion that the Committee go on record as favoring in
principle the initiation on an experimental basis of a program of
System foreign currency operations; that representatives of the
Committee be authorized to explore with the U.S. Treasury, on
behalf of the Committee, needed guidelines for actual opera-
tions, drawing on the experience of the Treasury Stabilization
Fund, and to develop plans for effective working relations in the
foreign exchange field between the Federal Reserve and the

51

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1962



ANNUAL REPORT OF BOARD OF GOVERNORS

Treasury; and that Chairman Martin be authorized to refer to
this development in his testimony before the Joint Economic
Committee scheduled for January 30, 1962.

Votes for this motion: Messrs. Martin, Hayes, Balderston,
Irons, King, Mills, Shepardson, Swan, Wayne, and Fulton.
Votes against this motion: Messrs. Mitchell and Robertson.

(Note: See Record of Policy Actions taken by the Committee
on February 13, 1962, for entry covering the action of the Com-
mittee instituting the program of foreign currency operations
through the approval of certain authorizations, guidelines, and
directives.)

February 13, 1962

1. Authority to effect transactions in System Account.

Reports at this meeting suggested that, while the prospects for
continued economic expansion remained good, there had been
some recent hesitation in the forward movement of the economy.
Retail trade figures showed slight declines from the advanced
November level in both December and January after adjustment
for usual seasonal changes, and preliminary indications were
that the industrial production index for January would be not
above—possibly below—the December figure. In surveys of con-
sumer buying intentions the demand for automobiles appeared
stronger than a year earlier, but this was counterbalanced by
apparent weakness in demand for household durable goods. A
slight further reduction in the unemployment rate was attributed
to lack of growth in the labor force rather than to strength in
employment. Prices continued stable.

Total loans and investments of commercial banks had de-
clined about the usual seasonal amounts in recent weeks, after
the large December increase. On balance, during the past 2 or 3
months bank credit continued to show a moderate expansion,
when allowance was made for the wide seasonal movements oc-
curring around the turn of the year. The most striking develop-
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ment in banking since the year-end was a sharp increase in time
deposits, accompanied by a smaller but substantial decline in
demand deposits, after seasonal adjustment. In the last half of
January the conventionally defined money supply was about
$1 billion less than in the second half of December on a season-
ally adjusted daily average basis, and about 2.5 per cent larger
than in the comparable period of the preceding year. The total
of the money supply and time deposits at commercial banks,
however, was about 7 per cent above a year earlier.

Interest rates for the most part remained firm. Treasury bill
rates declined less than seasonally after rising more than season-
ally in December, yields on medium- and long-term U. S. Gov-
ernment securities generally maintained the higher levels reached
in December or early January, and high-grade corporate bond
yields continued to show little change. Yields on State and local
government bonds declined sharply, however, apparently partly
as a result of heightened bank interest in longer-term tax-exempt
issues as a medium for investment of their growing time deposits.
Yields on long-term U.S. Government bonds exceeded those on
high-grade municipals by the largest margin in many years.

In the money market, Federal Reserve float declined from the
high levels that had been partly responsible for an unanticipated
degree of market ease prior to the January 23 meeting of the
Committee. Open market operations since then had been directed
mainly at maintaining steady conditions while the Treasury com-
pleted its scheduled refunding. There were reports at this meet-
ing that the Treasury might engage in an advance refunding
operation shortly.

With respect to the international accounts, incomplete data
indicated that net transfers of gold and dollars to foreigners de-
clined sharply in January and early February from the average
fourth-quarter rate. The accounts still showed an adverse bal-
ance, however, and remained a source of serious concern. Net
gold sales to foreigners evidently were continuing to run in the
neighborhood of $100 million per month.

After considering these domestic and international develop-
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ments, the Committee concluded that it would be appropriate to
continue its recent credit policy for the coming 3 weeks. On the
one hand, domestic developments did not appear to be of such
nature as to require a shift toward greater ease. On the other
hand, the apparent pause in the forward progress of the economy
militated against a move toward lesser ease such as might have
otherwise been indicated on the basis of balance of payments
considerations. The possibility of a Treasury advance refunding
also was a factor in favor of holding the posture of monetary
policy unchanged. Accordingly, the Committee issued the fol-
lowing current economic policy directive to the Federal Reserve
Bank of New York:

It continues to be the current policy of the Committee to permit further
bank credit and monetary expansion so as to promote fuller utilization
of the economy's resources, together with monetary conditions consistent
with the needs of an expanding domestic economy, taking into account
this country's adverse balance of payments as well as a possible Treasury
financing.

To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall be conducted with a view to main-
taining a supply of reserves adequate for further credit expansion, while
minimizing downward pressures on short-term interest rates. In view of
the possibility of a Treasury financing, emphasis shall be placed on main-
taining a steady money market.

Votes for this action: Messrs. Martin, Balderston, Irons,
King, Mills, Mitchell, Robertson, Shepardson, Swan, Wayne,
Fulton, and Treiber. Votes against this action: None.

2, Authority for program of System foreign currency operations.

Since March 1961 the U.S. Treasury, through its Stabiliza-
tion Fund and with the Federal Reserve Bank of New York act-
ing as agent, had been conducting foreign exchange operations
as part of a cooperative effort by treasuries and central banks
on both sides of the Atlantic to create a first line of defense
against disorderly speculation in the foreign exchange markets.
For several months prior to this meeting the Federal Open
Market Committee had been studying the question of the desir-
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ability of instituting a program of Federal Reserve operations in
foreign currencies, which would be supplemental to and in
collaboration with the activities of the Treasury. At the Commit-
tee meeting on January 23, 1962, a motion had been approved
(with Messrs. Mitchell and Robertson dissenting) favoring in
principle the initiation of such a program on an experimental
basis. That motion also authorized representatives of the Com-
mittee to consult with the Treasury for the purpose of exploring
guidelines for such operations, in light of the recent Treasury
experience, and developing plans for effective working relations
in this field between the Treasury and the Federal Reserve. The
results of the discussions that had been authorized were reported
at this meeting. Accordingly, after further deliberation the Com-
mittee approved, effective immediately, an authorization regard-
ing open market transactions in foreign currencies, a statement
of guidelines for System foreign currency operations, and a con-
tinuing authority directive on System foreign currency opera-
tions. The authorization, the guidelines, and the continuing
authority directive, in the form in which they were adopted by
the Committee, are shown at the conclusion of this policy record
entry. As to each of the items, the vote of the Committee was as
follows:

Votes for the action: Messrs. Martin, Balderston, Irons,
King, Mills, Mitchell, Robertson, Shepardson, Swan, Wayne,
Fulton, and Treiber. Votes against the action: None.

Although Messrs. Mitchell and Robertson had dissented at the
meeting on January 23, 1962, from the motion approving in
principle the initiation of a program of System foreign currency
operations, they voted affirmatively on the actions taken at this
meeting. Their affirmative votes were on the ground that the
actions taken by the Committee at this meeting involved merely
the implementation of a basic decision that had already been
made by a majority of the Committee.

Mr. Mitchell's dissent at the January 23 meeting from the
motion favoring in principle the initiation of a program of Sys-
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tern foreign currency operations had been based on his belief
that the institution of any such program by the System should
be preceded by analysis by outside experts, public discussion,
and legislative clarification of the System's statutory authority to
acquire, hold, and sell foreign currency assets.

Mr. Robertson's dissent had been based on both legal and
economic considerations. He regarded the legality of the pro-
posed operations in foreign currencies as questionable, inasmuch
as the Federal Reserve Act provided no general and positive
authorization therefor. He felt that an incidental power—such
as the power to maintain foreign accounts—should not be relied
upon as an authorization to exercise the broad policy functions
contemplated by this proposal. Furthermore, he believed the
operations would be inconsistent with the express intent of Con-
gress to confer upon the Treasury's Exchange Stabilization Fund
a limited authority for operations to stabilize the exchange value
of the dollar. Over and above such questions as to authority, Mr.
Robertson thought it would be unwise for two separate agencies
of the U.S. Government to be engaged in buying and selling
foreign exchange, and he felt that the balance of considerations
clearly favored any such operations being conducted by the
Treasury.

Mr. Robertson also believed that a number of practical eco-
nomic factors argued against instituting Federal Reserve opera-
tions in foreign currencies. Acquisitions by the United States of
foreign exchange in such operations would be matched by an
increase in foreign claims on the dollar. With the U.S. balance
of payments currently in deficit, and with foreign recipients of
increased dollar claims already taking a portion of such increases
in gold, actions that would add to such dollar claims would run
the risk of aggravating rather than minimizing the drains on U.S.
gold reserves. In the foreign exchange markets themselves, he
felt that any continual central bank intervention could have
damaging influences upon private market processes, perhaps
stimulating new phases of speculative activities and doing more
to reduce confidence in the dollar than the reverse. He believed
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that the best defense of the dollar consisted of continuance of
Treasury maintenance of a fixed buying and selling price for
gold, accompanied, if necessary, by action by the Exchange
Stabilization Fund (augmented, if desirable, by congressional
appropriation) on any occasions of dangerously disorderly for-
eign exchange markets, and undergirded by sound policies de-
signed to eliminate unsustainable deficits in the U.S. balance of
payments.

The majority of the Open Market Committee favored initia-
tion of an experimental program of System foreign currency
operations on the ground that such operations held the promise
of being useful in accomplishing the basic purposes and specific
aims set forth in the Authorization of the Committee, as cited
hereinafter. As to the question of legal authority, the majority
noted an opinion of the Committee's General Counsel, which
had been concurred in by the General Counsel of the Treasury
and the Attorney General of the United States, that the Federal
Reserve Banks were authorized under existing law to engage in
open market transactions in foreign exchange subject to the
direction and regulation of the Federal Open Market Committee
and, for this purpose, to open and maintain accounts with for-
eign banks subject to the consent and under regulations of the
Board of Governors of the Federal Reserve System.

The documents hereinbefore referred to as having been ap-
proved by the Federal Open Market Committee at this meeting
were as follows:

AUTHORIZATION REGARDING OPEN MARKET TRANSACTIONS
IN FOREIGN CURRENCIES

Pursuant to Section 12A of the Federal Reserve Act and in accordance
with Section 214.5 of Regulation N (as amended) of the Board of Gov-
ernors of the Federal Reserve System, the Federal Open Market Com-
mittee takes the following action governing open market operations
incident to the opening and maintenance by the Federal Reserve Bank
of New York (hereafter sometimes referred to as the New York Bank)
of accounts with foreign central banks.
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I. Role of Federal Reserve Bank of New York

The New York Bank shall execute all transactions pursuant to this
authorization (hereafter sometimes referred to as transactions in foreign
currencies) for the System Open Market Account, as defined in the Regu-
lation of the Federal Open Market Committee.

II. Basic Purposes of Operations

The basic purposes of System operations in and holdings of foreign
currencies are:

(1) To help safeguard the value of the dollar in international exchange
markets;

(2) To aid in making the existing system of international payments
more efficient and in avoiding disorderly conditions in exchange
markets;

(3) To further monetary cooperation with central banks of other
countries maintaining convertible currencies, with the Inter-
national Monetary Fund, and with other international payments
institutions;

(4) Together with these banks and institutions, to help moderate
temporary imbalances in international payments that may ad-
versely affect monetary reserve positions; and

(5) In the long run, to make possible growth in the liquid assets avail-
able to international money markets in accordance with the needs
of an expanding world economy.

III. Specific Aims of Operations
Within the basic purposes set forth in Section II, the transactions shall

be conducted with a view to the following specific aims:
(1) To offset or compensate, when appropriate, the effects on U.S.

gold reserves or dollar liabilities of those fluctuations in the inter-
national flow of payments to or from the United States that are
deemed to reflect temporary disequilibrating forces or transitional
market unsettlement;

(2) To temper and smooth out abrupt changes in spot exchange rates
and moderate forward premiums and discounts judged to be dis-
equilibrating;

(3) To supplement international exchange arrangements such as those
made through the International Monetary Fund; and

(4) In the long run, to provide a means whereby reciprocal holdings
of foreign currencies may contribute to meeting needs for inter-
national liquidity as required in terms of an expanding world
economy.
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IV. Arrangements with Foreign Central Banks

In making operating arrangements with foreign central banks on Sys-
tem holdings of foreign currencies, the New York Bank shall not commit
itself to maintain any specific balance, unless authorized by the Federal
Open Market Committee.

The Bank shall instruct foreign central banks regarding the investment
of such holdings in excess of minimum working balances in accordance
with Section 14(e) of the Federal Reserve Act.

The Bank shall consult with foreign central banks on coordination of
exchange operations.

Any agreements or understandings concerning the administration of
the accounts maintained by the New York Bank with the central banks
designated by the Board of Governors under Section 214.5 of Regula-
tion N (as amended) are to be referred for review and approval to the
Committee, subject to the provision of Section VIII, paragraph 1, below.

V. Authorized Currencies

The New York Bank is authorized to conduct transactions for System
Account in such currencies and within the limits that the Federal Open
Market Committee may from time to time specify.

VI. Methods of Acquiring and Selling Foreign Currencies

The New York Bank is authorized to purchase and sell foreign cur-
rencies in the form of cable transfers through spot or forward transactions
on the open market at home and abroad, including transactions with the
Stabilization Fund of the Secretary of the Treasury established by Sec-
tion 10 of the Gold Reserve Act of 1934 and with foreign monetary
authorities.

Unless the Bank is otherwise authorized, all transactions shall be at
prevailing market rates.

VII. Participation of Federal Reserve Banks
All Federal Reserve Banks shall participate in the foreign currency

operations for System Account in accordance with paragraph 3 G (1) of
the Board of Governors' Statement of Procedure with Respect to Foreign
Relationships of Federal Reserve Banks dated January 1, 1944.

VIII. Administrative Procedures

The Federal Open Market Committee authorizes a Subcommittee con-
sisting of the Chairman and the Vice Chairman of the Committee and
the Vice Chairman of the Board of Governors (or in the absence of the
Chairman or of the Vice Chairman of the Board of Governors the mem-
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bers of the Board designated by the Chairman as alternates, and in the
absence of the Vice Chairman of the Committee his alternate) to give
instructions to the Special Manager, within the guidelines issued by the
Committee, in cases in which it is necessary to reach a decision on opera-
tions before the Committee can be consulted.

All actions authorized under the preceding paragraph shall be promptly
reported to the Committee.

The Committee authorizes the Chairman, and in his absence the Vice
Chairman of the Committee, and in the absence of both, the Vice Chair-
man of the Board of Governors:

(1) With the approval of the Committee, to enter into any needed
agreement or understanding with the Secretary of the Treasury
about the division of responsibility for foreign currency opera-
tions between the System and the Secretary;

(2) To keep the Secretary of the Treasury fully advised concerning
System foreign currency operations, and to consult with the Secre-
tary on such policy matters as may relate to the Secretary's re-
sponsibilities;

(3) From time to time, to transmit appropriate reports and informa-
tion to the National Advisory Council on International Monetary
and Financial Problems.

IX. Special Manager of the System Open Market Account

A Special Manager of the Open Market Account for foreign currency
operations shall be selected in accordance with the established procedures
of the Federal Open Market Committee for the selection of the Manager
of the System Open Market Account.

The Special Manager shall direct that all transactions in foreign cur-
rencies and the amounts of all holdings in each authorized foreign cur-
rency be reported daily to designated staff officials of the Committee, and
shall regularly consult with the designated staff officials of the Committee
on current tendencies in the flow of international payments and on cur-
rent developments in foreign exchange markets.

The Special Manager and the designated staff officials of the Com-
mittee shall arrange for the prompt transmittal to the Committee of all
statistical and other information relating to the transactions in and the
amounts of holdings of foreign currencies for review by the Committee
as to conformity with its instructions.

The Special Manager shall include in his reports to the Committee a
statement of bank balances and investments payable in foreign currencies,
a statement of net profit or loss on transactions to date, and a summary
of outstanding unmatured contracts in foreign currencies.
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X. Transmittal of Information to Treasury Department

The staff officials of the Federal Open Market Committee shall trans-
mit all pertinent information on System foreign currency transactions to
designated officials of the Treasury Department.

XI. Amendment of Authorization

The Federal Open Market Committee may at any time amend or
rescind this authorization.

GUIDELINES FOR SYSTEM FOREIGN CURRENCY OPERATIONS

1. Holdings of Foreign Currencies

Until otherwise authorized, the System will limit its holdings of foreign
currencies to that amount necessary to enable its operations to exert a
market influence. Holdings of larger amounts will be authorized only
when the U.S. balance of international payments attains a sufficient sur-
plus to permit the ready accumulation of holdings of major convertible
currencies.

Holdings of a currency shall generally be kept sufficient to meet for-
ward contracts in that currency (exclusive of contracts made under
parallel arrangements with foreign monetary authorities which provide
their own cover) expected to mature in the following 3-week period.

Foreign currency holdings above a certain minimum shall be invested
as far as practicable in conformity with Section 14(e) of the Federal
Reserve Act.

2. Exchange Transactions

System exchange transactions shall mainly be geared to pressures of
payments flows so as to cushion or moderate disequilibrating movements
of volatile funds and their destabilizing effects on U.S. and foreign official
reserves and on exchange markets.

The New York Bank shall, as a usual practice, purchase and sell au-
thorized currencies at prevailing market rates without trying to establish
rates that appear to be out of line with underlying market forces.

If market offers to sell or buy intensify as System holdings increase or
decline, this shall be regarded as a clear signal for a review of the
System's evaluation of international payments flows. This review might
suggest a temporary change in System holdings of a particular convertible
currency and possibly direct exchange transactions with the foreign cen-
tral bank involved to be able to accommodate a larger demand or supply.

Starting operations at a time when the United States is not experiencing
a net inflow of any eligible foreign currency may require that initial Sys-
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tern holdings (apart from sums that might be acquired from the Stabiliza-
tion Fund) be purchased directly from foreign central banks.

It shall be the practice to arrange with foreign central banks for the
coordination of foreign currency transactions in order that System trans-
actions do not conflict with those being undertaken by foreign monetary
authorities.

3. Transactions in Spot Exchange

The guiding principle for transactions in spot exchange shall be that,
in general, market movements in exchange rates, within the limits estab-
lished in the International Monetary Fund Agreement or by central bank
practices, index affirmatively the interaction of underlying economic
forces and thus serve as efficient guides to current financial decisions,
private and public.

Temporary or transitional fluctuations in payments flows may be
cushioned or moderated whenever they occasion market anxieties, or un-
desirable speculative activity in foreign exchange transactions, or excessive
leads and lags in international payments.

Special factors making for exchange market instabilities include (i) re-
sponses to short-run increases in international political tension, (ii) differ-
ences in phasing of international economic activity that give rise to
unusually large interest-rate differentials between major markets, or
(iii) market rumors of a character likely to stimulate speculative trans-
actions.

Whenever exchange market instability threatens to produce disorderly
conditions, System transactions are appropriate if the Special Manager,
in consultation with the Federal Open Market Committee, or in an emer-
gency with the members of the Committee designated for that purpose,
reaches a judgment that they may help to re-establish supply and demand
balance at a level more consistent with the prevailing flow of underlying
payments. Whenever supply or demand persists in influencing exchange
rates in one direction, System transactions should be modified, curtailed,
or eventually discontinued pending a re-assessment by the Committee
of supply and demand forces.

4. Transactions in Forward Exchange

Occasion to engage in forward transactions will arise mainly when
forward premiums or discounts are inconsistent with interest-rate differ-
entials and are giving rise to a disequilibrating movement of short-term
funds, or when it is deemed appropriate to supplement existing market
facilities for forward cover as a means of encouraging the retention or
accumulation of dollar holdings abroad.
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Proposals of the Special Manager to initiate forward operations shall
be submitted to the Committee for advance approval.

For such operations, the New York Bank may, where authorized, take
over from the Stabilization Fund outstanding contracts for forward sales
or purchases of authorized currencies.

5. Exchange Rates

Insofar as practicable, the New York Bank shall purchase a currency
through spot transactions at or below its par value, and should lower the
rate at which it is prepared to purchase a currency as its holdings of that
currency approach the established maximum.

The Bank shall also, where practicable, sell a currency through spot
transactions at rates at or above its par value, and should raise the rate
at which it is prepared to sell a currency as its holdings of that currency
approach zero.

Spot transactions at rates other than those set forth in the preceding
paragraphs shall be specially authorized by the members of the Com-
mittee designated in Section VIII of the Authorization for Open Market
Transactions in Foreign Currencies.

CONTINUING AUTHORITY DIRECTIVE

ON SYSTEM FOREIGN CURRENCY OPERATIONS

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Currency
Operations issued by the Federal Open Market Committee on Febru-
ary 13, 1962:

Pounds sterling
French francs
German marks
Italian lire
Netherlands guilders
Swiss francs

Total foreign currencies held at any one time shall not exceed $500
million.

March 6, 1962

1. Authority to effect transactions in System Account.

The data on the domestic economy presented at this meeting
showed mixed tendencies and suggested in general that the hesi-
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tation noted at the preceding meeting was continuing. There
evidently was some modest improvement in employment in Feb-
ruary, and the seasonally adjusted unemployment rate declined
to 5.6 per cent from 5.8 per cent in the previous month. Con-
struction activity was off slightly from a January level that had
been revised downward since earlier reports. February produc-
tion figures were available as yet for only a few products, includ-
ing steel ingots and automobiles, both of which showed declines.
It appeared likely, however, that the over-all index of industrial
production in February would recover the 1 point loss of Janu-
ary, or at least would not decline. New orders received by manu-
facturers of durable goods had risen to a new high in January
and were appreciably above sales in that month.

Partial figures for banks in leading cities suggested that total
bank credit might have increased in February, after adjustment
for usual seasonal changes. Time deposits at commercial banks
continued to expand rapidly, although the rate of increase prob-
ably was not so high as earlier. Demand deposits increased on a
seasonally adjusted basis in the first half of the month, but the
situation in the second half was still uncertain.

The Treasury extended the maturities of about $5 billion of
its securities in an advance refunding operation during the latter
part of February, after refunding some $11 billion of maturing
securities earlier in the month. The security markets also ab-
sorbed a substantial volume of new corporate issues and an ex-
ceptionally large volume of State and local government issues.
Yields on high-grade corporate bonds continued to show little
change, and those on long-term municipal bonds firmed at low
relative levels in the second half of February after their earlier
sharp declines. Long-term Government security yields declined
somewhat in the latter part of the month but medium-term yields
declined more, with the difference reflecting in part the shift of
securities from the medium- to the long-term area in the advance
refunding. Treasury bill rates also declined after the middle of
February, but later rose somewhat.

Incomplete data on the U.S. international payments situation
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suggested a marked improvement in the first 2 months of 1962,
with the available figures indicating a deficit close to zero in
January and relatively low in February. It was not clear, how-
ever, to what extent this improvement was real and to what ex-
tent transitory; many of the underlying figures, including those
for exports and imports, were not yet available for the months in
question. Some of the January improvement was due to a rever-
sal of the earlier recorded outflow reflecting short-term lending,
and some to a reversal of the year-end window dressing by for-
eign banks. It was noted that figures for the first quarter had
appeared reassuring in 1961 also, and that there might be sea-
sonal forces favoring the first-quarter picture.

There were no marked differences among Committee mem-
bers with respect to the type of policy called for by these devel-
opments. However, some members while not advocating a
substantial shift in policy, were impressed by the probability of
continuing deficits in the international accounts and by the un-
derlying elements of strength that they saw in the domestic econ-
omy. Therefore, they leaned toward a slightly reduced degree of
ease. Others felt that in view of the recent domestic hesitation
and the apparent improvement in the international accounts it
would be appropriate to increase the degree of ease slightly, with
less emphasis on minimizing downward pressures on short-term
rates. The majority favored no change in policy, and at the con-
clusion of its deliberations the Committee voted unanimously to
issue the following current economic policy directive to the Fed-
eral Reserve Bank of New York:

In view of the continued underutilization of resources, and particularly
of the evidence of some hesitation in the pace of business activity, it re-
mains the current policy of the Federal Open Market Committee to pro-
mote further expansion of bank credit and the money supply, while giving
recognition to the country's adverse balance of payments and the need to
maintain a viable international payments system.

To implement this policy, operations for the System Open Market Ac-
count during the next 3 weeks shall be conducted with a view to main-
taining a supply of reserves adequate for further credit expansion, taking
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account of the desirability of avoiding undue downward pressures on
short-term interest rates.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Deming, Ellis, Fulton, Mitchell, Robertson, and
Shepardson. Votes against this action: None. (Mr. King
stated subsequently that if he had been present at the point
in the meeting when this action was taken he would have
voted in favor of the directive.)

2. Review of continuing authorizations.

This being the first meeting of the Federal Open Market Com-
mittee after the election of new members from the Federal
Reserve Banks for the year beginning March 1, 1962, the Com-
mittee followed its customary practice of reviewing all of its
continuing authorizations and directives. Among other actions,
it voted unanimously to reaffirm the authorization to the Federal
Reserve Bank of New York covering open market transactions
in foreign currencies and the continuing authority directive for
these operations, both of which were first adopted at the meeting
of February 13, 1962, and are quoted in the entry for that date.
The Committee also decided to consolidate the substance of its
previous continuing authority directive covering operations in
U. S. Government securities and bankers' acceptances, first
adopted on December 19, 1961, with that of several separate
authorizations last reaffirmed on March 7, 1961. The latter in-
cluded authorizations relating to repurchase agreements in Gov-
ernment securities, transactions in bankers' acceptances, the rate
to be charged on special certificates of indebtedness purchased
directly from the Treasury, and the effecting of transactions on a
cash as well as a regular delivery basis. Accordingly, the follow-
ing new continuing authority directive was issued to the Federal
Reserve Bank of New York:

1. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York, to the extent necessary to carry out
the current economic policy directive adopted at the most recent meeting
of the Committee:
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(a) To buy or sell U.S. Government securities in the open mar-
ket, from or to Government securities dealers and foreign and in-
ternational accounts maintained at the Federal Reserve Bank of New
York, on a cash, regular, or deferred delivery basis, for the System
Open Market Account at market prices and, for such Account, to
exchange maturing U.S. Government securities with the Treas-
ury or allow them to mature without replacement; provided that
the aggregate amount of such securities held in such Account (in-
cluding forward commitments, but not including such special short-
term certificates of indebtedness as may be purchased from the Treas-
ury under paragraph 2 hereof) shall not be increased or decreased
by more than $1 billion during any period between meetings of the
Committee;

(b) To buy or sell prime bankers' acceptances of the kinds desig-
nated in the regulation of the Federal Open Market Committee in the
open market, from or to acceptance dealers and foreign accounts main-
tained at the Federal Reserve Bank of New York, on a cash, regular,
or deferred delivery basis, for the account of the Federal Reserve Bank
of New York at market discount rates; provided that the aggregate
amount of bankers' acceptances held at any one time shall not exceed
$75 million or 10 per cent of the total of bankers' acceptances out-
standing as shown in the most recent acceptance survey conducted by
the Federal Reserve Bank of New York;

(c) To buy U.S. Government securities with maturities of 24
months or less at the time of purchase, and prime bankers' acceptances
with maturities of 6 months or less at the time of purchase, from non-
bank dealers for the account of the Federal Reserve Bank of New
York under agreements for repurchase of such securities or accept-
ances in 15 calendar days or less, at rates not less than (a) the dis-
count rate of the Federal Reserve Bank of New York at the time such
agreement is entered into, or (b) the average issuing rate on the most
recent issue of 3-month Treasury bills, whichever is the lower; pro-
vided that in the event Government securities covered by any such
agreement are not repurchased by the dealer pursuant to the agree-
ment or a renewal thereof, they shall be sold in the market or trans-
ferred to the System Open Market Account; and provided further that
in the event bankers' acceptances covered by any such agreement are
not repurchased by the seller, they shall continue to be held by the
Federal Reserve Bank or shall be sold in the open market.

2. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York to purchase directly from the Treas-
ury for the account of the Federal Reserve Bank of New York (with dis-
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cretion, in cases where it seems desirable, to issue participations to one
or more Federal Reserve Banks) such amounts of special short-term
certificates of indebtedness as may be necessary from time to time for the
temporary accommodation of the Treasury; provided that the rate charged
on such certificates shall be a rate V\ of 1 per cent below the discount
rate of the Federal Reserve Bank of New York at the time of such pur-
chases; and provided further that the total amount of such certificates
held at any one time by the Federal Reserve Banks shall not exceed $500
million.

Mr. Robertson dissented from the foregoing action for the
same reasons that he dissented on December 19, 1961, from the
adoption of the continuing authority directive. In substance, he
felt that it was an inadequate directive, without sufficient guid-
ance and restrictions. A detailed statement of his views is set
forth on pages 93-94 of the ANNUAL REPORT of the Board of
Governors for the year 1961.

March 27, 1962

Authority to effect transactions in System Account.

The domestic economic situation continued in February and
early March to reflect expansion in over-all activity but at a
much slower rate than in the final quarter of 1961. Some key
monthly series, including industrial production and nonfarm em-
ployment, recovered in February following declines in January,
and the unemployment rate declined slightly further. The decline
in housing starts continued in February. Preliminary information
indicated little change in retail sales, though with some evidence
of more than a seasonal rise in department store and automobile
sales appearing in the early weeks of March. Gross national
product was tentatively estimated at an annual rate of $548
billion to $550 billion for the first quarter of 1962, compared
with $542 billion in the fourth quarter of 1961.

The performance of the economy thus far in 1962 appeared
sluggish in relation to the high rates of increase that had been
projected in late fall and early winter, and in relation to what
was needed for satisfactory reduction in levels of unemployment.
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To some extent this sluggishness appeared attributable to tempo-
rary factors, such as unusually severe weather conditions.

The slower rate of economic expansion had been reflected in
credit markets. Bank loan expansion had been large, but not un-
usually so for the March tax period. Bank investments in U. S.
Government securities had declined more than usual for this
time of year, but holdings of other securities had increased.
While time deposits at banks continued to show sharp gains, de-
mand deposits, seasonally adjusted, appeared to be little changed.

The volume of public offerings of corporate and municipal
securities had not been so large during March as in February,
but those offered had been generally well received and a larger
volume appeared in prospect for April. Prices of common stocks
had shown little net change, with trading volume moderate.

Despite the fact that the money market had been relatively
firm because of seasonal and liquidity needs, yields on U.S.
Government and other fixed-income securities declined. Yields
on long-term Treasury bonds dropped below 4 per cent for the
first time since November 1961, and average yields on 3-5
year issues were the lowest since May 1961. Treasury bill yields
had declined from mid-February levels but remained close to
the 1961 highs reached at the end of the year. Rates on Fed-
eral funds were generally at or only slightly below 3 per cent.
Free reserves had averaged a little lower in March than in Feb-
ruary, partly because of a tendency for actual reserve levels to
turn out below projections. In addition, intermittent downward
pressures on short-term interest rates exercised some restraining
influence on System operations to supply reserves.

Preliminary information on the U.S. balance of payments in
the first quarter suggested a marked reduction in net payments
as compared with the fourth quarter of 1961, but the deficit
appeared slightly larger than in the first quarter of 1961. The
improvement from the preceding quarter apparently reflected
mainly a smaller volume of short-term capital outflows, partly
for technical reasons related to year-end window-dressing oper-
ations by banks abroad. The trade surplus, judging by the
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January data (the latest available), was running below both the
fourth quarter and the first quarter of 1961.

The outflow of gold approximated $300 million in the current
quarter, although some part of that amount might be viewed as
offset by an increase in U.S. holdings of foreign convertible cur-
rencies. Reductions in the United Kingdom bank rate suggested
a decrease in British interest-rate levels, but it was not clear
whether or to what extent funds hitherto attracted to the United
Kingdom would flow to New York.

Differences among Committee members with respect to the
type of policy called for by these developments were generally
small. Most members felt that the balance of payments situation
continued to call for a domestic interest-rate structure that would
not encourage outflows of funds, and thus were concerned about
the declining tendency in interest rates. This tendency, it was
noted, might well be accentuated by continuing to provide re-
serve availability to facilitate expansion in bank credit domesti-
cally, which most members also regarded as desirable. Some of
the members, having in mind the modest nature of the expansion
in domestic activity, were inclined to ease slightly. A few mem-
bers, in fact, would have preferred taking more decisive easing
action, but one member recommended a policy of less ease. The
majority, however, concluded that on balance no significant
change in policy should be made. The two changes made in the
wording of the current economic policy directive were intended
to make clear that the general policy in effect in the preceding
period and now being continued was designed to effect slightly
more expansion in reserve availability than had actually devel-
oped. The policy directive issued to the Federal Reserve Bank of
New York read as follows:

In view of the modest nature of recent advances in the pace of eco-
nomic activity and the continued underutilization of resources, it remains
the current policy of the Federal Open Market Committee to promote
further expansion of bank credit and the money supply, while giving
recognition to the country's adverse balance of payments and the need to
maintain a viable international payments system.
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To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall be conducted with a view to main-
taining a supply of reserves adequate for further credit and monetary
expansion, taking account of the desirability of avoiding sustained down-
ward pressures on short-term interest rates.

Votes for this action: Messrs. Martin, Balderston, Bryan,
Ellis, Mitchell, Robertson, Shepardson, Clay, Scanlon, and
Treiber. Vote against this action: Mr. Mills.

Mr. Mills dissented on the ground that the long maintained
high level of free reserves had forced excessive liquidity into the
economy and thereby had laid the foundation for future infla-
tionary difficulties. Moreover, he felt that monetary policy by
its declared purpose of holding interest rates on Treasury bills
at a level intended to deter transfer of funds abroad had set a
floor under bill rates and, in his opinion, had encouraged specula-
tive operations in all maturities of U.S. Government securities.
Mr. Mills felt that these and other difficulties could have been
avoided by policy objectives geared solely to providing adequate
credit availability—an amount that would have resulted in a
somewhat firmer interest-rate structure but which still would
have permitted sufficient bank credit expansion. He believed that
the assumption that there must be close coordination between
growth in the money supply and growth in gross national product
was erroneous, and monetary policy should pay close attention to
encouraging constructive commercial bank lending and investing
practices.

April 17, 1962

Authority to effect transactions in System Account.

Information regarding developments in the domestic economy
that had become available in the period since the preceding
meeting of the Committee provided some definite signs of im-
provement. However, uncertainties remained about the course
of developments in a number of strategic areas, such as resi-
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dential and other construction, consumer durable goods other
than autos, and business investment in new plant and equipment.
For residential building, March statistics on the number of hous-
ing units started had not yet become available, but starts in
February had shown a further decline to a relatively low level.

The Board's industrial production index was reported to have
risen 1 point further in March to a new high of 116 per cent of
the 1957 average. Nonagricultural employment and the length
of the factory workweek also increased in March, and the rate
of unemployment edged down from 5.6 per cent to 5.5 per cent
of the civilian labor force. The labor force, however, was no
higher than a year earlier, and resumption of normal growth in
the labor force in the near future might limit declines in un-
employment even under conditions of expanding employment.
Sales of new autos had picked up considerably in March and
early April, and sales at department stores also had risen.

Commodity prices had continued to show little change in the
weeks immediately preceding this meeting. Announcement of the
recision of the rise in steel prices served to reduce whatever ex-
pectations there might otherwise have been of imminent upward
general price changes, but the view was expressed that this ac-
tion might have added to uncertainties of a different sort. Stock
market prices had declined in early April, while markets for
fixed-income securities had continued strong.

Bank reserves available as backing for private deposit expan-
sion and total bank credit had both increased more than season-
ally since the March 27 Committee meeting. Free reserves in the
past 3 weeks had averaged moderately higher than in the pre-
ceding period, while total reserves and required reserves had
increased substantially after a sluggish performance in February
and March. Time deposits at banks continued to increase sharply,
and available information indicated that savings in other financial
institutions had also continued to increase. Demand deposits had
moved upward, following several weeks of little change, and the
seasonally adjusted money supply was indicated to have risen in
the first half of April.
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Yields on 3-month Treasury bills continued to fluctuate in a
narrow range as increased demands in credit markets and addi-
tions to weekly bill offerings counteracted a steady investor
demand for short-term securities. Federal funds remained in the
2% to 3 per cent range. Yields on longer-term Treasury issues
declined further. Despite a large volume of new financing in
March and a prospectively larger volume in April, yields on cor-
porate and municipal bonds continued at the low levels reached
earlier or declined further. Mortgage rates also drifted down
further.

The balance of payments situation in March, and fragmentary
indications for early April, suggested little or no improvement.
The March deficit was estimated at $360 million, including net
gold sales of $150 million, and was higher than for January and
February combined. The trade surplus in February had been
quite large, with exports at a record annual rate of nearly
$22 billion and imports continuing at $15.75 billion. The rate of
outflow of capital remained large in March but was smaller than
in the final quarter of 1961. There was in prospect a heavy
calendar of foreign security issues in the U.S. market.

The majority of the Committee members agreed, although
with some differences of interpretation and emphasis, that no
change was indicated at this time in monetary and credit policy
or in the wording of the current directive, particularly in view
of the imminence of a substantial Treasury financing program.
As a result, the Committee issued a current economic policy
directive to the Federal Reserve Bank of New York in the same
form as the directive issued at the meeting on March 27, 1962.

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 dissented because he felt that the degree of liquidity
of the economy, coupled with recent signs of a somewhat im-
proved rate of business expansion, would warrant placing a little
more emphasis on the troublesome international aspects of the
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country's current economic problems. He noted that the country's
ability to withstand heavy balance of payments deficits and ac-
companying gold drains was not unlimited and that he had yet
to see any convincing evidence of a real turn in the tide. He ex-
pressed particular concern about the volume and breadth of
foreign borrowing in the United States, both from banks and
through bond offerings. In these circumstances, he felt that the
System should edge toward a moderately less easy reserve posi-
tion, thus encouraging the development of a somewhat higher
structure of interest rates, particularly short-term rates.

Another member of the Committee (Mr. Mills) continued of
the view he had expressed at previous meetings that a firming of
policy was indicated. At the moment, however, he felt that the
imminent Treasury financing precluded policy changes such as
he had advocated.

May 8, 1962

Authority to effect transactions in System Account.

The economy had continued to register moderate gains in
over-all activity, with little change in commodity prices. One
factor of significant improvement was a sharp rise in March in
the number of new housing units started, following 4 months of
decline of much more than seasonal proportions. Another was
the expansion of business plans for fixed capital outlays, as re-
ported by a recent survey. This survey indicated a prospective
rise in such outlays of 11 per cent for 1962, as compared with
a rise of 8 per cent reported by a different survey taken several
weeks earlier. Although data had not yet become available for
total retail sales and industrial production in April, incomplete
weekly and other information suggested moderate further ad-
vances. There was no significant change in the rate of un-
employment.
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Less favorable to economic prospects were the early indica-
tions of corporate profits for the first quarter. Although sub-
stantially above year-earlier levels, such profits had apparently
failed to hold the rise achieved in the fourth quarter of 1961.
Also, the volume of new orders received by durable goods pro-
ducers had declined somewhat further in March from the ad-
vanced level reached at the beginning of the year. Stock market
prices continued to decline.

Bank reserves available to support private deposit expansion
had risen more than seasonally in April. Excess reserves had
increased, while the small amount of member bank borrowing
had been further reduced. Free reserves averaged moderately
higher than in March. Total bank loans and investments rose
again in April, with the sharpest increase in bank holdings of
securities other than U.S. Governments. Both total and business
loans had shown moderate strength.

The seasonally adjusted money supply, which increased some-
what in March, rose substantially further in April. Time and
savings deposits at commercial banks had continued to rise, but
at a somewhat less rapid pace than in other recent months.

Capital market financing had accelerated in April, and new
corporate issues were substantially above the first-quarter aver-
age. Municipal issues held at the relatively high first-quarter
average. Both corporate and municipal issues were expected to
be in smaller volume in May.

Money markets had been generally steady in the 3 weeks pre-
ceding the meeting. Federal funds were traded in the 21/i-3 per
cent range, with the bulk of the trading at 2% per cent. Yields
on U.S. Government securities had been unusually stable, while
yields on corporate and municipal bonds had continued to edge
lower.

In the first quarter of 1962, the U.S. balance of payments
position was far more favorable than in the preceding quarter
(partly reflecting seasonal factors), but less favorable than in the
first quarter of 1961. The balance of payments deficit dropped
sharply between March and April, but some of the improvement
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appeared to have been temporary, probably reflecting move-
ments of capital from Canada preceding the abandonment of
flexible exchange rates and the establishment on May 2 of a new
par value of 92.5 U.S. cents for the Canadian dollar.

Economic expansion in Western Europe was reported as con-
tinuing, possibly at an accelerated rate, while conditions else-
where appeared to have shown little change.

Upon consideration of these mixed developments, it was the
majority view that the current posture of monetary policy con-
tinued to be appropriate, pending the availability of further in-
formation on the strength of the improvement in economic
conditions and on the state of business and financial confidence.
Accordingly, the Committee re-issued the current policy direc-
tive to the Federal Reserve Bank of New York that had been
issued at the two preceding meetings of the Committee.

Votes for this action: Messrs. Martin, Balderston, Bryan,
Deming, Ellis, Fulton, King, Mitchell, Robertson, Shepard-
son, and Treiber. Vote against this action: Mr. Mills.

In dissenting from this action, Mr. Mills took the position that
a protracted period of credit ease featured by heavy Federal
deficit financing through the banking system had developed an
increasingly unsatisfactory financial situation that urgently re-
quired remedial attention. In his opinion, policy actions were
called for that, by moderately reducing the supply of reserves
and by simultaneously shifting emphasis away from pegging the
level of Treasury bill rates, would facilitate return to a free
market concept for the conduct of monetary and credit policy.
The kind of policy revision which he visualized would, in Mr.
Mills' belief, result in a somewhat firmer interest-rate structure
that would serve as an incentive for broader private invest-
ment in approaching offerings of new issues of Treasury secu-
rities, thereby implying less resort to Federal deficit financing
through the banking system, and would also be regarded abroad
as a desirable central bank action for countering this nation's
balance of payments problems.
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May 29, 1962

1. Authority to effect transactions in System Account.

Following improvement in April, some additional gains in
economic conditions were indicated for May. The April index
of industrial production moved 1 percentage point higher to a
record 117 per cent of the 1957 average, and the index for May
appeared likely to hold at that level or rise slightly further.

A major exception to the moderately improved performance
of the domestic economy was the continued decline in stock
market prices. On May 28, the day preceding the meeting of the
Committee, stock prices broke sharply and at the close had
fallen to a level 24 per cent below the high reached in December
1961. In addition, and almost apart from the stock market de-
cline and its possible ramifications, questions were being raised
about the strength of general economic prospects over the
months ahead. Certain leading business cycle indicators, includ-
ing data on profit margins and business purchasing policies, were
being interpreted by some analysts as signs that economic expan-
sion would not continue long.

Bank loans rose more than seasonally during May, while in-
vestments were little changed. Further increases occurred in real
estate and consumer loans, but security loans declined. Loans to
construction firms had been moving up briskly since March,
paralleling the pick-up in building activity.

Bank reserves required to support private deposits declined
considerably more than seasonally in the first 3 weeks of May,
in contrast with a larger than seasonal rise in April. Average
free reserves, however, continued relatively high and were not
significantly different from the April level.

Recent developments in the U.S. balance of payments, al-
though still unsatisfactory, were viewed as mildly encouraging.
However, gold and foreign exchange markets, after having been
relatively quiet for some time, recently had shown some nervous-
ness with consequent unfavorable effects on the U.S. dollar.
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Economic activity abroad continued satisfactory in most indus-
trially developed countries and mixed elsewhere.

There was some opinion within the Committee that monetary
policy had contributed about as much as it could to domestic
economic expansion and that a gradual reorientation of policy
toward somewhat less ease would be salutary from the balance
of payments standpoint without significantly affecting the domes-
tic use of credit. A view also was expressed, however, that the
degree of ease that had prevailed was still needed to facilitate
further domestic expansion.

In recognition of the sharp decline in the stock market, there
was general agreement that no change of policy should be made
at this meeting of the Committee. It was thought desirable, how-
ever, to modify the wording of the current policy directive, prin-
cipally to make clear that the Committee recognized the stock
market decline as a factor contributing to its decision to continue
policy unchanged at this point. Accordingly, the Committee is-
sued the following current economic policy directive to the Fed-
eral Reserve Bank of New York:

In view of the modest nature of recent advances in the pace of eco-
nomic activity, the continued underutilization of resources, and the un-
certainties created by the disturbed conditions in some financial markets,
it remains the current policy of the Federal Open Market Committee to
promote further expansion of bank credit and the money supply, while
giving recognition to the country's adverse balance of payments.

To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall be conducted with a view to main-
taining a supply of reserves adequate for further credit and monetary
expansion, taking account of the desirability of avoiding sustained down-
ward pressures on short-term interest rates.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Deming, Ellis, Fulton, King, Mills, Mitchell, Robert-
son, and Shepardson. Votes against this action: None.

2. Authority to purchase and sell foreign currencies.

As originally adopted by the Federal Open Market Commit-
tee on February 13, 1962, and reaffirmed on March 6, 1962,
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the continuing authority directive to the Federal Reserve Bank
of New York with respect to System foreign currency operations
did not authorize the purchase and sale of Belgian francs. In
view of the prospective execution of a reciprocal currency
(swap) agreement between the Federal Reserve and the Na-
tional Bank of Belgium, in addition to those already entered into
by the System with other foreign central banks, the continuing
authority directive was amended as follows, effective immedi-
ately, to add the Belgian franc to the list of currencies author-
ized to be purchased and sold:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Cur-
rency Operations issued by the Federal Open Market Committee on
February 13, 1962:

Pounds sterling
French francs
German marks
Italian lire
Netherlands guilders
Swiss francs
Belgian francs

Total foreign currencies held at any one time shall not exceed
$500 million.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Deming, Ellis, Fulton, King, Mills, Mitchell, Robert-
son, and Shepardson. Votes against this action: None.

June 19, 1962

Authority to effect transactions in System Account.

Available economic information confirmed the further mod-
erate gains in activity in May suggested by the incomplete data
available at the May 29 meeting. The index of industrial produc-
tion rose to a record 118 per cent of the 1957 average from
117 per cent in April. Private housing starts also rose further in
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May, following a sharp advance in April. Nonagricultural em-
ployment showed a small additional gain, and the unemploy-
ment rate was down slightly.

The sharp stock market break at the end of May was followed
by additional declines in the first part of June. Department store
and auto sales apparently were affected somewhat unfavorably
in early June by the stock market reaction, but it was too early
to judge whether economic activity as a whole would be signifi-
cantly affected.

Total commercial bank credit rose again in May and early
June. The demand for business loans, however, continued mod-
erate. Reserve availability appeared ample, and banks continued
to seek outlets for their funds among foreign as well as domestic
borrowers. Federal funds were traded at 2.75 per cent most of
the time, while the 3-month Treasury bill rate ended the 3-week
period slightly above 2.70 per cent. Yields on Treasury notes
and bonds showed no decisive trend.

The U.S. balance of payments position continued to be un-
satisfactory. Although the deficit all but disappeared in May and,
according to tentative and partial figures, in the first half of June,
much of the improvement appeared to have reflected an inflow
of funds traceable to flight from the Canadian currency. While
the U.S. gold stock had not suffered any decline for 5 weeks,
gold and foreign exchange markets remained nervous, particu-
larly with respect to the dollar.

In view of the continuing concern for the international posi-
tion of the dollar and the further, even though gradual, improve-
ment in the domestic economy, a majority of the Committee
concluded that a time had been reached when a slightly less easy
monetary policy was indicated. The substantial degree of liquid-
ity existing in the banking system was noted, and doubt was
expressed whether continued additions to reserve availability at
more than a moderate rate would induce additional gains for the
domestic economy. A minority of the Committee weighed the
balance of domestic and foreign considerations somewhat differ-
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ently from the majority and were in favor of continuing un-
diminished the current degree of monetary ease.

Reflecting the majority view that monetary policy should
shift toward slightly less ease, the following directive was issued
to the Federal Reserve Bank of New York:

It is the current policy of the Federal Open Market Committee to
permit the supply of bank credit and money to increase further, but at
the same time to avoid redundant bank reserves that would encourage
capital outflows internationally. This policy takes into account, on the
one hand, the gradualness of recent advance of economic activity, the
availability of resources to permit further advance in activity, and the
unsettlement of financial markets resulting from the sharp decline in
stock prices. On the other hand, it gives recognition to the bank credit
expansion over the past year and to the role of capital flows in the coun-
try's adverse balance of payments.

To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall, to the extent consistent with the
behavior of financial markets, be conducted with a view to providing a
somewhat smaller rate of reserve expansion in the banking system than
in recent months and to fostering a moderately firm tone in money
markets.

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

Mr. King's dissent was based on the view that recent stock
market developments had reduced economic visibility to such an
extent that it would be unwise to change policy in the least. He
would have preferred to wait until there was a clearer indication
of the direction in which the economy might turn.

Mr. Robertson noted that, in view of the labor and material
resources still unutilized, greater domestic expansion was needed
and could be readily accommodated without inflationary conse-
quences. The recent stock market break, he pointed out, had
added a further degree of uncertainty to economic prospects, and
in his view the improvement recently achieved in the U.S. bal-
ance of payments offered an opportunity for monetary policy to
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accord a higher priority to domestic goals. In his judgment, this
was the wrong time to shift toward a policy calling for any lesser
degree of monetary ease.

June 21, 1962

Authority to purchase and sell foreign currencies.

At this meeting, held by telephone, the continuing authority
directive to the Federal Reserve Bank of New York with respect
to System foreign currency operations, as adopted by the Federal
Open Market Committee on February 13, 1962, and amended
May 29, 1962, was further amended, effective immediately, to
add the Canadian dollar to the list of foreign currencies that the
New York Bank was authorized and directed to purchase and
sell. This action was taken in view of the imminent prospect of
a reciprocal currency (swap) agreement being entered into be-
tween the Federal Reserve System and the Bank of Canada as
part of a broad package of financial assistance—including as-
sistance from the International Monetary Fund, the Bank of
England, and the U.S. Export-Import Bank—designed to rein-
force the Canadian Government's efforts to defend the Canadian
dollar against a speculative wave that threatened to force the
Canadian dollar off its recently established par value. As
amended, the continuing authority directive read as follows:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Cur-
rency Operations issued by the Federal Open Market Committee on
February 13, 1962:

Pounds sterling
French francs
German marks
Italian lire
Netherlands guilders
Swiss francs
Belgian francs
Canadian dollars
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Total foreign currencies held at any one time shall not exceed $500
million.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Deming, Ellis, Fulton, King, Mills, Robertson, and
Shepardson. Votes against this action: None.

July 10, 1962
1. Authority to effect transactions in System Account.

Economic activity, as interpreted in reports at this meeting,
appeared to be in a period of hesitation. Although advances had
continued in May and early June, they tended to be smaller than
in earlier months, and adverse trends were reported for some key
series. The unemployment rate, for example, was up slightly in
June.

Retail sales, which were off slightly in May, appeared on the
basis of weekly data to have declined again in June. Business
inventory accumulation continued in April and May, but at
sharply reduced rates. On the other hand, a survey conducted in
late June indicated that business plans for new plant and equip-
ment outlays this year were still largely unchanged, suggesting
that they had not been adversely affected by the decline in stock
prices. Construction activity continued to rise in June, with
gains widely spread among major types of construction.

A principal feature of financial developments since the June 19
meeting was the less easy tone in the money market. The 3-
month Treasury bill rate rose to just under the Reserve Bank
discount rate (3 per cent), and Federal funds traded at the dis-
count rate most of the time. Yields also had risen on municipal
and corporate bonds as well as on U. S. Government bonds.
Member bank borrowing at Federal Reserve Banks increased
moderately, and free reserves of member banks were somewhat
lower than in the preceding 3 weeks.

Bank credit outstanding increased in June, with the increase
centered more in loans than investments; the loan increase was
widely distributed among types of loans. Loans to brokers and
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others against stock market collateral, however, declined consid-
erably. Effective July 10, 1962, margin requirements for stock
market credit were reduced from 70 per cent to 50 per cent by
the Board of Governors of the Federal Reserve System.

The international financial situation remained unsatisfactory
as the dollar weakened further in international exchange, and
gold markets became more active. The balance of payments con-
tinued its improved position, and transfers to foreigners of gold
and other liquid assets in the second quarter were considerably
smaller than in the first quarter. To an extent as yet undeter-
minded, however, it appeared that much of the improvement
might have been due to the large Canadian reserve losses. With
the Canadian position becoming stabilized, some reversal of flows
in favor of Canada was expected.

Members of the Committee were in general agreement that
domestic economic expansion had lost much of its momentum
since spring, and some question was raised as to whether the
cyclical upswing, which began in early 1961, might be topping
out. At the same time, continuing concern was expressed about
the U. S. international financial situation.

Within the Committee, there were some differences of em-
phasis and interpretation in relating domestic and international
developments to current monetary policy. The consensus, how-
ever, was for continuation of the degree of ease contemplated by
the policy adopted at the June 19 meeting. A minority view
placed greater emphasis on the advantages of an easier policy
for stimulating the slackened rate of expansion in domestic
activity and questioned the usefulness of a less easy policy for
dealing with current international financial problems.

In order to make clear that no further reduction from the
present degree of ease was intended, the wording of the current
policy directive was modified to clarify that intent. Accordingly,
the following directive was issued to the Federal Reserve Bank
of New York:

It is the current policy of the Federal Open Market Committee to per-
mit the supply of bank credit and money to increase further, but at the
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same time to avoid redundant bank reserves that would encourage capital
outflows internationally. This policy takes into account, on the one hand,
the gradualness of recent advance in economic activity, the availability
of resources to permit further advance in activity, and the unsettlement of
financial markets. On the other hand, it gives recognition to the bank
credit expansion over the past year and to the role of capital flows in the
country's adverse balance of payments.

To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall, to the extent consistent with the
behavior of financial markets, be conducted with a view to providing
moderate reserve expansion in the banking system and to fostering a
moderately firm tone in money markets.

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

In dissenting from this action, Mr. Mitchell expressed the
view that the behavior of the economy indicated sufficient
danger of another abortive recovery to call for a more stimula-
tive monetary policy. Since the domestic economic outlook had
been worsening and the balance of payments position had been
improving, an easier monetary policy seemed to him both desir-
able and feasible. He did not agree that monetary ease had been
pursued so far that it would be useless to expect further easing
to do any good. Interest rates did not indicate this to be the case.
Moreover, bank credit expansion had not been excessive. Effec-
tive credit expansion was, in his judgment, less than shown in
the statistics because the change in Regulation Q effective as of
the first of this year, permitting higher rates on time and savings
deposits, had resulted in shifting some funds to commercial
banks from other financial intermediaries.

Mr. Mitchell felt that even the slight move toward lesser ease
at the preceding meeting had had unfavorable repercussions on
yields. He also doubted that moderately higher short-term rates
would in fact significantly improve the balance of payments posi-
tion. In the circumstances, he favored a policy directed toward
increasing free reserves and permitting bill yields to fall—per-
haps to 2.5 per cent—which would add to downward pressure
on longer-term yields.
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Mr. Robertson, who dissented for the same reasons he had
expressed at the June 19 meeting, stated that he was in full
agreement with Mr. Mitchell's position. He felt that the eco-
nomic information presented to the Committee indicated that
the date of such meeting was precisely the wrong time for
adopting a less easy monetary policy and that the move should
now be reversed.

2. Authority to purchase and sell foreign currencies.

The continuing authority directive to the Federal Reserve
Bank of New York with respect to System foreign currency
operations, as adopted by the Federal Open Market Committee
on February 13, 1962, and most recently amended by the Com-
mittee on June 21, 1962, was further amended at this meeting,
effective immediately, to increase from $500 million to $750
million the maximum amount of foreign currencies authorized to
be held at any one time. By this date, reciprocal currency (swap)
agreements totaling $450 million had been entered into by the
Federal Reserve System with five foreign central banks—the
Bank of France, the Bank of England, the Netherlands Bank,
the National Bank of Belgium, and the Bank of Canada; and
there was in prospect the execution of similar agreements with
the Bank for International Settlements, the Swiss National Bank,
and the German Federal Bank that would, if executed, raise the
total U.S. dollar equivalent of foreign currencies involved in such
agreements to $700 million. In addition, the System held some
$33.5 million equivalent of foreign currencies acquired from
the Treasury Stabilization Fund at the outset of the Federal Re-
serve program of foreign currency operations.

As amended, the continuing authority directive read as
follows:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Cur-
rency Operations issued by the Federal Open Market Committee on
February 13, 1962:
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Pounds sterling
French francs
German marks
Italian lire
Netherlands guilders
Swiss francs
Belgian francs
Canadian dollars

Total foreign currencies held at any one time shall not exceed $750
million.

Votes for this action: Messrs. Martin, Balderston, Bryan,
Deming, Ellis, Fulton, King, Mills, Mitchell, Robertson,
Shepardson, and Treiber. Votes against this action: None.

July 31, 1962

Authority to effect transactions in System Account.

Incomplete and scattered data for July suggested mild im-
provement in the economy, following indications of a slackened
pace of expansion in June. The unemployment rate was down
slightly, auto and department store sales recovered to about the
May levels, and early clues as to the course of industrial produc-
tion offered hope of some increase. On the other hand, manu-
facturers' appropriations for fixed capital purposes were indi-
cated to have declined in the second quarter.

In credit and money markets the atmosphere was one of con-
siderable uncertainty. Bank credit, seasonally adjusted, declined
substantially in July, partly because Treasury cash financing was
much smaller than usual for that month. Security loans for all
purposes were sharply lower. Business loan demand showed little
change, while bank holdings of real estate loans and of securities
other than U.S. Governments continued to increase substantially.

The private money supply, although aided by shifts from Gov-
ernment to private deposits, remained at roughly the level that
had been maintained since late 1961. Time and savings deposits
(not included in the money supply, as conventionally defined)
apparently continued to grow in July, but at a slower pace than
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earlier in the year. Because of smaller demand deposit growth,
reserves required to support private deposits, after moving up
during the first 3 weeks of July, turned down again in the latest
week. Free reserves had shown large week-to-week fluctuations
since the preceding meeting of the Committee but had averaged
about $450 million. Money market conditions, however, had
been slightly less easy than might have been expected with that
average level of free reserves; Federal funds traded mostly in the
2% -3 per cent range, while short-term Treasury bills fluctuated
within the 2% -3 per cent range.

The over-all balance of payments deficit for the second quarter
turned out to have been larger than estimated earlier. Much of
the improvement from the first quarter reflected a temporary
capital inflow stemming from deterioration of confidence in the
newly established rate for the Canadian dollar. The outlook for
the third quarter appeared to be for little or no improvement in
the U.S. payments position, partly because it would be adversely
affected by the reflow to Canada that was beginning to set in
following the provision of special credits to Canada by the Inter-
national Monetary Fund, the United States, and the United
Kingdom. The London market for gold was unusually active,
and official support to the market was heavy throughout much
of the 3-week period preceding this meeting. On July 23 the
President, in the course of a news conference that was telecast
to Europe, reaffirmed the intent of the United States not to de-
value its dollar. Thereafter, gold and foreign exchange markets
were less active, and the position of the U.S. dollar in European
centers improved.

A minority of the Committee favored a policy of greater
monetary ease as a means of stimulating domestic economic ex-
pansion or of helping to stave off possible setback in the econ-
omy. However, the majority, after weighing such considerations
as the continued evidence of adequate domestic liquidity on one
side and the unsatisfactory prospects for the balance of payments
on the other, and noting that a Treasury financing was currently
in progress, concluded that an "even keel" policy was appropriate
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for the forthcoming period. Accordingly, the current policy direc-
tive issued to the Federal Reserve Bank of New York was in the
same form as the directive issued at the meeting on July 10, 1962.

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

In dissenting, Mr. Robertson expressed the view that greater
recognition should be given to the possibility of deteriorating
domestic economic activity, and that in present circumstances
monetary policy could and should be providing additional stim-
ulus. The accumulation of evidence suggested to him that the
recent shift in policy toward less monetary ease was generating
contractive reserve pressures. He regarded this as incurring real
risks in pursuit of illusory benefits; he had seen no evidence of
beneficial effects of higher U.S. money rates upon international
gold and dollar flows that would justify the domestic economic
hazards entailed, in his view, by such a policy. It seemed to him
that a more liberal policy of encouraging further expansion in
bank reserves, credit, and money, even if accompanied by easier
money market conditions, would better serve the long-run objec-
tive of a growing, prosperous, and internationally competitive
U.S. economy.

Mr. Mitchell dissented largely on the grounds set forth at the
meeting on July 10. The economy was continuing to drift along
in lacklustre fashion, and in his view the odds were long and
lengthening against a vigorous advance in the last half of the
year. He believed that a significant obstacle to further expansion
in the domestic economy was a protracted imbalance in the
money and capital markets created by the continuing effort to
use monetary policy to deal with the balance of payments situa-
tion. According to his analysis, debt management and monetary
policy had created a highly artificial situation in the money and
capital markets by holding up the short-term money rate. This
had created expectations that long-term rates would rise, despite
a preponderance of historical and analytical evidence that they
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had passed their sustainable peak. He saw a serious threat to the
domestic economy, which he felt should be recognized by sup-
plying reserves somewhat more freely, by making it clear that
there was no possibility of a discount rate increase under current
conditions, and by being prepared to see the short-term rate de-
cline by as much as half of a percentage point.

August 2 1 , 1962

Authority to effect transactions in System Account.

Domestic economic developments in July, as reviewed by the
Committee at this meeting, were more favorable than those in
the immediately preceding months, and somewhat more favor-
able than had been suggested by evidence available at the pre-
ceding meeting of the Committee. Available data indicated wide-
spread, if moderate, gains in activity. The industrial production
index rose nearly a full point; new orders received by durable
goods manufacturers rebounded sharply; and personal income,
retail trade, and other important measures showed increases.
Scattered figures for early August suggested that the July gains
in production and sales were being maintained. On the less favor-
able side, housing starts failed to reverse the drop of June, and
final figures for manufacturers' capital appropriations confirmed
the sharp second-quarter curtailment that had been reported
earlier. Also, while the seasonally adjusted rate of unemploy-
ment dropped slightly further in July to 5.3 per cent of the
civilian labor force, the lack of growth in the labor force itself
was viewed as a cause for concern.

Business loans at banks had apparently expanded somewhat
in recent weeks, but the over-all private demand for bank credit
continued to be relatively moderate. Required reserves and the
money supply both declined in the first half of August, and
there was a marked slowdown in growth of time deposits other
than savings accounts. Yields on intermediate- and longer-term
Treasury securities, which had risen in late June and early July,
had declined substantially in the period since the end of July, and
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heightened investor interest was apparent in all instruments from
Treasury bills to long-term corporate bonds. One reason for the
previous advance in yields had been the widespread belief that
an early tax cut and a consequent substantial expansion of Fed-
eral debt were distinct possibilities. Correspondingly, a major
factor in the decline in yields was the fading of this prospect,
particularly after the President's statement on tax policy a week
before the meeting. The Treasury was reported to be considering
undertaking an advance refunding shortly after Labor Day, in
view of the currently favorable market circumstances.

International payments of the United States in July were af-
fected favorably by advance debt repayments on the part of
France and Italy, and in July and early August were affected
unfavorably by the reflux of funds to Canada. After allowance
for these extraordinary factors, it appeared that the deficit in the
payments balance was running at a rate smaller than in the third
quarter of 1961 but larger than had been expected for the third
quarter of 1962. It appeared to be at least as high as the ad-
justed second-quarter deficit, which also had been in excess of
advance estimates. However, the position of the dollar in foreign
exchange markets appeared to have improved somewhat, and
private demand for gold in the London market evidently had
declined.

In sum, recent domestic developments appeared moderately
encouraging while those with respect to the balance of payments
were disappointing; there continued to be substantial room for
improvement on both fronts. A majority of the Committee con-
cluded that, on balance, circumstances warranted a continuation
of recent monetary policy. Accordingly, the following current
policy directive, which reflected no change from the previous
directive except to eliminate references to unsettled behavior in
financial markets in view of the steadier performance of those
markets, was issued to the Federal Reserve Bank of New York:

It is the current policy of the Federal Open Market Committee to per-
mit the supply of bank credit and money to increase further, but at the
same time to avoid redundant bank reserves that would encourage capital
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outflows internationally. This policy takes into account, on the one hand,
the gradualness of recent advance in economic activity and the availa-
bility of resources to permit further advance in activity. On the other
hand, it gives recognition to the bank credit expansion over the past year
and to the role of capital flows in the country's adverse balance of
payments.

To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall be conducted with a view to pro-
viding moderate reserve expansion in the banking system and to fostering
a moderately firm tone in money markets.

Votes for this action: Messrs. Martin, Balderston, Bryan,
Deming, Fulton, King, Mills, Shepardson, and Treiber. Votes
against this action: Messrs. Mitchell and Bopp.

Messrs. Mitchell and Bopp dissented because they would have
preferred a directive indicating a greater willingness to encour-
age monetary expansion, substantially like that adopted at the
meeting of May 29, 1962. They thought that monetary policy
could make a greater contribution to economic expansion with-
out risking significantly adverse effects on the balance of pay-
ments. In their opinion, the virtual elimination of any prospect
for a Federal tax cut in 1962 increased the importance of adopt-
ing a more stimulative monetary policy. Mr. Mitchell also ex-
pressed concern about the lack of growth in the money supply
since November 1961 which, he felt, had interfered with eco-
nomic expansion. In his view there had been no monetary
expansion since late 1961. The rise in time deposits and total
bank assets that had taken place thus far in 1962 was due to the
growth of banks as savings institutions or financial intermediaries
and not to monetary creation brought about by Federal Reserve
policy. Recent policy, therefore, implicitly denied the need for
the money supply to grow with an expanding economy.

September 11, 1962

Authority to effect transactions in System Account.

It appeared that the improved performance of the economy in
July was not continuing. Reports to the Committee at this meet-
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ing, based partly on preliminary estimates, indicated that indus-
trial production and retail sales had leveled off in August. Also,
the seasonally adjusted unemployment rate had risen to 5.8 per
cent, although this was reportedly due in part to special or tech-
nical influences. Surveys of consumer buying intentions and of
business plans for inventory restocking and capital outlays sug-
gested little change or only moderate gains in spending over the
coming months.

After contracting in July, bank credit expanded markedly in
August and grew slightly further in early September. Neverthe-
less, private demand deposits declined substantially in August.
Treasury balances remained unusually high, and time and sav-
ings deposits at commercial banks continued to grow but at
their recently reduced pace. The conventionally defined private
money supply was at a level about 1 per cent below that at the
end of 1961, after allowance for usual seasonal variations.

Long-term security yields were steady in early September,
after declining during much of August. An advance refunding
operation undertaken by the Treasury was still in progress at the
time of the meeting, with early indications that it was being well
received.

The international economic scene was reported to have
changed little in recent weeks, with the deficit in the U.S. bal-
ance of payments about the same in August as in July (after
allowing for the sizable foreign debt prepayments in July). Pre-
liminary figures for late August and early September suggested
some improvement, but it was too early to tell whether they indi-
cated a trend.

A majority of the Committee concluded that, in view of con-
tinued evidence of adequate domestic liquidity and continuing
indications of unsatisfactory progress with respect to the balance
of payments, monetary policy should remain unchanged for the
next 3 weeks. It was recognized that maintenance of the same
general atmosphere of credit availability might require somewhat
larger amounts of bank reserves than earlier, because of the
concentration of money market pressures arising from large
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dealer financing requirements connected with the Treasury re-
funding superimposed upon seasonal needs for funds associated
with corporate tax and dividend payments. Because of these
developments, it was agreed that the Account Manager would
have to give particular emphasis to the tone and feel of the
market in managing the System Account. The current policy
directive issued to the Federal Reserve Bank of New York was
as follows:

It is the current policy of the Federal Open Market Committee to per-
mit the supply of bank credit and money to increase further, but at the
same time to avoid redundant bank reserves that would encourage capital
outflows internationally. This policy takes into account, on the one hand,
the gradualness of recent advance in economic activity and the availability
of resources to permit further advance in activity. On the other hand, it
gives recognition to the bank credit expansion over the past year and to
the role of capital flows in the country's adverse balance of payments.

To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall be conducted with a view to pro-
viding moderate reserve expansion in the banking system and to fostering
a moderately firm tone in money markets.

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

In explaining his dissent, Mr. Mills said that he considered the
forestalling of further declines in the money supply to be an
overriding necessity. In his view, therefore, a higher level of free
reserves should be an objective of System policy. Mr. Mitchell
dissented for reasons similar to those he had expressed at recent
meetings. Mr. Robertson felt that greater monetary ease at this
juncture could stimulate additional employment of resources
domestically without prejudicing the international position of the
dollar. In the credit field, he believed there was room for more
aggressive loan competition among banks, at lower rates of in-
terest. In his view, the ability of the economy to accommodate
such additional credit stimulus was demonstrated, in part, by the
relative absence of the kinds of credit abuses that could be en-
gendered or remedied by changes in general credit controls. In
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the field of public liquidity, he observed there was a clear need
for renewed growth in the money supply. Although there had
been times this year when the effects of a lagging money supply
might have been cushioned by accelerated growth in time de-
posits and other liquid assets, such growth had since slowed.
Furthermore, the channeling of private saving into financial
claims, especially short-term Treasury securities, meant that the
funds of businesses and consumers were being funneled into
something less than the most stimulating channels, and Mr.
Robertson felt that the prevailing interest-rate structure—fostered
by existing monetary policy—must bear some of the responsi-
bility for such a deflationary orientation of savings flows. He be-
lieved that greater monetary stimulation at this time—when
there were unutilized human and material resources and when
the gold stock was ample to protect against rumor-spawned
speculative raids on the dollar—would contribute to a pros-
perous and more rapidly growing economy that would command
renewed and more deeply rooted respect for both this country's
economic system and its currency.

October 2, 1962

1. Authority to effect transactions in System Account.

Hesitation in the economy, apparent at the preceding meeting
of the Committee, became clearer as final reports of August de-
velopments were examined, and the limited information available
for September suggested little or no improvement in that month.
The economy appeared rather delicately balanced between forces
making for mild contraction and those making for further modest
expansion. Unemployment, which rose in August to 5.8 per cent
of the labor force, continued at that higher rate in September.
Business psychology was appraised as not being optimistic; there
was renewed weakness of stock market prices, and business fixed
capital investment was indicated as lacking in vigor.

Consumer buying also was showing little significant change,
with preliminary estimates suggesting a slight decline in total
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retail sales in September. Industrial commodity prices had not
been rising, and wage increases were indicated to have been
smaller than in earlier postwar expansions.

In the financial area, total bank credit expansion in August
was fairly sizable and business loans showed somewhat more
strength. Private demand deposits, which had declined in August,
rose somewhat in the first half of September. Time and savings
deposits continued to expand.

In capital markets, the volume of new municipal and corpo-
rate offerings was relatively light, and yields tended to slide off
from summer levels. Yields on Treasury notes and bonds also
tended downward, while 3-month bill rates ended the period at
about the 2.75 per cent level, little changed from the start of the
period. The effective rate on Federal funds continued in the
2.75-3 per cent area.

Improvement in the U.S. balance of payments this year was
viewed as likely to be disappointingly small. In the first 3 quar-
ters of the year, the deficit continued uncomfortably large and
would have been even larger if substantial debt prepayments had
not been received. Moreover, the deficit involved a greater gold
loss than in 1961.

Some sentiment expressed during this meeting favored a modi-
fication of monetary policy in the direction of additional ease be-
cause of concern about the lack of vigor in the domestic econ-
omy. However, after taking into account the continuing balance
of payments deficit as well as the supply of bank credit al-
ready available to meet credit demands, the majority view
favored a continuation of current policy for the next 3 weeks.
This policy contemplated that reserves needed for seasonal pur-
poses would be supplied freely and that the Account Manage-
ment, in conducting open market operations, would continue to
be guided to a considerable extent by money market develop-
ments. The current policy directive issued to the Federal Reserve
Bank of New York was in the same form as that issued at the
meeting on September 11.
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Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Deming, Ellis, Fulton, and Shepardson. Votes against
this action: Messrs. Mills and Mitchell.

Messrs. Mills and Mitchell concurred in the generally held
view regarding the seriousness of the balance of payments prob-
lem. However, with the domestic economy operating below de-
sired levels of resource utilization and future trends uncertain,
they saw justification in moving toward a somewhat greater de-
gree of monetary ease than was implied in a continuation of
current policy, even though this might result in some downward
pressure on short-term interest rates.

2. Authority to purchase and sell foreign currencies.

The continuing authority directive to the Federal Reserve
Bank of New York with respect to System foreign currency
operations, as originally adopted by the Federal Open Market
Committee on February 13, 1962, and most recently amended
by the Committee on July 10, 1962, was further amended at this
meeting, effective immediately, to increase from $750 million to
$1 billion the maximum amount of foreign currencies author-
ized to be held at any one time and to add the Austrian schilling
to the list of foreign currencies that the New York Bank was
authorized and directed to purchase and sell. At this date the
Federal Reserve System had reciprocal currency (swap) agree-
ments outstanding in the total amount of $700 million with the
Bank of France, the Bank of England, the Netherlands Bank, the
National Bank of Belgium, the Bank of Canada, the Bank for
International Settlements, the Swiss National Bank, and the
German Federal Bank. In addition, there was in prospect the exe-
cution of similar agreements with the Bank of Italy and the Aus-
trian National Bank that, if entered into on the basis contem-
plated, would increase to $800 million the total U.S. dollar
equivalent of foreign currencies involved in such arrangements.
In addition, the System continued to hold a modest quantity of
foreign currencies acquired from the Treasury Stabilization Fund
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at the outset of the Federal Reserve program of foreign currency
operations.

As amended, the continuing authority directive read as follows:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Currency
Operations issued by the Federal Open Market Committee on Febru-
ary 13, 1962:

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

Total foreign currencies held at any one time shall not exceed $1
billion.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Deming, Ellis, Fulton, Mills, Mitchell, and Shepard-
son. Votes against this action: None.

October 23, 1962

Authority to effect transactions in System Account.

During the evening preceding this meeting of the Committee,
the President had announced emergency actions to deal with the
crisis that had developed due to the build-up of offensive military
weapons in Cuba. The crisis had become apparent suddenly, but
in the short time available to receive reports it appeared that the
reaction in markets was cautious, though nervous, with the result
that no waves of selling or buying had developed. In the corpo-
rate security market one large financing proceeded as scheduled
the morning of the meeting. The Special Manager of the Sys-
tem Open Market Account for foreign currency operations had
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contacted the monetary authorities of major industrial countries
by the time of the meeting, and those authorities stood prepared
to coordinate such intervention in foreign exchange markets as
might become necessary to cushion the impact of any unusual
flows of funds that might develop internationally.

The Committee discussion reflected grave concern about pos-
sible consequences of the Cuban crisis, but until further informa-
tion became available no change in monetary policy seemed
called for on that account. Economic and financial tendencies,
as they had been developing prior to the President's statement,
had led to some comment in business and financial quarters
about a possible early cyclical turndown in activity. While the
general view was that information available to date did not sup-
port such a conclusion, at the same time it was clear that the
economy at best had been moving sideways in recent weeks. The
margin of unutilized manpower and industrial capacity con-
tinued large.

In financial markets the impact of the recently announced re-
duction by the Board of Governors of 1 percentage point in re-
serve requirements on time and savings deposits at member
banks, to become effective shortly, remained to be seen, and the
Cuban crisis rendered appraisal of the situation particularly dif-
ficult. Sluggishness in the economy, however, appeared to be
generating an increasing volume of business and consumer
liquidity without a corresponding change in private credit de-
mands. As a consequence, both short- and long-term interest
rates had continued to ease prior to the Cuban crisis.

The U.S. balance of payments position deteriorated in the
third quarter and even more so in the first half of October. The
net capital outflow on private account continued large, especially
to Canada. Exports had declined in August contrary to expecta-
tions, and the export surplus was the smallest in many years.
Increasing concern was reported about prospects for a continua-
tion of economic expansion in Europe; if the European boom
should be topping out, U.S. exports would be adversely affected.

In view of the uncertainties presented by the international
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crisis and the imminence of a Treasury refunding, there was
unanimous agreement that no change should be made in policy
at this meeting, although the Committee should be prepared to
deal promptly with whatever problems might arise. While, as in-
dicated, the policy decision was to maintain the status quo at this
time, the wording of the current economic policy directive was
changed to reflect awareness of the Cuban emergency situation
and to take account of the forthcoming Treasury financing. As
changed, the directive issued to the Federal Reserve Bank of
New York read as follows:

It is the 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 out-
flows internationally. It is also the Committee's policy to cushion such
unsettlement in money markets as may stem from international develop-
ments of an emergency or near emergency character. This policy takes
into account the potential financial effects of the Government's quarantine
on armament imports into Cuba, the imminence of a large Treasury
refinancing, and the recent stability of economic activity, with a margin
of underutilized resources and an absence of inflationary pressures.

To implement this policy, operations for the System Open Market
Account during the next 3 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, Hayes, Balderston,
Deming, Ellis, Fulton, King, Mills, Mitchell, Shepardson, and
Irons. Votes against this action: None.

November 13, 1962

1. Authority to effect transactions in System Account,

The Cuban crisis, although far from settled, had eased ap-
preciably by the time of this meeting. While the performance of
the domestic economy was still unsatisfactory in terms of utiliza-
tion of manpower and other resources, the economic atmosphere
appeared to have improved. The more encouraging domestic
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indications included a high rate of auto sales in October follow-
ing the introduction of new models; preliminary reports from
the October survey of consumer buying plans showing increased
strength in plans to purchase new cars and household durable
goods; and the results of a recent survey of business plans for
new plant and equipment outlays for 1963, showing a modest
rise over the estimated 1962 total.

In most domestic financial areas a somewhat more stimulative
tone had developed in October and early November. Bank credit
had again expanded at a rapid rate in October. Business loan
expansion continued larger than seasonal, following a strong
showing in August and September. The money supply had risen
appreciably in October, and there was a further rapid rise in time
and savings deposits. Member bank borrowing from Reserve
Banks continued moderate, and free reserves averaged above the
$400 million level. The large consumer financial savings and
corporate cash flows were sources of downward pressure on inter-
est rates. Treasury, corporate, and municipal bond yields had
receded during October to around the lows reached in the spring
of the year. However, large Treasury financing operations and
Federal Reserve open market operations had contributed by early
November to raising short-term rates above the low levels of late
October.

Preliminary information on the October balance of payments
position of the United States was unfavorable, indicating an
over-all deficit of $900 million or more. This was the largest for
any month on record and more than double the third-quarter
monthly average deficit, owing in part to extraordinary transac-
tions including large transfers to Canada, a large royalty pay-
ment to Venezuela, and probably some outflow of U.S. funds
caused by the Cuban crisis. Some improvement in the balance
of payments was indicated for the first week of November.
Despite the sharp deterioration in the October payments posi-
tion, the dollar remained relatively steady in foreign exchange
markets and no serious pressure developed in the London gold
market, reflecting in part the increasingly close cooperation
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among leading central banks. Gold sales to foreigners in October
were small in relation to the deficit in the balance of payments in
that month.

Within the Committee, differences in views were more clearly
marked than for some time as to the appropriate course for
monetary and credit policy. Some members of the Committee
favored moving in the direction of slightly less ease, Their views
reflected serious concern about the balance of payments problem,
which they believed could be alleviated to some extent by mod-
erately higher interest rates in this country. They suggested that
monetary ease had already provided ample liquidity to the
domestic economy and that greater ease would be more likely to
find expression in speculative tendencies and increased outflows
of funds to other countries than in significant stimulation of eco-
nomic expansion. On the other hand, other members of the Com-
mittee emphasized the protracted sluggishness in the domestic
economic situation and the absence of inflationary tendencies.
Also, they felt that small increases in interest rates would be of
little help in dealing with the balance of payments problem.
Hence, these members were inclined toward somewhat more ease
than currently prevailed. A third group, constituting a majority
of the Committee, felt that recent changes in domestic and inter-
national conditions had not yet been so pronounced as to call
for any change at this time in the current Committee policy,
which called for encouraging a moderate further increase in
bank credit and the money supply, while avoiding money market
conditions unduly favorable to capital outflows.

After extensive discussion of these various views, the follow-
ing current economic policy directive was issued to the Federal
Reserve Bank of New York:

In view of the recent stability of economic activity, with a margin of
underutilized resources and an absence of inflationary pressures, it is the
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, It is also the Committee's policy to cushion such unsettle-
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ment in money markets as may stem from international developments of
an emergency or near emergency character.

To implement this policy, operations for the System Open Market
Account during the next 3 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, and Robertson.
Vote against this action: Mr. Hayes.

In voting on the directive, Messrs. Balderston and Fulton indi-
cated that they would have preferred a lesser degree of ease,
while Messrs. Mills and Mitchell indicated they would have pre-
ferred a greater degree of ease. They voted for the directive,
however, on the ground that its wording would permit the degree
of change that they would have preferred.

In voting against the adoption of the directive, Mr. Hayes
called attention to the slightly better performance of the domestic
economy in the recent period, the substantial recent increases in
bank credit, the downward market pressures on interest rates of
all maturities, and the lack of significant progress with regard to
the balance of payments. In his view, with the international bal-
ance of payments problem so pressing, and with the nation's
liquidity so ample, he could see no reason for pursuing a policy
only slightly less easy than at the bottom of a recession nearly 2
years earlier. Accordingly, he advocated making a modest but
definite move toward less ease.

2. Amendment of Authorization and Guidelines for System foreign cur-
rency operations.

The Committee's Guidelines for System Foreign Currency
Operations and its Authorization Regarding Open Market
Transactions in Foreign Currencies (approved on February 13,
1962, and reaffirmed on March 6, 1962) were amended in
minor respects to provide for somewhat greater flexibility of
operations and to provide expressly for reciprocal currency ar-
rangements on a standby basis. The amendment in the Guide-
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lines took the form of deleting certain words in the first para-
graph of Section 2, Exchange Transactions, and inserting two
subsequent paragraphs, with the result that the first three para-
graphs of the Section were changed to read as follows:

System exchange transactions shall be geared to pressures of payments
flows so as to cushion or moderate disequilibrating movements of funds
and their destabilizing effects on U.S. and foreign official reserves and on
exchange markets.

In general, these transactions shall be geared to pressures connected
with movements that are expected to be reversed in the foreseeable fu-
ture; when expressly authorized by the Federal Open Market Committee,
they may also be geared on a short-term basis to pressures connected
with other movements.

Subject to express authorization of the Committee, the Federal Reserve
Bank of New York may enter into reciprocal arrangements with foreign
central banks on exchange transactions ("swap" arrangements), which
arrangements may be wholly or in part on a standby basis.

The changes in the Authorization were in paragraph (1) of
Section III, relating to specific aims of foreign currency opera-
tions. As amended, paragraph (1) provided that such operations
were to be conducted, within the basic purposes set forth in
Section II:

To offset or compensate, when appropriate, the effects on U.S. gold
reserves or dollar liabilities of disequilibrating fluctuations in the inter-
national flow of payments to or from the United States, and especially
those that are deemed to reflect temporary forces or transitional market
unsettlement.

Votes for this action: Messrs. Martin, Hayes, Balderston,
Bryan, Deming, Ellis, Fulton, King, Mills, Mitchell, and
Robertson. Votes against this action: None.

December 4, 1962
Authority 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 Open 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.

December 18, 1962

Authority to effect transactions in System Account.

Information that had become available in the 2 weeks since
the preceding meeting of the Committee confirmed the mixed
picture of the economic situation. The feeling of increased busi-
ness optimism with regard to prospects appeared to be continu-
ing, but evidence of solid additional achievement was still limited.

Retail sales, as expected, proved to be higher in November
than in October; steel output rose; average weekly hours of work
at factories increased; and new orders for machinery advanced
again. Automobile sales continued relatively strong in November
and early December, and stocks of cars in dealers' hands were
low. Early Christmas buying, however, appeared to be somewhat
disappointing. Industrial production in November remained un-
changed, and nonagricultural employment showed no improve-
ment, both being at about midyear levels. Wholesale commodity
price averages continued unchanged.
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Gross national product was estimated at a seasonally adjusted
annual rate of $562 billion to $563 billion for the fourth quarter,
compared with $555 billion in the third quarter. If realized, the
fourth-quarter rate would be 4.5 per cent above a year earlier
and 11 per cent above the preceding cyclical peak in the spring
of 1960.

Bank credit continued to expand vigorously in November, al-
though the rise was less rapid than in the preceding 3 months.
The money supply rose substantially further and apparently con-
tinued upward in early December. Time deposits continued their
rapid rise. Free reserves in the 2 weeks preceding this meeting
were at the lowest level in 2 years, but their decrease apparently
produced no undue restraining effect in central money markets.
Short-term interest rates continued more or less stable, and mem-
ber bank borrowing at the Reserve Banks held around the some-
what higher level reached in November.

A time of year was approaching when seasonal factors, which
for some weeks had been exerting an upward influence on short-
term rates, would normally begin to exert a downward influence.
For this reason, a slightly firmer tone in money markets might
become necessary if the current level of short-term interest rates
were to be maintained.

The balance of payments deficit in November showed a sharp
drop from the record level of October, when certain temporary
factors were at work. In the first half of December the improve-
ment observed in November seemed to continue. Gold and for-
eign exchange markets remained generally calm, and the mone-
tary gold stock had not declined for several weeks.

The shadings of policy preference expressed at this meeting
were relatively limited, with no Committee member recommend-
ing a decisive move in the direction of either more or less mone-
tary ease. There continued to be some differences of opinion,
however, as among policies of slightly more ease, slightly less
ease, or the same degree of ease that had prevailed, the reasons
for these views being largely the same as those expressed at other
recent meetings. At those meetings, several members who sup-
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ported a continuation of prevailing policy had at the same time
expressed the view that a somewhat less easy policy might be
appropriate after the economy had passed the peak of seasonal
credit demand. This now proved to be the majority position.

The majority position took into account the anticipated down-
ward pressures on short-term rates of a seasonal nature, it being
felt that a continuation of the current degree of monetary ease
in an environment of substantial seasonal decline in interest rates
might have unfavorable effects, especially from the standpoint of
the balance of payments. The majority also noted the relatively
high rate of increase in bank reserves in recent weeks and the
degree of liquidity in the economy. In their view, monetary and
credit policy had made a significant contribution to the stimula-
tion of domestic economic expansion.

The position taken by the minority reflected doubt that net
capital outflows would be much affected by some seasonal easing
of U.S. interest rates in the present slightly improved atmosphere
in international financial markets. Those holding this view pre-
ferred to continue undiminished the prevailing financial stimulus
to domestic activity.

To reflect the views of the majority, the current economic
policy directive issued to the Federal Reserve Bank of New York
was modified to read as follows:

It is the current policy of the Federal Open Market Committee to ac-
commodate moderate further increases in bank credit and the money
supply, while aiming at money market conditions that would minimize
capital outflows internationally. This policy takes into account the lack
of any significant improvement in the U.S. balance of payments and the
recent substantial increase in bank credit, but at the same time recognizes
the unsatisfactory level of domestic activity, the continuing underutiliza-
tion of resources, and the absence of inflationary pressures.

To implement this policy, operations for the System Open Market
Account during the next 3 weeks shall be conducted with a view to off-
setting the anticipated seasonal easing of Treasury bill rates, if necessary
through maintaining a firmer tone in money markets, while continuing to
provide moderate reserve expansion in the banking system.
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Votes for this action: Messrs. Martin, Hayes, Balderston,
Ellis, Fulton, King, and Shepardson. Votes against this ac-
tion: Messrs. Bryan, Deming, Mills, Mitchell, and Robertson.

Mr. Robertson, one of those who dissented from the action
taken by the Committee, believed that it would be a mistake to
undertake a firming of the money market simply in order to off-
set anticipated declines in Treasury bill rates. With the pace of
domestic business activity still undesirably slow and short-term
international financial flows less troublesome than earlier, he felt
that it would be appropriate to maintain reserve availability at a
level that would sustain a gradual further monetary expansion
even if some seasonal decline in short-term interest rates
developed.
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RECORD OF POLICY ACTIONS
BOARD OF GOVERNORS

February 13, 1962

Amendment to Regulation N, Relations with Foreign Banks and Bankers.

Effective February 13, 1962, Regulation N was amended to regulate,
as contemplated by statute, the opening and maintenance by Federal
Reserve Banks of accounts with foreign banks, and to provide that
negotiations and agreements, contracts, or understandings entered into
by a Federal Reserve Bank with foreign banks were to be subject to such
authorizations, directions, regulations, and limitations as might be pre-
scribed by the Federal Open Market Committee to the extent necessary
to effectuate the conduct of open market transactions by the Federal
Reserve Banks through such foreign accounts.

Votes for this action: Messrs. Martin, Balderston, Mills,
Shepardson, King, and Mitchell. Vote against this action:
Mr. Robertson.

For some time the Board and the Federal Open Market Com-
mittee had been studying the question of initiating a program
of System operations in foreign currencies. Although the con-
templated transactions would be in the nature of open market
operations subject to the jurisdiction of the Federal Open Market
Committee, they would also involve the opening and mainte-
nance by a Federal Reserve Bank of accounts with foreign
banks; and under Section 14(e) of the Federal Reserve Act
the establishment of such accounts was authorized only "with
the consent or upon the order and direction of the Board
of Governors of the Federal Reserve System and under regula-
tions to be prescribed by said Board." In addition, such trans-
actions would involve relationships and transactions with foreign
banks; and Section 14(g) of the Federal Reserve Act both
required the Board to exercise special supervision over all rela-
tionships and transactions of any kind entered into with foreign
banks and provided that such relationships and transactions
would be subject to such regulations, conditions, and limitations
as the Board might prescribe. Under the law, these responsi-
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bilities of the Board could not be delegated to the Federal Open
Market Committee. However, it appeared that, consistent with
the law, the Board could by regulation consent to the supervision
by the Committee of transactions in foreign accounts to the
extent that they involved open market operations. With the
adoption by the Board of this amendment to Regulation N, the
Federal Open Market Committee authorized a program of
System operations in foreign currencies, as described on pages
54-63 of this ANNUAL REPORT.

Governor Robertson's dissent from the action to amend Regu-
lation N reflected his view that the Federal Reserve System
should not initiate a program of foreign currency operations.
The reasons for that view are described in the record of policy
actions of the Federal Open Market Committee, specifically on
pages 56-57 of this REPORT.

March 21, 1962
Amendment to Regulation U, Loans by Banks for the Purpose of Pur-

chasing or Carrying Registered Stocks.

Effective May 1, 1962, paragraphs (f), (g), and (h) of Section 221.2 of
Regulation U were amended in order to prevent credit that might be
extended by banks under exemptions from the margin requirements and
other requirements of Section 221.1 provided in those paragraphs from
being used to finance transactions in "special cash accounts" under
Section 220.4 of the Board's Regulation T, Credit by Brokers, Dealers,
and Members of National Securities Exchanges.

Votes for this action: Messrs. Martin, Balderston, Mills,
Robertson, Shepardson, and King. Votes against this action:
None.

This action was intended to block a loophole that permitted
so-called "free riding" by speculators through improper use of
"special cash accounts" established pursuant to Section 220.4(c)
of Regulation T. ("Free riding" involves a purchase of securities
in expectation of a rise in the market price before the settlement
date, so that payment may be made from the proceeds of a
consequent profitable sale before that date.) Although the
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Board's authorization of special cash accounts was not intended
to facilitate such transactions, it appeared that certain lenders
were financing their customers' free riding through bank loans
extended under the enumerated paragraphs of Section 221.2,
particularly paragraph (f).

The foregoing amendments had been the subject of a notice
of proposed rule making, published in the Federal Register, and
were adopted by the Board after consideration of relevant views
and arguments received from interested persons.

July 9, 1962

Reduction in margin requirements.

Effective July 10, 1962, the Supplements to Regulation T, Credit by
Brokers, Dealers, and Members of National Securities Exchanges, and
to Regulation U, Loans by Banks for the Purpose of Purchasing or
Carrying Registered Stocks, were amended to reduce the margin require-
ments from 70 per cent to 50 per cent, these requirements to be applicable
both to purchases of securities and to short sales.

Votes for this action: Messrs. Martin, Balderston, Shep-
ardson, King, and Mitchell. Votes against this action: Messrs.
Mills and Robertson.

Margin requirements are established by the Board of Gov-
ernors, pursuant to authority contained in the Securities Ex-
change Act of 1934, "for the purpose of preventing excessive
use of credit for the purchase or carrying of securities." The
present change in the margin requirements was the first since
July 28, 1960, when the requirements were reduced from 90
per cent to 70 per cent.

In making this change, the Board noted that there had been
a sharp reduction in stock market credit in recent weeks, with
an abatement in speculative psychology. In June, bank loans
to customers for the purpose of purchasing or carrying registered
stocks had declined more than 5 per cent to a level of $1.3
billion. Furthermore, preliminary data indicated a decline of
$600 million in borrowing by stock exchange member firms
from banks on customer collateral, the largest monthly decline
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reported in the postwar period. Thus, when final figures became
available for June, a substantial decline would be shown in
customer debit balances and in total stock market customer
credit. In these circumstances, the Board concluded that a
70 per cent margin requirement was not necessary to prevent
the excessive use of credit for the purchase or carrying of
securities.

Governor Mills dissented from this action because in his view
the lower margin requirement would constitute an inducement
for unsophisticated investors to enter the stock market in a
period of unsettled economic and market conditions, with the
result that they would be exposed to possible speculative losses
in their transactions. According to his interpretation, the respon-
sibility of the Board of Governors under the statute for prevent-
ing the "excessive use of credit for the purchase or carrying of
securities" included the responsibility for limiting access to
market trading, through the use of market credit, by individuals
unfamiliar with the risks involved in such practices. He also
was apprehensive that a margin requirement reduction at this
time would be regarded by many as an action on the part of the
Board to give a psychological lift to business that was not based
on a firm foundation, in which event the action could be more
damaging than helpful to business confidence.

Governor Robertson believed the timing of the action was
unwise. He felt that the action, coming on the heels of the
recent break in stock market prices, might serve (1) to encour-
age people to enter the market now, with more borrowed funds
and less of their own—and possibly to their detriment, and
(2) to encourage public belief that adjustments of margin
requirements are made for the purpose of affecting market prices
of stocks, rather than for the purpose specified in the law. The
possible benefits to be derived from action at this moment were,
in his view, insufficient to offset these adverse possibilities.
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July 11, 1962
Amendments to Regulation D, Reserves of Member Banks.

Effective July 28, 1962, Regulation D and the Supplement thereto were
amended in order (1) to make the changes necessary to reflect the termi-
nation of the "central reserve city" classification, (2) to incorporate in
the Regulation the factors considered by the Board in acting upon
requests from individual member banks in reserve cities for permission
to carry the lower reserves applicable to member banks not located in
such cities, and (3) to make certain minor clarifying changes.

Votes for this action: Messrs. Martin, Balderston, Mills,
Robertson, Shepardson, King, and Mitchell. Votes against
this action: None.

Public Law 86-114, approved July 28, 1959, provided among
other things for termination of the classification "central reserve
cities" on July 28, 1962. Accordingly, one purpose of the
present amendments to Regulation D and its Supplement was
to conform them to the law in this respect.

Public Law 86-114 also authorized the Board of Governors
to permit a member bank located in a central reserve or reserve
city (reserve cities only beginning with July 28, 1962) to carry
lower reserves than other member banks in the same city, based
on the character of the bank's business. The previous basis for
acting upon such a request from a member bank had been the
geographical location of the bank concerned within the par-
ticular city. One purpose of the current amendments was to
incorporate into the Regulation factors taken into account by
the Board in considering requests of this kind. The factors
included, but were not limited to, the amount of the member
bank's total assets, the amount of its total deposits, the amount
of its total demand deposits, the amount of its demand deposits
owing to banks, the nature of its depositors and borrowers, the
rate of activity of its demand deposits, the bank's geographical
location within the city, and its competitive position with rela-
tion to other banks in the city. These standards had been the
subject of a notice of proposed rule making published in the
Federal Register, and they were incorporated into the Regulation
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after consideration by the Board of relevant views and arguments
received from interested persons.

Certain minor clarifying amendments also were made to the
Regulation in respect to reserve computation periods and the
counting of vault cash as reserves.

July 11, 1962

Amendment to Rule for Classification of Reserve Cities.

Effective July 28, 1962, a paragraph was added to the Board's 1947
Rule for Classification of Reserve Cities to make possible the termination
of the reserve city designation of certain cities, and certain technical
changes also were made in the Rule.

Votes for this action: Messrs. Martin, Balderston, Mills,
Robertson, Shepardson, King, and Mitchell. Votes against
this action: None.

At the time of the triennial designation of reserve cities effec-
tive March 1, 1957, five cities that did not fall within the
standards of classification as reserve cities under the Board's
1947 Rule for Classification of Reserve Cities were nevertheless
continued as reserve cities at the request of member banks in
those cities, as permitted by the Rule in such circumstances.
The cities were Pueblo, Colorado; Kansas City, Kansas; Topeka,
Kansas; Wichita, Kansas; and Toledo, Ohio. Under the 1947
Rule, as then in effect, member banks in those cities were
entitled to assume that they would have an opportunity to recon-
sider the situation at the time of the triennial review in 1960.
However, on February 10, 1960, the Board suspended until
further notice the provisions of the 1947 Rule calling for trien-
nial reviews. Consequently, it seemed inequitable to require the
designation of the five cities as reserve cities to be continued
indefinitely, if such designation was contrary to the wishes of
member banks in such cities, and it was known that member
banks in some of the cities would now welcome termination of
the reserve city designation.

Accordingly, the Board's Rule was amended to provide that
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in any case in which a city was classified as a reserve city solely
by reason of the continuance of its designation as such, effective
March 1, 1957, pursuant to the request of member banks in
the city, the reserve city designation of such city would be termi-
nated, effective at such time as the Board might prescribe, if
a written request for such termination was received by the
Federal Reserve Bank of the district in which the city was located
from one or more member banks with head offices in such city
and if such request was granted by the Board of Governors.

Subsequent to the amendment of the Board's Rule, requests
for termination of the reserve city designation of Kansas City,
Topeka, and Wichita, Kansas, were received from member banks
in those cities and were approved by the Board.

Certain technical amendments to the Rule for Classification
of Reserve Cities also were necessary because of the termination
of the central reserve city classification on July 28, 1962,
pursuant to the provisions of Public Law 86-114.

September 27, 1962
Amendment to Regulation J, Check Clearing and Collection.

Effective September 27, 1962, Section 210.2(a) of Regulation J was
amended by substituting at two places the term "nonmember banks" for
the term "nonmember State banks."

Votes for this action: Messrs. Balderston, Mills, Robertson,
Shepardson, King, and Mitchell. Votes against this action:
None.

As amended, Section 210.2(a) read as follows:
(a) In pursuance of the authority vested in it under these provisions

of law, the Board of Governors of the Federal Reserve System, desiring
to afford both to the public and to the various banks of the country
a direct, expeditious, and economical system of check collection and
settlement of balances, has arranged to have each Federal Reserve
Bank exercise the functions of a clearing house and collect checks for
such of its member banks as desire to avail themselves of its privileges
and for such nonmember banks and trust companies as may maintain
with the Federal Reserve bank balances sufficient to qualify them
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under the provisions of Section 13 to send items to Federal Reserve
Banks for purposes of exchange or of collection. Such nonmember
banks and trust companies will hereinafter be referred to as non-
member clearing banks.

Prior to this amendment, Section 210.2(a) had referred to
the availability of nonmember clearing accounts to "nonmember
State banks and trust companies." However, the language of
the first paragraph of Section 13 of the Federal Reserve Act
refers to "nonmember banks and trust companies." Circum-
stances had arisen indicating that differences of interpretation
might arise from this difference in terminology, and the Regu-
lation therefore was amended to conform to the language of
the statute.

October 3, 1962

Termination of Regulation F, Trust Powers of National Banks.

Effective September 28, 1962, Regulation F was terminated.

Votes for this action: Messrs. Martin, Balderston, Mills,
Shepardson, and Mitchell. Votes against this action: None.

Public Law 87-722, approved September 28, 1962, repealed
Section l l ( k ) of the Federal Reserve Act and transferred from
the Board of Governors to the Comptroller of the Currency the
authority to grant trust powers to national banks and to regulate
the exercise of such powers. Accordingly, Regulation F was
terminated effective as of the same date. Also effective the same
date, the Comptroller of the Currency issued! a regulation
regarding trust powers of national banks.

October 10, 1962

Amendment to Regulation Q, Payment of Interest on Deposits.

Effective October 15, 1962, Section 217.3(a) of Regulation Q was
amended by the addition of a sentence exempting, for a period of 3 years,
deposits of foreign governments, monetary and financial authorities of
foreign governments when acting as such, or international financial insti-
tutions of which the United States is a member, from the provisions of
the Regulation specifying maximum rates of interest that member banks
of the Federal Reserve System may pay on time deposits.
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Votes for this action: Messrs. Martin, Balderston, Mills,
and Shepardson. Votes against this action: None.

Public Law 87-827 amended Section 19 of the Federal
Reserve Act so as to exempt, for a period of 3 years, deposits
of foreign governments and certain foreign and international
financial institutions from regulation by the Board of Governors
as to rates of interest that member banks may pay on time
deposits. In prospect of the enactment of this legislation, Sec-
tion 217(3)(a) of Regulation Q was amended to conform to
the change in the statute, such amendment to become effective
as of the date of approval of the legislation. The legislation was
subsequently approved October 15, 1962.

The amendment to the law and to Regulation Q related only
to the rates of interest payable on certain foreign time deposits;
such deposits continued to be subject to other requirements of
the law and of Regulation Q, such as restriction on payment of
time deposits before maturity.

Public Law 87-827 included a similar amendment to Section
18(g) of the Federal Deposit Insurance Act, applicable to
deposits in nonmember insured banks.

October 18, 1962
Amendment to Regulation D, Reserves of Member Banks.

Effective as to member banks in reserve cities at the opening of busi-
ness October 25, 1962, and as to other member banks at the opening
of business November 1, 1962, the Supplement to Regulation D was
amended to reduce the reserve requirement against time deposits from
5 per cent to 4 per cent.

Votes for this action: Messrs. Martin, Balderston, Mills,
Shepardson, and Mitchell. Votes against this action: None.

In announcing this reduction of the reserves against time and
savings deposits required to be maintained by member banks
with Federal Reserve Banks, the Board made the following
statement:
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This action will reduce member bank required reserves by an esti-
mated $767 million, $410 million at reserve city banks and $357
million at all other member banks. The release of these reserves,
coming at this time, will assist in meeting the heavy seasonal needs
for reserves that the banking system experiences in the closing months
of the year. In addition, the reserves thus supplied will h§lp in pro-
viding for the longer-term growth in bank deposits needed to facilitate
the expansion of economic activity and trade.

Reserves supplied in this manner substitute for a corresponding
amount of reserves supplied through Federal Reserve purchases of
Government securities in the open market, most of which, because
of the characteristics of the market, would necessarily be in short-term
securities. Thus, this method of supplying reserves will minimize
downward pressures from System purchases upon short-term market
rates, which is desirable in the present circumstances in order to keep
incentives for short-term capital flows abroad from becoming stronger.
In addition, the reduction in the requirement will make reserves avail-
able directly to banks throughout the country, to be used by them as
their own local circumstances dictate to support seasonal or other
changes in earning assets and deposits.

In taking this action, the Board took into account the character of
the growth in deposits at commercial banks this past year. Net
increases in savings and time deposits during 1962 have been com-
paratively large, in response to widespread offering by banks of higher
rates of interest for such deposits. In these circumstances, the Board
felt a lower requirement behind these deposits would be appropriate.

December 20, 1962
Revision of Regulation I, Issue and Cancellation of Capital Stock of

Federal Reserve Banks (title changed from Increase or Decrease of
Capital Stock of Federal Reserve Banks and Cancellation of Old and
Issue of New Stock Certificates).

Effective February 1, 1963, Regulation I was revised in certain tech-
nical respects.

Votes for this action: Messrs. Martin, Balderston, Mills,
Robertson, Shepardson, King, and Mitchell. Votes against
this action: None.

The purposes of the revision of the Regulation were to elimi-
nate obsolete provisions with respect to duties of the Federal
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Reserve Agent; to provide procedures to be followed in case
of merger or consolidation of a member bank with a nonmember
bank, conversion of a national bank into a nonmember bank,
and involuntary termination of membership; and to authorize
the issuance of two stock certificates in order to indicate stock
issued before March 28, 1942. (Under present law, income on
Federal Reserve Bank stock issued on or after March 28, 1942,
is not exempt from Federal income tax.)

This revision had been the subject of a notice of proposed rule
making published in the Federal Register.
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BANK SUPERVISION BY THE FEDERAL RESERVE SYSTEM

Examination of Federal Reserve Banks. The Board's Division
of Examinations examined the 12 Federal Reserve Banks and
their 24 branches during the year as required by JJection 21 of
the Federal Reserve Act. In conjunction with the examination
of the Federal Reserve Bank of New York, the Board's examiners
also made a detailed audit of the accounts and holdings of the
System Open Market Account, operated at that Bank in accord-
ance with policies formulated by the Federal Open Market
Committee, and rendered a report thereon to the Committee.
The techniques and procedures employed by the Board's ex-
aminers were surveyed and appraised by a private firm of cer-
tified public accountants.

Examination of member banks. Although authorized to examine
all member banks, both State and national, as a matter of practice
neither the Federal Reserve Banks nor the Board of Governors
examines national banks because the law charges the Comptroller
of the Currency directly with that responsibility. The Comptroller
makes reports of examinations of national banks available to the
Board of Governors in Washington, and each Federal Reserve
Bank obtains from the Comptroller copies of such reports of
examinations of national banks in its district as it may need.

State member banks are subject to examinations made by
direction of the Federal Reserve Banks of the district in which
they are situated by examiners selected or approved by the Board.
The established policy is to conduct at least one regular examina-
tion of each State member bank, including its trust department,
during each calendar year, with additional examinations if con-
sidered desirable. Wherever practicable, joint examinations are
made in cooperation with the State banking authorities, or alter-
nate independent examinations are made by agreement with State
authorities. The Board of Governors makes available to the
Federal Deposit Insurance Corporation its reports of examination
of State member banks, and the Corporation in turn conducts
examinations of insured nonmember State banks and makes its
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reports available to the Board. All but 40 of the 1,544 State
member banks were examined under the Federal Reserve Sys-
tem's 1962 program.

In its supervision of State member banks, the Board receives,
reviews, and analyzes reports of examination of all State member
banks and coordinates and evaluates the examination and super-
visory functions of the System. In addition, under provisions of
the Federal Reserve Act and other statutes, the Board passes on
applications for admission to membership in the System and for
permission, among other things, to (1) merge banks, (2) form
or expand bank holding companies, (3) establish domestic and
foreign branches, (4) accept drafts or bills of exchange, (5)
establish foreign banking and financing corporations, or (6) in-
vest in bank premises in excess of 100 per cent of a bank's
capital stock. Comments with respect to some of the more
important of these actions appear below.

Federal Reserve membership. At the end of 1962, member
banks accounted for 45 per cent of the number of all commer-
cial banks in the United States and held approximately 84 per
cent of the total deposits in such banks. State member banks
accounted for 18 per cent of the number of all State commercial
banks, occupied 31 per cent of the banking offices, and held
65 per cent of the deposits.

Of the 6,047 member banks of the Federal Reserve System at
the end of 1962, 4,503 were national and 1,544 were State
member banks. There were net declines of 10 and 56, respec-
tively, in these two classes during the year. The declines were
due largely to consolidations, mergers, and withdrawals; 6
national banks converted to nonmember State banks, and 26
State banks withdrew from membership. Membership losses were
partly offset by 63 newly established national and 4 newly
established State member banks, the conversion of 10 non-
member banks to national banks, and the admission of 5 non-
member banks to membership.

At the end of the year member banks were operating 9,404
branches—751 more than at the close of 1961. This increase
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reflected mainly the establishment of 641 de novo branches
but also includes banks that merged into and became branches
of other banks.

Detailed figures on changes in the banking structure for 1962
are shown in Table 19, page 166.

Bank mergers. Under Section 18 (c) of the Federal Deposit
Insurance Act, as amended May 13, 1960, the Board passes
upon each merger, consolidation, acquisition of assets, or assump-
tion of liabilities in which the acquiring, assuming, or resulting
bank is to be a State member bank. Unless the Board finds that
it must act immediately to prevent the probable failure of one
of the participating banks, it must request reports from the
Attorney General, the Comptroller of the Currency, and the
Federal Deposit Insurance Corporation on the competitive fac-
tors involved in each transaction. The Board in turn responds
to requests by the Comptroller or the Corporation for reports
on competitive factors involved when the acquiring, assuming,
or resulting bank is to be a national bank or an insured State
nonmember bank.

During 1962 the Board approved 37 and disapproved 5
mergers, consolidations, acquisition of assets, or assumptions of
liabilities. During the year the Board submitted 94 reports on
competitive factors to the Comptroller of the Currency and 38
to the Federal Deposit Insurance Corporation. As required by
Section 18(c) of the Federal Deposit Insurance Act, a descrip-
tion of each of the 37 cases approved by the Board, together with
other pertinent information, is shown in Table 21 on pages
169-201.

Statements and orders of the Board with respect to all bank
merger and bank holding company applications, whether ap-
proved or disapproved, are released immediately to the press
and the public and are published later in the Federal Reserve
Bulletin. These include comprehensive presentations of the
factors considered, the conclusions reached, and the vote of
each Board member present. Dissenting statements, if any, are
appended.
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Bank holding companies. During 1962, pursuant to Section
3 (a) (1) of the Bank Holding Company Act of 1956, the Board
approved 5 applications for prior approval to become a bank
holding company and denied 2 applications. Pursuant to Section
3 (a) (2) of the Act, the Board approved the acquisition by 7
bank holding companies of voting shares in 16 banks and denied
applications by 3 holding companies with respect to 3 banks.
To provide necessary current information, annual reports for
1961 were obtained from all registered bank holding companies.

During 1962, pursuant to the Banking Act of 1933, the Board
authorized the issuance to holding company affiliates of member
banks of 14 voting permits for general purposes and 6 for limited
purposes. In accordance with established practice, a number of
holding company affiliates were examined by examiners for the
Federal Reserve Banks in whose districts the principal offices of
the holding companies are located.

Section 301 of the Banking Act of 1935 provides that the
term "holding company affiliate" shall not include—except for
the purposes of Section 23A of the Federal Reserve Act which
restricts loans to and loans on or investments in the stock or
obligations of affiliates—any organization that is determined by
the Board not to be engaged, directly or indirectly, as a business
in holding the stock of, or managing or controlling, banks,
banking associations, savings banks, or trust companies. The
Board made such determinations with respect to 20 organizations
during 1962.

Banking Markets Unit. To assist in developing background in-
formation for consideration of bank merger and holding com-
pany applications, the Board has instituted a research program
for analysis of the banking structure and competition. Under this
program the Board of Governors has established a new unit, the
Banking Markets Unit, within its Division of Research and Sta-
tistics. To assist in developing a program of coordinated research
projects, it has also arranged for consultations with academic
authorities in fields relating to banking and industrial organiza-
tion. The object is to stimulate a variety of research projects both

125

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1962



ANNUAL REPORT OF BOARD OF GOVERNORS

inside and outside of the Federal Reserve System in order to pro-
mote understanding of economic influences in banking markets.

Trust powers of national banks. An Act of Congress approved
September 28, 1962 (Public Law 87-722), transferred from the
Board of Governors to the Comptroller of the Currency authority
to grant trust powers to national banks and to regulate the
exercise of such powers, and to regulate common trust funds in
State and national banks subject to the provisions of Section 584
of the Internal Revenue Code.

During 1962 the Board granted to 51 national banks authority
to exercise one or more trust powers under the provisions of
Section 11 (k) of the Federal Reserve Act. This number includes
the grant of additional powers to 9 banks that previously had
been granted certain trust powers. Three national banks acquired
trust powers as a result of consolidation, and trust powers of 23
national banks were terminated, 21 by consolidation or merger
and 2 by voluntary liquidation. On September 28, 1962, 1,785
national banks held permits to exercise trust powers issued by
the Board.

Foreign branches of member banks. At the end of 1962, 10 mem-
ber banks had in active operation a total of 145 branches in
39 foreign countries and overseas areas of the United States: 5
national banks were operating 111 of these branches, and 5 State
member banks were operating 34. The branches were located
as follows:

Latin America 66 Dominican Republic 2
Argentina 15 Uruguay 2
Bahamas 2 Venezuela 4
Brazil 15 Virgin Islands (British) . . 1
Chile . 2 continental Europe 9
Colombia ; • f Belgium 2
f>™*or • • } France 3
Ja m? l c a • \ Germany 2
Mexico 4 Jtal * j
£ a n a m a I Netherlands 1
Paraguay 3
Peru 1 England 14
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Africa 3 Pakistan 2
Liberia 1 Philippines 5
Nigeria 2 Singapore 2

K1 v , o Thailand 1
Near East 3

Lebanon 2 U.S. Overseas Areas and
Saudi Arabia . 1 Trust Territories 23

v - < T7 Canal Zone 2
Far East 27 G u a m !G u a m !

Hong Kong 2 P u e r t 0 R i c o 1 5

\ndm 3 Truk Islands 1
^ P a n J0 Virgin Islands 4
Malaya 1 &

Okinawa 1 Total 145
Under the provisions of the Federal Reserve Act (Section 25

as to national member banks and Sections 9 and 25 as to State
member banks), the Board during 1962 approved 21 applica-
tions made by member banks for permission to establish branches
in foreign countries.

During the year a member bank opened a branch in Amster-
dam, The Netherlands; another opened a branch in Santo
Domingo, Dominican Republic; and a third opened a branch
in London, England. A fourth opened branches in Brussels,
Belgium; Santo Domingo, Dominican Republic; Hong Kong,
Colony of Hong Kong; Madras, India; Milan, Italy; and Asun-
cion, Paraguay. One of these branches had been authorized
before 1962.

Acceptance powers of member banks. Under the provisions of
Section 13 of the Federal Reserve Act, the Board approved dur-
ing the year applications of 5 member banks for permission to
accept drafts or bills of exchange drawn for the purpose of
furnishing dollar exchange as required by the usages of trade
in such countries, dependencies, or insular possessions of the
United States as may have been designated by the Board of
Governors.

Foreign banking and financing corporations. At the end of 1962
there were 4 corporations operating under agreements with the
Board pursuant to Section 25 of the Federal Reserve Act relating
to investment by member banks in the stock of corporations

127

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1962



ANNUAL REPORT OF BOARD OF GOVERNORS

engaged principally in international or foreign banking. One
"agreement" corporation had ceased operations upon the acquisi-
tion of its assets and assumption of its liabilities by a newly or-
ganized banking corporation operating under the provisions
of Section 25(a).

During the year examiners for the Board examined 4 "agree-
ment" corporations with head offices in New York. Two of these
each has an English fiduciary affiliate. Another has a branch in
England and owns the stock of 2 banks organized under the
laws of, and operating in, Liberia and the Republic of South
Africa, and a trust company organized under the laws of the
Bahamas. The fourth is a national member bank in the Virgin
Islands, which is owned by a State member bank in Philadelphia
and which operates as an "agreement" corporation.

During 1962, under the provisions of Section 25 (a) of the
Federal Reserve Act, the Board issued final permits to 10 cor-
porations to engage in international or foreign banking or other
international or foreign financial operations. There were 5 new
foreign banking corporations and 6 new foreign financing cor-
porations that commenced operations in 1962; 3 of the 11 had
received final permits in 1961. At the end of 1962 there were
22 corporations in active operation under Section 25(a); 10 of
these are "banking corporations," and 12 are "financing corpora-
tions." Of these corporations, 17 have home offices in New York
City, 1 in Boston, 2 in Philadelphia, and 2 in Chicago. Ex-
aminers for the Board of Governors examined 19 of the corpo-
rations during the year.

Fourteen of these corporations have no subsidiaries or foreign
branches. One has a Canadian subsidiary, a branch in France,
and an English fiduciary affiliate that has a branch in Canada.
Another owns the stock of a bank organized under the laws of,
and operating in, the Republic of South Africa, a trust company
organized under the laws of the Bahamas, and a Brazilian corpo-
ration that holds stock of a Brazilian bank. Another operates
branches in France, Germany, Guatemala, Hong Kong, Lebanon,
Malaya, and Singapore; it also has an agency in Guatemala and
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owns substantially all of the stock of a bank organized under the
laws of, and operating in, Italy. One has a subsidiary organized
under the laws of Panama with headquarters in Bermuda; one
has an Argentine finance company subsidiary; one has a
Bahaman subsidiary; and another has a French investment
banking subsidiary.

Bank Examination School. In 1962 one of the two sessions of
the School for Examiners and three of the four sessions of the
School for Assistant Examiners were conducted within the frame-
work of the Inter-Agency Bank Examination School, established
in 1952 by the three Federal bank supervisory agencies. Follow-
ing the withdrawal of the Office of the Comptroller of the Cur-
rency from the jointly operated educational program in the latter
part of the year, the name of the school was changed to Bank
Examination School, under which title it continues to be con-
ducted in Washington by the Board of Governors of the Federal
Reserve System and the Federal Deposit Insurance Corporation.

Since the establishment of this program in 1952, 1,960 men
have attended the various sessions. This number includes repre-
sentatives of the Federal bank supervisory agencies; another
Federal agency; the State Banking Departments of California,
Connecticut, Indiana, Louisiana, Maine, Michigan, Mississippi,
Montana, Nebraska, New Hampshire, New Jersey, New Mexico,
New York, North Dakota, Ohio, Oklahoma, Oregon, Pennsyl-
vania, Rhode Island, Virginia, and Washington; the Treasury
Department of the Commonwealth of Puerto Rico; and two
foreign countries.

LEGISLATION ENACTED

Exemption of interest on foreign time deposits. The Act of Con-
gress approved October 15,1962 (Public Law 87-827), amended
Section 19 of the Federal Reserve Act (12 U.S.C. 371b) to
exempt for 3 years deposits of foreign governments and certain
foreign institutions from regulation by the Board of Governors
of the Federal Reserve System as to rates of interest that member
banks may pay on time deposits. The Act included a similar
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amendment to Section 18 (g) of the Federal Deposit Insurance
Act (12 U.S.C. 1828 (g)) with respect to such deposits in non-
member insured banks.

Powers of foreign branches of national banks. By Act: of Congress
approved August 15, 1962 (Public Law 87-588), Section 25 of
the Federal Reserve Act (12 U.S.C. 601 et seq.) was amended
to authorize the Board of Governors of the Federal Reserve Sys-
tem, by regulation, to permit foreign branches of national banks
to exercise such further powers, with certain exceptions, as may
be usual in connection with the transaction of the business of
banking in the places where such branches operate.

Authority over trust powers of national banks. The Act of Con-
gress approved September 28, 1962 (Public Law 87-722),
vested authority over trust powers of national banks in the
Comptroller of the Currency and repealed Section 11 (k) of
the Federal Reserve Act (12 U.S.C. 248 (k ) ) , which had placed
such authority in the Board of Governors of the Federal Reserve
System. Also, Section 584 of the Internal Revenue Code was
amended to provide that future tax benefits for common trust
funds would be derived by compliance with rules and regulations
of the Comptroller of the Currency pertaining to the collective
investments of trust funds by national banks.

Authority for Federal Reserve branch bank buildings,, The Act of
Congress approved August 31, 1962 (Public Law 87-622),
amended Sections 3 and 10 of the Federal Reserve Act (12
U.S.C. 521, 522) so as to require a Federal Reserve Bank to
obtain the approval of the Board of Governors of the Federal
Reserve System before contracting for the erection of a branch
bank building, and to increase from $30 million to $60 million
the aggregate amount that may be expended for such buildings.

Extension of authority of Federal Reserve Banks to purchase Govern-
ment obligations. By Act of Congress approved June 28, 1962
(Public Law 87-506), the authority of Federal Reserve Banks
under Section 14(b) of the Federal Reserve Act (12 U.S.C.
355) to purchase and sell direct or fully guaranteed obligations
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of the United States directly from or to the United States was
extended until June 30, 1964.

Extension of Defense Production Act of 1950. An Act of Congress
approved June 28, 1962 (Public Law 87-505), extended until
June 30, 1964, the termination date of the Defense Production
Act of 1950 (50 U.S.C. App. 2166), Section 301 of which is
the basis for guarantees of loans for defense production.

Bank Service Corporation Act. The Act of Congress approved
October 23, 1962 (Public Law 87-856), authorized banks that
are subject to examination by either the Comptroller of the
Currency, the Federal Deposit Insurance Corporation, or the
Board of Governors of the Federal Reserve System, as the case
may be, to invest—subject to limitation—in bank service corpo-
rations furnishing data-processing or other clerical, bookkeeping,
or statistical services for banks. In addition, the Act conditioned
the performance of bank services for Federally supervised banks,
either by a bank service corporation or by others, upon the
furnishing of assurances that the performance thereof will be
subject to regulation and examination by the appropriate Federal
banking agency.

Real estate and construction loans by national banks. By Act of Con-
gress approved September 28, 1962 (Public Law 87-717), Sec-
tion 24 of the Federal Reserve Act (12 U.S.C. 371) was
amended to increase from 60 to 70 per cent the proportion of
a national bank's time deposits that may be invested in real
estate loans, and to increase from 9 to 18 months the permissible
maturity of their construction loans on residential and farm build-
ings.

PROPOSED AMENDMENTS
TO THE BANK HOLDING COMPANY ACT

The Board is required by Section 5(d) of the Bank Holding
Company Act of 1956 (12 U.S.C. 1844) to include in its
ANNUAL REPORT to Congress any recommendations for changes
in that Act that the Board thinks would be desirable. In a special
report submitted to Congress on May 7, 1958, and published
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in the Federal Reserve Bulletin of July 1958, the Board recom-
mended a number of amendments that would enhance the effec-
tiveness of the Act, facilitate its administration, and clarify
ambiguities. The Board believes that the suggested amendments
(with the exception of Recommendation 15, which was with-
drawn in the Board's ANNUAL REPORT for 1960) merit early
congressional consideration and legislative action.

The Board particularly emphasizes the desirability of prompt
amendment of the Holding Company Act in the following
respects:

1. The present definition of "bank holding company" covers
only situations involving 2 or more banks. In the Board's judg-
ment, this definition is not adequate to control certain potential
evils toward which the Act is directed, in that it permits common
corporate control of banking and nonbanking interests. Accord-
ingly, the Board reiterates its recommendation (1958 Special
Report, Recommendation 1) that the Act be amended to subject
a corporation to regulation as a bank holding company if it
controls 25 per cent or more of the stock of a single bank.

2. The Act exempts a company that was registered under
the Investment Company Act of 1940 before May 15, 1955,
and certain of its related corporations. As pointed out in Recom-
mendation 7 of the 1958 Special Report, this exemption has no
logical basis. It has been actively utilized to expand a bank hold-
ing company system, free from regulatory control, in a manner
inconsistent with the basic principles of the Bank Holding Com-
pany Act. The Board therefore urges prompt amendment of the
Act to eliminate this unwarranted exemption.

The Act also excludes from its coverage (a) companies with
most of their resources "in the field of agriculture" and (b) com-
panies "operated exclusively for religious, charitable, or educa-
tional purposes." However, the principal dangers with which the
statute is concerned—unregulated expansion of corporate owner-
ship of banks and ownership of banking and nonbanking interests
by the same organization—are not obviated by the fact that a
holding company is engaged chiefly in agriculture or is operated
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for religious, charitable, or educational purposes. Accordingly,
these exemptions also should be repealed.

3. In administering the Act the Board has confirmed its view
(explained in Recommendation 23 of the 1958 Special Report)
that Section 6 of the Act should be repealed or, at least, amended.
That provision, broadly speaking, prohibits intrasystem invest-
ments and extensions of credit by banks in holding company
systems. This constitutes a severe and, in the Board's judgment,
an unnecessary restriction upon the operations of banks con-
trolled by holding companies, and therefore should be repealed
or amended as soon as possible.

4. Before enactment of the Bank Holding Company Act of
1956, Federal regulation of bank holding companies was based
principally on provisions of the Banking Act of 1933 relating to
"holding company affiliates." As pointed out in Recommendation
25 of the 1958 Special Report, the effectiveness of the laws
relating to holding company affiliates is open to question and it
is doubtful whether, in view of the enactment of the Bank Hold-
ing Company Act, these laws are sufficiently useful to justify
their retention. Eliminating them would remove the confusion
and the administrative burden that result from the existence of
two sets of laws relating to the same general subject but based
on different definitions of what constitutes a holding company.

LITIGATION

The Continental Bank and Trust Company, Salt Lake City, Utah.
On May 3, 1962, the U.S. Court of Appeals for the District of
Columbia unanimously affirmed the U.S. District Court's orders
(1) dismissing, on procedural grounds, a suit against the Board
wherein The Continental Bank and Trust Company had chal-
lenged the Board's statutory authority to require changes in the
capital structure of a member bank and (2) denying a motion
to alter, amend, or vacate the judgment of dismissal.

A hearing at which the bank was required to show cause why
its membership in the System should not be forfeited (ANNUAL
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REPORT for 1961, pages 114-15) was ordered by the Board sub-
sequent to the U.S. District Court's dismissal of the case and
prior to the bank's appeal. That hearing, which the Board had
postponed until after the Court of Appeals decision, was held
before a hearing examiner on October 29, 1962, at the Federal
Reserve Bank of San Francisco. During the hearing the bank sub-
mitted a plan for increasing its capital accounts. Also received in
evidence was a letter from the Board of Governors to the bank
stating that consummation of the plan would constitute sufficient
cause for terminating the administrative proceeding.

Thereafter, on October 30, 1962, the Board ordered the
capital adequacy proceeding terminated on condition that by
the end of 1962 or a reasonable period of time thereafter the
bank shall have furnished satisfactory evidence of substantial
accomplishment of the plan to increase its capital accounts. The
Board's order specified that if the bank failed to furnish such
evidence, the October 30 order would be deemed to be of no
effect and the Board might re-open the record of the show-cause
hearing or take such other action as might be appropriate under
existing circumstances. By letter of January 2, 1963, the Presi-
dent of the bank advised the Board that the bank had complied
with the terms of the plan it had submitted.

Whitney Holding Corporation, New Orleans, Louisiana. In May 1962
the Board approved, under Section 3 ( a ) ( l ) of the Bank Holding
Company Act, the acquisition by this company of substantially
all of the voting stock of the Crescent City National Bank, New
Orleans (a proposed new bank into which the existing Whitney
National Bank of New Orleans would be consolidated), and
of the Whitney National Bank in Jefferson Parish. Louisiana (a
proposed new bank).

On June 30, 1962, the Bank of New Orleans and Trust Com-
pany and the Guaranty Bank and Trust Company located, respec-
tively, in the Parish of Orleans and Lafayette Parish, Louisiana,
filed in the U.S. Court of Appeals for the Fifth Circuit (New
Orleans) a petition for review of the Board's order permitting
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the aforementioned acquisitions by Whitney Holding Corporation.
Later, the same banks obtained an order from the U.S. District

Court for the District of Columbia permanently enjoining the
Comptroller of the Currency from issuing a certificate authoriz-
ing Whitney National Bank in Jefferson Parish to open for
business. No date has been set for arguments on the appeal from
the Board's order.

First Oklahoma Bancorporation, Oklahoma City, Oklahoma. An appeal
was filed in the U.S. Court of Appeals for the Tenth Circuit
(Denver, Colorado) from a November 30, 1962, order of the
Board, under the Bank Holding Company Act, approving a pro-
gram whereby First Oklahoma Bancorporation, Inc., would
become a bank holding company through the acquisition of
stock of The First National Bank and Trust Company of Okla-
homa City and The Idabel National Bank, Idabel, Oklahoma.
The appeal was taken by 2 banks that had participated in the
Board's public hearing in this case. Simultaneously with the filing
of their appeal, the banks sought unsuccessfully a stay of the
Board's order approving Bancorporation's acquisition of stock
of the 2 Oklahoma banks. Bancorporation was permitted to
intervene in the appeal and has filed a motion to dismiss it.
Arguments on the appeal are expected to be held early in 1963.

Northwest Bancorporation, Minneapolis, Minnesota. In June 1962,
the U.S. Court of Appeals for the Eighth Circuit (St. Louis,
Missouri) unanimously affirmed the Board's action in denying an
application by Northwest Bancorporation, a registered bank
holding company, for approval of Bancorporation's acquisition of
stock of the First National Bank of Pipestone, Minnesota. The
Court's affirmance of the Board's action was accompanied by an
extensive opinion relating in part to the scope of the Board's
powers and discretion under the Act.

RESERVE BANK OPERATIONS

Earnings and expenses. Current earnings, current expenses, and
the distribution of net earnings of each Federal Reserve Bank
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during 1962 are shown in detail in Table 7 on page 154, and
a condensed historical statement is shown in Table 8 on page
156. The accompanying table summarizes the earnings, the
expenses, and the distribution of net earnings for 1962 and 1961.

EARNINGS, EXPENSES, AND DISTRIBUTION OF N E T EARNINGS
OF FEDERAL RESERVE BANKS, 1962 AND 1961

(In thousands of dollars)

Item 1962 1961

Current earnings.
Current expenses.

1,048,508
176,136

941,648
161,275

Current net earnings.

Net deductions from (-) or additions to
current net earnings *

872,372

-56

780,373

3,482

Net earnings before payments to Treasury.

Dividends paid
Paid Treasury (interest on F. R. notes).

872,316

27,412
799,366

783,855

25,570
687,393

Transferred to surplus. 45,538 70,892

i Includes net profits on sales of U.S. Govt. securities of $1,990,000 in 1962 and $3,466,000 in 1961.

Current earnings of $1,049 million in 1962 were 11 per cent
more than in 1961, reflecting increases of $102 million on U.S.
Government securities and of $2 million on discounts and ad-
vances due mainly to a rise in average holdings. In addition, earn-
ings on foreign currencies amounted to $4 million. Current
expenses of $176 million were about 9 per cent higher than in
1961. Current net earnings amounted to $872 million, 12 per
cent more than in 1961.

The effect on current net earnings of profit and loss additions
and deductions was negligible. Net earnings before payments to
the Treasury totaled $872 million, an increase of 11 per cent
from 1961.

Statutory dividends to member banks amounted to $27 mil-
lion, about $2 million more than in 1961. This rise reflected an
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increase in the capital and surplus of member banks and a con-
sequent increase in the paid-in capital of the Federal Reserve
Banks.

Payments to the Treasury as interest on Federal Reserve notes
amounted to $799 million, 16 per cent more than in 1961. The
remaining $46 million of net earnings was added to Reserve
Bank surplus accounts in order to bring them up to the level of
subscribed capital.

Expenses of the Federal Reserve Banks include costs of $9,415
for 37 regional meetings in connection with the Treasury Depart-
ment Savings Bond program.

Holdings of loans and securities. Average daily holdings of loans
and securities during 1962 amounted to $29,703 million, reflect-
ing increases over 1961 of $2,131 million in holdings of U.S.
Government securities and of $54 million in discounts and
advances. The average rate of interest on Government securities

RESERVE BANK EARNINGS ON LOANS AND SECURITIES, 1960-62

Item and year

Average daily holdings:1

I960
1961
1962

Earnings:
I960
1961
1962

Average rate of interest:
I960
1961
1962

Total
Discounts

and
advances

Accept-
ances

U.S.
Government

securities

In millions of dollars

26,847
27,517
29,703

1,103
941

1,045

438
83

137

17
3
4

39
41
42

1.4
1.2
1.3

26,371
27,393
29,524

1,085
938

1,039

In per cent

4.11
3.42
3.52

3.80
3.01
3.02

3.60
2.83
2.97

4.11
3.42
3.52

1 Based on holdings at opening of business.
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increased slightly, from 3.42 to 3.52 per cent; the rate on dis-
counts and advances remained about the same. The accompany-
ing table shows holdings, earnings, and average interest rates on
loans and securities held by the Federal Reserve Banks during the
past 3 years.

Volume of operations. Table 10 on page 158 shows the volume
of operations in the principal departments of the Federal Reserve
Banks for 1959-62. The volume of checks handled! continued to
rise and reached a new record high in 1962. Some of the manual
burden of processing these checks was relieved by converting
part of this work to electronic check-handling equipment. By the
end of the year 9 Federal Reserve Banks and 3 branches were
using such equipment.

The number of issues, redemptions, and exchanges of U.S.
Government securities was the highest since 1957, and the
dollar value of these transactions reached a new peak.

The number of pieces of currency received and. counted and
the aggregate dollar value thereof increased—approximating the
1960 level of activity. Coin received and counted also increased
in aggregate dollar value but declined in number, reflecting a
continuing shortage of coin; most of the shortage in 1962 was
in minor coin. The dollar value of discounts and advances in-
creased moderately but was still much lower than the 1959-60
level.

Loan guarantees for defense production. Under the Defense Pro-
duction Act of 1950, the Departments of the Army, Navy, Air
Force, Commerce, Interior, Agriculture, the Defense Supply
Agency of the Department of Defense, the General Services
Administration, the National Aeronautics and Space Administra-
tion, and the Atomic Energy Commission are authorized to
guarantee loans for defense production made by commercial
banks and other private financing institutions. The Federal Re-
serve Banks act as fiscal agents of the guaranteeing agencies
under the Board's Regulation V.

During 1962 the agencies authorized the issuance of 14
guarantee agreements covering loans totaling $49 million. Loan
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authorizations outstanding on December 31, 1962, totaled $177
million, of which $147 million represented outstanding loans and
$30 million additional credit available to borrowers. Of total
loans outstanding, 74 per cent on the average was guaranteed.
During the year approximately $235 million was disbursed on
guaranteed loans, most of which are revolving credits.

Authority for the V-loan program, unless extended, will
terminate on June 30, 1964.

Foreign and international accounts. Assets held for foreign account
at the Federal Reserve Banks increased by $1,577 million in
1962. At the end of the year they amounted to $18,746 million:
$10,896 million of earmarked gold; $6,990 million of U.S.
Goverment securities (including securities payable in foreign
currencies); $247 million in dollar deposits; $86 million of
bankers' acceptances purchased through Federal Reserve Banks;
and $527 million of miscellaneous assets. The latter item includes
mainly dollar bonds issued by foreign countries and international
organizations. Assets held for international organizations rose
by $894 million to $8,029 million.

New accounts were opened in 1962 in the names of the
central banks of Jamaica, Laos, Spain, and Syria.

The gold collateral loan of $15 million outstanding at the
beginning of the year was repaid. New arrangements—including
a standby commitment—amounted to $96 million, of which
$1 million was outstanding at the end of the year. Loans on
gold are made to foreign monetary authorities to help them
meet dollar requirements of a clearly temporary nature.

The Federal Reserve Bank of New York continued to act as
depositary and fiscal agent for international organizations. As
fiscal agent of the United States, the Bank continued to operate
the Exchange Stabilization Fund pursuant to authorization and
instructions of the Secretary of the Treasury. Also on behalf of
the Treasury Department, it continued to administer foreign
assets control regulations pertaining to assets in the United States
of Communist China and North Korea and their nationals, and
transactions with those countries and their nationals.
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Pursuant to the decision of the Federal Open Market Com-
mittee on February 13, 1962, to extend the scope of its opera-
tions to include operations in foreign exchange, the Federal Re-
serve Bank of New York opened accounts with the central banks
of Austria, Belgium, Germany, Italy, the Netherlands, Switzer-
land, and with the Bank for International Settlements. Accounts
were already in existence with the central banks of Canada,
France, and England. In connection with the reciprocal currency
agreement with the National Bank of Belgium, the Federal Re-
serve Bank of New York also opened an account with the Societe
Nationale de Credit a l'lndustrie in order to be able to place
Belgian franc funds in an interest-bearing deposit account (guar-
anteed by the National Bank of Belgium).

System operations in foreign currencies during 1962 are
described on pages 39-44.

Bank premises. During the year the Board authorized the con-
struction of an addition to the Federal Reserve Bank building
in Atlanta.

BOARD OF GOVERNORS—INCOME AND EXPENSES

The accounts of the Board for the year 1962 were audited by
the public accounting firm of Haskins & Sells.

ACCOUNTANTS' OPINION

Board of Governors
of the Federal Reserve System:

We have examined the balance sheet of the Board of Governors of the
Federal Reserve System as of December 31, 1962 and the related state-
ment of assessments and expenditures for the year then ended. Our ex-
amination was made in accordance with generally accepted auditing stand-
ards, and accordingly included such tests of the accounting records and
such other auditing procedures as we considered necessary in the
circumstances.

In our opinion, the accompanying financial statements present fairly
the financial position of the Board of Governors of the Federal Reserve
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System at December 31, 1962 and its assessments and expenditures for
the year then ended, in conformity with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.

Haskins & Sells
Washington, D. C.
January 23, 1963

BALANCE SHEET, DECEMBER 31, 1962

ASSETS

OPERATING FUND:
Cash $ 736,715
Miscellaneous receivables and travel advances 12,231
Stockroom and cafeteria inventories—at cost 20,669

Total operating fund 769,615

PROPERTY FUND—At cost:
Land and improvements 792,852
Building 4,063,017
Furniture and equipment 666,524

Total property fund 5,522,393

TOTAL $6,292,008

LIABILITIES AND FUND BALANCES

OPERATING FUND :
Current liabilities:

Accounts payable and accrued expenses $ 279,556
Income taxes withheld 213,561
Accrued payroll 108,572 $ 601,689

Fund balance:
Balance, January 1, 1962 336,710
Excess of expenditures over assessments for the year.. 168,784 167,926

Total operating fund 769,615

PROPERTY FUND:
Fund balance, January 1,1962 5,411,147
Expenditures for additions 123,572
Property adjustments and disposals (12,326)

Total property fund 5,522,393

TOTAL $6,292,008
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STATEMENT OF ASSESSMENTS AND EXPENDITURES

FOR THE YEAR ENDED DECEMBER 31, 1962

ASSESSMENTS LEVIED ON FEDERAL RESERVE BANKS:

For Board expenses and additions to property $ 6,654,900
For expenditures made on behalf of the Federal Reserve Banks.... 6,635,364

Total assessments 13,290,264

EXPENDITURES:
For printing, issue and redemption of Federal Reserve notes,

paid on behalf of the Federal Reserve Banks 6,635,364
For expenses of the Board:

Salaries $4,475,576
Retirement and insurance contributions 658,719
Traveling expenses 356,373
Economic surveys:

Consumer Buying Intentions 97,528
Consumer Finances 90,000
Other 19,183

Chain banking survey 10,839
Legal, consultant and audit fees 71,218
Other contractual services 72,011
Printing and binding—net 234,747
Equipment and other rentals 199,572
Telephone and telegraph 109,354
Postage and expressage 73,349
Stationery, office and other supplies 58,453
Heat, light and power 55,302
Operation of cafeteria—net 50,250
Repairs, maintenance and alterations 24,142
Books and subscriptions 20,297
Insurance 1,974
Miscellaneous—net 20,725 6,700,112

For property additions 123,572

Total expenditures 13,459,048

EXCESS OF EXPENDITURES OVER ASSESSMENTS FOR THE YEAR $ 168,784
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1 Q A ^ was another year of expansion in domestic economic
A J/\J*D activity and of broad stability in commodity prices.
Business and consumer incomes rose further and were at new
high levels. The deficit in the U.S. balance of payments was re-
duced somewhat, reflecting a marked improvement in the last
half of the year, and during this period the position of the dollar
in foreign exchange markets strengthened.

There also was a large expansion of credit and a further sub-
stantial growth in financial savings, particularly in liquid form.
The money supply—demand deposits and currency in the hands
of the public—rose by nearly 4 per cent, and time and savings
deposits at commercial banks by 15 per cent. Despite large sup-
plies of funds, most types of interest rates increased, particularly
in the short-term area. Although the increases were moderate,
they contributed to the improvement in the balance of payments.

The performance of the economy during the year was marred
by the persistence of high unemployment. There was also less-
than-optimum utilization of a steadily expanding industrial
capacity. Although employment increased considerably, the rise
was only enough to absorb the growth in the civilian labor force.
As a result, the rate of unemployment continued within the
range of 5.5 to 6 per cent of the civilian labor force.

It was of continuing concern that the number of persons out
of work for 15 weeks or longer was only slightly smaller than a
year earlier and that unemployment among young workers in-
creased further. On the other hand, along with the increases in
industrial employment there was some decline in unemployment
among adult males, and the number of major geographical areas
with substantial labor surpluses declined.

Gross national product in the fourth quarter advanced to an
annual rate of $600 billion, 6 per cent higher than a year earlier.
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In constant dollars the rise was just over 4 per cent;. Industrial
production also rose substantially, with most of the gain concen-
trated in the first half of the year. In December, production
was nearly 7 per cent higher than at the end of 1962.

Increases in expenditures in 1963 were widespread and well
balanced, with no exceptionally large increases in any of the
major sectors. Business inventory investment, often a source of
disruptive swings in the economy, followed a relatively stable
course, despite the large fluctuations in steel stocks growing out
of the threat of a steel strike in the first half. Total inventories
accumulated at a somewhat faster rate in the fourth quarter, but
stock-sales ratios continued low by historical standards.

Business outlays for fixed capital increased moderately to a
new high late in the year, stimulated by expanding sales, wide-
spread confidence in the business outlook, and growing expecta-
tions of a general reduction in taxes. New high levels of corporate
profits and large retained earnings facilitated the increased out-
lays. The investment tax credit and the Treasury's revised depre-
ciation guidelines, effective in 1962, were also stimulating in-
fluences. Stock prices rose to a new high at the year-end.

Utilization of capacity at less-than-optimum rates in many
manufacturing industries tended to limit capital expansion pro-
grams to moderate proportions and helped to maintain active
competition and general price stability. In contrast to the 1955-
57 period of marked expansion in capacity, such programs in
1963 were not outrunning growth in the economy. Technological
developments and strong competitive pressures for moderniza-
tion and replacement of productive facilities continued to be im-
portant factors in industrial investment.

Residential construction activity increased considerably in
1963 as multifamily building continued to rise. New housing units
started during the year reached a near-record 1.6 million, nearly
a tenth more than in 1962. Mortgage funds were readily available
at rates below those of a year earlier.

Consumer purchases of goods and services increased about in
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line with disposable income, which rose 5 per cent from the
fourth quarter of 1962. Purchases of durable goods were espe-
cially strong, with those of new automobiles at a new high. This
high, however, must be considered in the light of the substantial
rise in population and income since the previous automobile sales
record in 1955.

Along with the increase in sales of automobiles and other
durable goods, there was a large expansion in consumer instal-
ment credit, but this was not accelerated by any marked lengthen-
ing in automobile contract maturities, as in 1955. The proportion
of consumer income devoted to repayments on instalment debt
rose to a new high, but there was little evidence of rising delin-
quencies or of other signs of over-commitment.

Government demands again contributed importantly to in-
creased economic activity during 1963. State and local govern-
ment expenditures accounted for most of the increased demands,
as payrolls and highway and other construction expenditures ex-
panded further. Federal purchases of goods and services con-
tinued to rise rapidly in the first quarter, then leveled off.

Wage increases in 1963 generally continued moderate and
about in line with average gains in output per manhour in manu-
facturing. The productivity advances were unusually large for the
third year of a cyclical expansion. Reflecting the net effect of the
changes in earnings and productivity, total labor costs per unit
of output continued to show little change. Average hourly earn-
ings of production workers in manufacturing rose about 3 per
cent over the 1962 average. Despite some severe tests, industrial
relations were relatively peaceful, and time lost because of labor
disputes was not greatly above the postwar low in 1961.

Moderate wage settlements, along with the sustained gains
in productivity, ample industrial capacity, and active competition
from at home and abroad, were reflected in continuing stability
in most broad measures of prices. Such increases in wholesale
prices as did occur reflected developments in particular markets
more than the general pressures of aggregate demand. The in-
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dustrial price average rose fractionally between spring and the
year-end, but was still nearly 1 per cent below early 1960. Con-
sumer prices continued to edge up at about the rate of other re-
cent years. At the end of 1963 the combined index was 1.7 per
cent higher than it was a year earlier. Prices of services showed a
somewhat larger advance; prices of nonfood commodities a
somewhat smaller one.

The money supply increased by 3.8 per cent during the
year. This was a substantially faster rate of growth than in 1962,
but less than the increase in GNP. Turnover of money increased
further. At the same time there was a substantial growth in other
liquid assets. Public holdings of all liquid assets rose faster than
GNP, and the ratio of these holdings to GNP—already high—
increased further instead of declining as it usually does in an
extended period of business expansion.

Net funds raised in credit markets in 1963 amounted to $61
billion, eclipsing the record of $58 billion in 1962. The increase
in outstanding security issues of corporations, both domestic and
foreign, and of State and local governments combined was some-
what larger than in 1962. The major growth in borrowing, how-
ever, occurred in mortgages, which increased by a record $30
billion or about $4.5 billion more than in 1962, and in short-term
loans of consumers, foreigners, and businesses.

To finance a cash deficit of $4.6 billion during the calendar
year—a somewhat smaller deficit than in 1962—the U.S. Gov-
ernment undertook net new cash borrowings of nearly this
amount, to a large extent in the form of Treasury bills. The
Treasury also refunded existing and maturing debt into longer-
term issues, with the result that the average maturity of the debt
lengthened somewhat, to the longest term since 1958.

Commercial bank credit increased by 8 per cent during the
year, a little less than in 1962 and about the same as in 1961.
There was another marked increase in loans, with growth in
business loans accelerating after midyear. Investments increased
only moderately, as commercial banks liquidated U.S. Govern-
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ment securities while continuing to acquire record amounts of
State and local government obligations.

Expansion of bank credit during the year reflected a generally
stimulative monetary policy, but one that became somewhat less
so during the first 9 months of the year. In July the discount rate
was raised from 3 to 3Vi per cent, in an effort to help reduce the
large deficit in the U.S. balance of payments. Total reserves con-
tinued to rise over the year, but banks were under a little more
reserve pressure in the latter part than they were in the earlier
part, and they obtained more reserves by borrowing at Federal
Reserve Banks. Free reserves tended lower and in the fourth quar-
ter averaged a little over $100 million as compared with almost
$400 million a year earlier.

There was substantial progress during the year in working
down the large deficit in the balance of payments. As compared
with a deficit of $3.6 billion in 1962, the deficit for the full year
1963 was $3.3 billion, excluding special transactions. But in the
second half it was substantially lower. Part of the improvement
reflected increased exports and a larger trade surplus. But much
of the improvement in the second half was traceable to the re-
turn flow of short-term liquid funds and, even more, to the re-
duced outflow of long-term capital. The rise in domestic short-
term interest rates and the proposed interest equalization tax
contributed importantly to the reduction in the capital outflows.

The financing of the balance of payments deficit involved a
much smaller drain on U.S. gold reserves than in earlier years.
Gold stocks declined by $460 million, only about half as much
as in 1962 or 1961. A large proportion of the deficit was financed
by increased foreign holdings of dollars and by Treasury short-
and medium-term borrowings of foreign currencies. In spite of
the continued large U.S. payments deficit and such shocks as the
rejection of Britain's entry into the Common Market and the
assassination of President Kennedy, the international monetary
system remained safe from significant speculative attack, thanks
in part to the cooperation of monetary authorities.
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Period Description

January- Reduced System holdings of U.S. Government secu-
mid-May 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.

Mid-May- Reduced the degree of reserve availability slightly fur-
late-July 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.

Mid-July Raised the discount rate from 3 to ?>Vi 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 2Vi to 4 per cent and with maturities
of 6 months to 1 year from l>Vi to 4 per cent.

Late-July- Reduced a little further the degree of reserve avail-
December 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.

November 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.
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1963

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.
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MONE1 V*

During 1963 the Federal Reserve continued to seek monetary
and credit conditions that would contribute to adequate and
sustainable growth in the domestic economy and to the achieve-
ment of balance in U.S. international payments. In working
toward these objectives, it gradually lessened the degree of credit
and monetary ease.

Reserves and discount operations. At its last meeting in 1962 the
Federal Open Market Committee had concluded that it was ap-
propriate to reduce a little the degree of ease existing at that time.
Accordingly, it redirected its actions toward accommodating
"moderate further increases in bank credit and the money supply,
while aiming at money market conditions that would minimize
capital outflows internationally." The Committee made no further
change in policy until mid-May, when it moved to reduce reserve
availability slightly further.

These changes in policy resulted in a fairly persistent decline in
the free reserves of commercial banks from late 1962 to mid-
1963. The amount by which total excess reserves of member
banks exceeded their borrowings from the Federal Reserve Banks,
for example, narrowed gradually from around $400 million in the
last quarter of 1962 to an average of about $150 million by
June 1963.

As the first half of 1963 unfolded, domestic economic pros-
pects brightened. The rapid rise in production and the substantial
expansion in employment and income indicated that economic
activity was improving. Bank credit rose at an annual rate of 11
per cent during the period, and time and savings deposits at com-
mercial banks increased at a 14 per cent rate. Expansion in the
money supply—demand deposits and currency held by the public
—was moderate, 2Vi per cent, as it had been throughout the
past decade.

But in contrast to the brighter picture in our domestic economy
during the first half of the year, there was a marked worsening
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during the spring in the U.S. balance of international payments
as outflows of both long-term and short-term private capital
increased.

Short-term money market rates rose only a little until late
spring, despite the reduction in free reserves and in the liquidity
of the banking system. In June, however, the rate on 3-month

TOTAL RESERVES continue growth

BORROWINGS rise in 1963

NOTE.—Monthly averages of daily figures for member banks. Total and
nonborrowed reserves seasonally adjusted. Total reserves also adjusted to ex-
clude the effects of changes in reserve requirements. Nonborrowed reserves
are total reserves (adjusted) minus borrowings at F.R. Banks.
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Treasury bills advanced to 3 per cent, the level of the Federal
Reserve discount rate. Then in mid-July, shortly before President
Kennedy's announcement of a number of other steps to help
reduce the U.S. balance of payments deficit, the discount rate was
raised to IV2 per cent and reserve availability was reduced a
little further, in the light of the increase in the discount rate, in an
effort to help to achieve international payments equilibrium.

During the last half of the year the gross national product
continued to rise, and demand for bank loans was brisk. With
liquidity drawn down and reserves less readily available, the
banks met this loan demand in part by selling securities. Reflect-
ing in part the increased loan demand and despite some lessening
in credit availability, the money supply rose in the final 6 months
at an annual rate of just under 5 per cent. The rise was also due
in part to a shift of demand deposits from Treasury to private
ownership, the Treasury having built up its deposits to an un-
usually high level at midyear. Time and savings deposits in banks
continued to expand rapidly.

By early July the lower levels of bank liquidity and free
reserves, together with widespread expectations in financial
markets that money rates would rise, resulted in a stepping up
and then a further but slower advance in these rates during the
summer and early fall. During the last 2 months of the year
money rates settled at a level about Vz of 1 percentage point
higher than in mid-June. The rise in short- and intermediate-
term market rates was quite general, but its effect on negotiated
rates on customer loans of banks was modest. Meanwhile, most
long-term interest rates, which had edged up during the early part
of the year, rose on the average about Vs of 1 percentage point
further in the second half.

Operations in longer-term Government securities. In supplying
the reserves needed to support moderate bank credit and mone-
tary expansion, the Federal Reserve continued on occasion dur-
ing 1963 to buy longer-term U.S. Government securities instead
of short-term issues. It did this to help minimize downward
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pressures on short-term interest rates that developed from time
to time during the year.

The Federal Reserve's purchases of longer-term securities
(with maturities of more than a year) amounted to $1.5 billion
in 1963, about one-sixth of its gross purchases of Government
securities. In 1962 and 1961 purchases of longer-term securities
by the Federal Reserve had totaled $1.9 billion and $2.7 billion,
respectively. As in the earlier years, purchases of Government
securities outside the short-term area in 1963 were concentrated
in issues maturing in less than 10 years.

A chronological review of operations of the System Open Mar-
ket Account in domestic securities during the year 1963 appears
on pages 129-70.

Foreign exchange operations. During 1963 the Federal Reserve
continued to engage in transactions in foreign currencies. Such
transactions are designed primarily to cushion short-run disturb-
ances in the foreign exchange markets. They are not intended to
be a substitute for basic measures to reduce the deficit in the U.S.
balance of payments.

In these operations the Federal Reserve made use of the net-
work of reciprocal currency, or "swap," arrangements with for-
eign central banks that it had begun to set up in early 1962. By
the end of 1963 these arrangements had added more than $2
billion to the sums potentially available or actually being used
for the defense of the dollar. Drawings under the swap arrange-
ments have a maturity of 3 months, and renewals are limited in
order to ensure that every drawing is liquidated within a year at
the most.

Under those arrangements, the Federal Reserve in 1963 drew
$793 million of foreign currencies and repaid $589 million.
Drawings outstanding at the year-end amounted to $469 million,
as compared with $265 million a year earlier. Against these
drawings, plus forward-exchange commitments of $63 million,
the System had foreign-currency holdings of $153 million and
forward-exchange purchase contracts of $22 million. The differ-
ence of $357 million between total drawings and commitments,

13

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



ANNUAL REPORT OF BOARD OF GOVERNORS

on the one side, and total holdings and purchase contracts, on the
other, represented the net amount of foreign currencies the Fed-
eral Reserve would need to acquire, either in the foreign-ex-
change market or directly from foreign central banks, in order to
liquidate its commitments.

A review of operations of the System Open Market Account in
foreign currencies in 1963 appears on pages 171-90.

Other actions. Concurrently with the increase in the discount
rate in mid-1963, the Federal Reserve raised to 4 per cent the
maximum rates that member banks may pay on time deposits
with maturities of from 3 to 12 months. Since this increase came
at a time when money rates were advancing, many large banks
soon raised the rates that they pay on deposits with these ma-
turities as well as those with longer maturities. The adjustment
enabled commercial banks to compete more effectively for funds
that might otherwise have gone into direct investment in short-
term securities or to other financial intermediaries, and helped
to retain in this country the liquid balances of domestic as well
as foreign investors that might have gone into the Euro-dollar
market.

In early November the Board of Governors also raised from
50 to 70 per cent the equity required on new or additional
credits arranged for the purpose of purchasing or carrying se-
curities registered on a national securities exchange. Simultane-
ously, it raised from 50 to 70 per cent the proportion of the
proceeds of a security sale from an undermargined account—
in this instance, an account with a margin of less than 70 per
cent at the time of sale—that must be retained in the account
to build up additional equity.

These actions on margin requirements followed a rise in stock
market credit of more than 40 per cent from the July 1962 low
of $4.9 billion to the September 1963 total of $7.0 billion.
This rate of growth was faster than in any other segment of the
credit markets, and the Board concluded that an increase in-
margin requirements was appropriate to prevent the excessive
use of credit in the stock market.
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There were moderate increases in both short- and long-term
interest rates in financial markets during 1963. The demand for
credit was quite large, with the net amount of funds raised in
credit markets reaching a record $61 billion. On the supply side

^
i if i o n s of d o l l a r s

: 7 5

NOTE.—Flow of funds data for total borrowing by nonfinancial businesses,
households, governments, and foreigners in U.S. credit markets. Includes
corporate stock issues. Excludes security credit, trade credit, and borrowing
by financial businesses.

there was some lessening of credit availability as a result of
monetary policy actions, and this put a little upward pressure
on interest rates generally. These policy actions had their most
immediate impact on the availability and cost of bank reserves
and on short-term interest rates. The net flow of long-term saving

15

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



ANNUAL REPORT OF BOARD OF GOVERNORS

to banks and other financial institutions continued to be substan-
tial, although the rate slackened somewhat in the second half,
and this helped to moderate the rise in long-term interest rates.

Consumer finance. Consumers continued in 1963 their active
participation in financial markets as both lenders and borrowers.
Consumer saving, expanding in line with total production, per-
sonal income, and consumption, rose 5 per cent more than in
1962. As in that year, consumers invested more than half of
their total saving in financial assets, a proportion well above the
average for the preceding 10 years. Although the net increase in
consumer borrowing, at $27 billion, was also large, it was much
less than the amount consumers saved and made available for
lending. As a group, consumers made net advances of $19
billion to other sectors of the economy during the year.

Financial investment. The total flow of consumer funds into
financial assets was $46 billion, of which about two-thirds
flowed into cash and time and savings accounts. Thus, as in
1962, consumers continued in their acquisitions to place strong
emphasis on liquid types of assets, and by the year-end their total
holdings of such assets had risen to $310 billion. This was equal
to 79 per cent of disposable income, compared with 75 per cent
a year earlier.

A few shifts in asset preference were discernible in 1963,
however. The rise in demand deposits was larger, and in time
and savings deposits was smaller, than in 1962. Also, during
most of the year consumers made larger net direct investments
in U.S. Government securities, partly in response to increases
in market rates of interest. Meanwhile, individuals continued
to add steadily to their equity in life insurance and pension funds.

In stock transactions, individuals withdrew more funds from
the market than they invested, while institutions expanded their
holdings. As in 1962, net new issues of stocks by business cor-
porations were light, and institutional buying continued to ex-
ceed the total volume of new issues. Some of the increase in in-
stitutional holdings apparently represented stocks bought from
consumers, who used funds from these and other sales of stock
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to invest in other financial assets or in physical assets, and per-
haps to some extent to increase consumption. Even though con-
sumers as a group made net sales of stocks during the year, the
current value of their stock holdings increased over the year along
with the rise in stock prices, and they borrowed large amounts
for the purpose of purchasing or carrying securities.

FINANCIAL ASSETS:

NfcT FINANCIAL SAVING

NOTE.—Flow of funds data, including nonprofit organizations. Liquid assets
consist of demand deposits, currency, and time and savings accounts at banks
and savings institutions. Other financial assets are U.S. Govt. and other securi-
ties, mortgages, insurance and pension reserves, and equity in noncorporate
business. Borrowing consists of mortgages, consumer credit, security debt, life
insurance policy loans, and mortgage and other borrowing by nonprofit or-
ganizations.

Borrowing. Consumer borrowing for other purposes was also
large in 1963—at the same high rate relative to consumer cap-
ital outlays as in 1962. Net borrowing on home mortgages was
about $2 billion more than in 1962. Part of this borrowing was to
finance purchases of new or existing houses, and part was to
refinance existing mortgages under the more liberalized terms
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prevailing, with the net proceeds used for either financial in-
vestment or spending on other goods and services.

Consumers added an estimated $6.7 billion to their short- and
intermediate-term indebtedness in 1963. This was about $1
billion more than in 1962 and was slightly above the previous
record amount in 1959. Instalment credit accounted for most of
the increase. As usual, automobile credit accounted for the larg-
est share—more than 40 per cent of the expansion in the instal-
ment category.

Both extensions and repayments of instalment credit were at
new high levels—10 per cent more than in 1962 and almost 30
per cent more than in 1959. Repayments of instalment debt, at
about 13.7 per cent of disposable personal income, absorbed
somewhat more of consumers' income than in 1962. Meanwhile,
delinquency rates on consumer instalment loans at commercial
banks generally remained near their 1962 levels, a moderate
upward drift in such rates on purchased automobile paper being
offset by declines in rates on other types of consumer loans.

Corporate finance. The supply of corporate internal funds re-
mained very large in 1963, as profits rose steadily after the first
quarter. For the year this flow totaled $27 billion after taxes,
10 per cent above the previous peak in 1962. The upward trend
in aggregate profits has continued longer and profit margins
have been maintained better than in other recent periods of
cyclical expansion. Retained earnings in 1963 were the largest
since 1959, and depreciation allowances continued to expand.
The new depreciation guidelines and the investment tax credit
together added roughly $2.5 billion to corporate internal funds
in 1963, about the same amount as in 1962 when these pro-
visions first became effective.

Outlays for new plant and equipment reached a new peak in
1963, but the increase from 1962 was considerably less than
the rise in internal funds. Inventory accumulation was about
in line with its restrained pace in most of the recent expansion
period. On the other hand, business corporations increased their
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accounts receivable by more than in any other year since 1955,
and their holdings of cash and of U.S. Government securities
rose moderately.

With internal funds in large supply, there was less corporate
external financing than might have been expected in a period of
moderate inventory build-up and large capital expenditures. The
largest single source of external financing was open-book credit
granted by business suppliers. Corporate borrowing from banks
was sizable, although only a little more than in the previous year;
sales of open market paper by corporations provided a smaller
amount of funds than in 1962.

Net financing in the long-term securities markets—that is,
after deducting repayments and refinancings—was a little less
than the total for 1962. Total new security financing rose by 14
per cent, but retirements of outstanding obligations, both from
internal funds and from the proceeds of security issues, rose even
more. Offerings of new stock issues declined by 20 per cent, but
those of bonds increased.

Government sector. During the calendar year 1963 the Federal
Government incurred a cash deficit of $4.6 billion. With re-
ceipts rising faster than payments, this deficit turned out to be
less than in either of the two previous years. To finance it, the
Treasury drew down its cash balance by a few hundred mil-
lion dollars and undertook net cash borrowing of $4.3 billion.
The Treasury met most of its borrowing needs by selling market-
able securities; nonbank investors were net purchasers of such
securities, as banks drew down holdings of U.S. Government
issues on balance. For the first time since 1950, savings bonds
provided the Treasury with a net source of funds, as sales ex-
ceeded redemptions (excluding accrued interest) by about $500
million during the year.

Continuance of balance of payments pressures and the desire
to bring U.S. short-term interest rates more in line with the
short-term rates in other countries resulted again in major re-
liance by the Treasury on the sale of bills in cash financings.
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TREASURY continues to rely mainly on bills in cosh financing
while advance refundings lengthen the Federal debt

Change, in billions of dollars
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The increase in Treasury bills outstanding accounted for more
than $3 billion of the total increase of about $4.5 billion in
marketable Government debt outstanding.

Since the Treasury centered its new borrowing on shorter-
term issues, it relied on regular and advance refundings to main-
tain a well balanced maturity structure of the debt. Advance
refundings shifted more than $14.7 billion of securities into
longer-term issues. Partly as a result of such shifts, coupon issues
maturing within 5 years declined during the calendar year by
$4.3 billion, while issues with maturities in excess of 5 years rose
by about $5.6 billion. Continuing the trend of the last few years,
the average maturity of the public debt rose slightly—from 4
years and 11 months at the end of 1962 to 5 years and 1 month
at the end of 1963.

State and local governments were active in credit markets
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during the year. To raise funds for the construction of high-
ways, schools, and other public facilities, they sold a record $9.1
billion of long-term bonds. This was 6 per cent more than the
previous peak of a year earlier. Bond sales to refund outstand-
ing issues of long-term debt were up even more, to about $1.3
billion, as these governments took advantage of the relatively low
interest rates to obtain funds to retire high-coupon revenue
bonds sold earlier.

Financial intermediaries. The lending and borrowing of various
sectors of the economy were accomplished to a great extent
through financial institutions. Money flows through major non-
bank financial intermediaries were very large during 1963,
although the gains were largest in the first half. Competition for
funds among savings institutions remained acute throughout the
year, and there were some selective further increases in the in-
terest rates offered for savings.

The emphasis on mortgage financing by the savings inter-
mediaries continued undiminished. This was true not only for
lenders that specialize in mortgages but also for the more diversi-
fied types of lending institutions, such as life insurance compa-
nies and commercial banks.

Savings and loan associations. Share capital at savings and
loan associations again increased by a record amount—about
$11 billion for the year. Rates of inflow during the first half
of the year substantially exceeded those prevailing during the
same period in 1962, but after midyear the rate of growth
slackened somewhat.

Despite the record inflow of investable funds, reliance on
advances from the Federal home loan banks increased sharply
over the year. After heavy repayments during the first quarter,
total borrowings by savings and loan associations at these banks
climbed steeply to a new high of $5 billion at the end of Decem-
ber. Expanded use of borrowed money facilitated the record in-
crease in mortgage lending. The increase for the full year is
estimated to have been $12 billion, compared with the previous
high of $10 billion in 1962.
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Mutual savings banks. At mutual savings banks, too, the inflow
of savings slackened in the second half of 1963, but for the year
as a whole it exceeded the 1962 total. Mortgage acquisitions were
also at a new high, likewise exceeding the totals for the previous
year. As in most other recent years the mortgage lending of the
mutual banks exceeded the net growth in their deposits. These
banks financed the difference primarily from net sales of U.S.
Government securities. Sales of such issues in 1963 were the
largest since 1960.

Life insurance companies. Like other financial intermediaries,
life insurance companies grew faster in 1963 than in 1962.
Much of the difference in their total asset growth in these years,
however, appears to have been due to changes in the market
value of their stock holdings; after adjusting for these valuation
changes, it appears probable that funds actually becoming avail-
able in 1963 were only slightly larger than a year earlier.

The rapid acceleration in mortgage lending that began in late
1962 continued throughout 1963, and advance commitments
remained at or near record levels. Despite the emphasis on
mortgage lending, takings of domestic corporate debt securities
remained near the high 1962 volume while acquisitions of
foreign securities increased. The reduction in holdings of U.S.
Government securities, on the other hand, was quite sharp, and
there was a slight decline in holdings of State and local gov-
ernment securities.

Commercial bank credit. During 1963 commercial banks sup-
plied credit in substantial volume to consumers, businesses, State
and local governments, and credit markets generally. Over the
year their outstanding loans and investments increased by $18.6
billion, or 8 per cent. This increase was somewhat below the
rate of almost 9 per cent in 1962 but about the same as that in
1961. As in those years, the flow of credit from banks was
facilitated by a large movement of funds into time and savings
deposits and by the continued ready availability of reserves from
the Federal Reserve to back both demand and time deposits—
although at a higher cost after midyear.
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Bank reserves. The total reserves of member banks increased
by about $700 million during the year. This amount was little
different from that in 1962 after adjusting for reserves released
by the reduction that year in reserve requirements against time
deposits. This similar reserve expansion supported a slightly
smaller credit expansion in 1963, however. Demand deposits
rose more relative to time deposits than they had in 1962, so
that slightly more of the reserve funds were absorbed by the
higher reserve requirements against these deposits.

The Federal Reserve provided more reserves by buying U.S.
Government securities in the open market during 1963 than it
had the year before, when the reserve requirement reduction had
supplied banks with loanable funds. To supplement the reserves
that they obtained from the System's open market operations,
banks increased their borrowings from the Federal Reserve
Banks. After allowance is made for the temporary but sharp rise
in borrowings at the end of 1962, member banks obtained more
reserves on their own initiative in 1963 than they did the year
before. All told, Federal Reserve credit increased by $3.4 billion
during the year.

Factors affecting reserves, other than Federal Reserve opera-
tions, absorbed more reserves on balance than in 1962, and this
increased the need for open market operations to offset them.
There were greater flows of currency into circulation and a larger
rise in U.S. Government deposits at the Reserve Banks. On the
other hand, the U.S. gold stock declined less than in 1962, and
this reduced the need for Federal Reserve operations to offset
absorption of reserves from that source.

Loans. The proportion of bank credit that took the form
of loans was larger in 1963 than in the previous year. This was
the result of continued demand for loans by businesses and con-
sumers in combination with a slightly slower growth in bank
funds available for lending and investing.

Seasonally adjusted data indicate that more than half of
the $4.5 billion increase in bank loans to business occurred in
the fall of the year. A number of influences probably helped
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to cause this bunching. One was inventory accumulation at the
manufacturing and distributional levels, which was larger than
many had expected. In addition, there were some special situa-
tions leading to heavy bank borrowing by business corporations,
especially in December. These developments were reflected in
more lending than usual to food processors, commodity dealers,
trade concerns, and public utilities during the fall. On the other
hand, loans to manufacturers were only a little, if any, larger
than usual as these firms continued to finance inventory accumu-
lation and other outlays in large part with internal funds.

Commercial banks invested even more heavily in real estate

BANKS add to loans and "other" securities
while reducing holdings of U.S. Governments

ons of dollars
25

TOTAL LOANS
AND

INVESTMENTS

U.S. GOVT.
SECURITIES

OTHER
SECURITIES

NOTE.—Changes during year, based on data for all commercial banks for
Dec. 31. Figures for 1962 and 1963 partly estimated. Interbank loans excluded.
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loans during 1963 than they had the year before, and a sub-
stantial proportion of this investment was on commercial prop-
erties, including multifamily residential buildings. Banks also
increased their share of the mortgage market even though mort-
gage holdings of all lenders increased more in 1963 than in
earlier years.

Banks also made more consumer loans on balance than in
1962, in line with the general expansion in demand for credit
to finance automobiles and other durable goods. In addition,
their loans to nonbank financial institutions—principally mort-
gage and sales finance companies—rose somewhat more than
they did that year as these companies sought financing from banks
to help accommodate the expansion in consumer and mortgage
credit.

Bank loans on securities exhibited rather sharp month-to-
month swings. Such lending to U.S. Government security dealers
was heavy in February, June, and September in connection with
Treasury financing activities, including large advance refund-
ings in late winter and in the late summer.

Investments. With loans absorbing such a large proportion
of investable funds in 1963, banks were able to add relatively
little to their investment portfolios. Acquisitions were concen-
trated in non-U.S. Government securities. Holdings of these
securities, chiefly State and local government issues, increased by
$5.8 billion during the year. This was a somewhat larger absolute
increase than the previous year but was a slightly smaller per-
centage rise. The rate of increase in bank holdings of municipal
securities slowed in the last few months of 1963.

While adding substantially to loans and to holdings of State
and local government securities, banks reduced their investment
in U.S. Government securities by about 5 per cent, as compared
with a decrease of less than 1 per cent in 1962. Although there
was evidence of more restrained buying of other securities dur-
ing the last few months of the year, U.S. Government securities
took the burden of the portfolio adjustments made by banks
to the somewhat reduced availability of funds during 1963.
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The decline in Government security holdings during the year
was concentrated in the shorter-term areas. For banks reporting
in the Treasury Survey of Ownership, holdings of issues maturing
within 1 year or less declined by $3.2 billion, and those matur-
ing in 1 to 5 years declined by $240 million. Holdings of issues
maturing in more than 5 years, however, rose by $300 million
over the year.

The shifting away from short-term holdings continued the
tendency that began in 1962, when banks had stressed higher-
yielding longer-term investments in an effort to maintain earn-
ings in the face of the large increases in their interest-bearing
deposits. The participation by banks in two large: advance re-
funding operations of the Treasury contributed to the lengthen-
ing of their security holdings during 1963.

Liquidity. The decline in holdings of short-term U.S. Govern-
ment securities tended to reduce bank liquidity further in 1963.
The ratio of such holdings to deposits had declined in 1962 by
1.7 percentage points to 9.5 per cent at the year-end, and in

LOANS/TOTAt DEPOSITS

5HOMT-T6RM/ TOTAL
GOVTS. / DEPOSITS

NOTE.—Based on data for all commercial banks. Loans exclude interbank
loans. Short-term U.S. Govt. securities are those maturing within 1 year. De-
posits are net of cash items in process of collection.

26

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



FEDERAL RESERVE SYSTEM

1963 it declined another 2 percentage points. Practically all of
the decline in 1963 took place in the first half of the year; after
June the ratio fluctuated in a narrow range.

Other measures also indicated a decline in bank liquidity
during the year. The ratio of loans to deposits rose to about 59
per cent at the end of 1963, some 2.5 percentage points higher
than a year earlier, as the uptrend since World War II continued.

Increases in loan-to-deposit ratios were most marked at coun-
try banks, where there was more flexibility because ratios were
comparatively low, and at reserve city banks outside New York.
At New York City banks, where ratios are the highest—around
68 per cent at the year-end—they showed limited change.

Money supply and time deposits. The 1963 increase of 3.8 per
cent in the money supply—that is, currency and demand deposits
in the hands of the public—was the most rapid rate in 10 years,
except for 1958 when it increased by 3.9 per cent. Growth in
1962 had been at a rate of 1.5 per cent. In that year expansion
had been restrained by a large-scale shift in the public's prefer-
ence for liquid assets—to time and savings deposits from money
and other assets, in response to the rise in interest rates on those
deposits at the beginning of the year.

The stock of money in 1963 was also used more intensively
than the year before. At centers outside of New York the annual
rate of turnover of demand deposits in the fourth quarter was
6.2 per cent higher than a year earlier. This was a smaller rise,
however, than the 7.7 per cent increase between the fourth quar-
ters of 1961 and 1962.

Along with the growth in the money supply during 1963, time
deposits expanded by $14.3 billion, or 15 per cent. This was
a faster rate than in any previous postwar year except 1962.
Outstanding negotiable time certificates reported by large New
York City banks increased by $1.8 billion over the year, com-
pared with an increase of less than half that amount in 1962.
Moreover, at all weekly reporting banks time deposits (other
than passbook savings accounts) accounted for more than three-
fifths of the increase in time and savings deposits combined, a
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much larger proportion than in 1962, when time deposit growth
had also been exceptional.

A further impetus to the use of negotiable time certificates
came from the mid-July rise to 4 per cent in maximum permis-
sible rates of interest on time deposits maturing in 90 days to 1
year. As a result, banks increased the rates offered for these
shorter-term maturities, and they also raised their rates on de-
posits with maturities of 1 year and over, for which the maximum

GROWTH in money supply
and liquid assets continues in 1963

MONEY SUPPLY

NOTE.—Seasonally adjusted. Money supply and time deposits, monthly
averages of daily figures. Other liquid assets, end of period. Money supply
consists of: demand deposits at all commercial banks (except those due to
domestic commercial banks and the U.S. Govt.); foreign demand balances
at F.R. Banks; and currency in the hands of the public. Commercial bank
and F.R. Bank float excluded. Time deposits are time and savings deposits,
other than domestic interbank and U.S. Govt., at all commercial banks. Other
liquid assets are holdings by the nonbank public of: deposits in mutual savings
banks and the Postal Savings System; shares in savings and loan associations;
U.S. Govt. savings bonds; and U.S. Govt. securities maturing within 1 year.
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permissible rate remained at 4 per cent. With the increased at-
tractiveness of both short- and longer-term negotiable certificates,
business corporations have continued to invest in them.

Taken together, the money supply and time deposits at com-
mercial banks grew more rapidly than GNP in 1963. With
continued substantial growth in other liquid assets in the hands
of the public—such as shares in savings and loan associations,
deposits in mutual savings banks, and short-term U.S. Govern-
ment securities—the ratio of total liquid assets to GNP rose
from 80.4 per cent in the fourth quarter of 1962 to an estimated
81.7 per cent in the last quarter of 1963. The rise in this ratio,
which as already noted often declines in periods of expanding
GNP, reflected in part the continued favorable yields on liquid
assets and also the continuation of a relatively stimulative mone-
tary policy.

Interest rates. The balancing of demands and supplies in credit
markets in 1963 was reflected in moderate increases in interest
rates other than on mortgages. Yields on high-quality long-term
corporate and State and local government bonds rose through-
out the year, but at the year-end they were still somewhat below
the levels reached during the first phase of cyclical expansion in
1961. Yields on lower-grade bonds, on the other hand, changed
little during the year.

Contributing to the rise in interest rates on corporate and
municipal high-grade bonds were the increase in such financing
by both domestic and foreign borrowers, the improvement in
business sentiment and economic activity, and a shift toward
higher interest rate expectations on the part of lenders. Tending
to moderate the rise, however, was the continued large flow of
funds to financial intermediaries. The impact of this flow was felt
more in mortgage markets than in security markets.

Even though mortgage debt outstanding increased by a record
amount, interest rates on mortgages declined somewhat in early
1963 and then stabilized as lenders, who were well supplied with
funds, competed vigorously for mortgages. By spring the sec-
ondary market yield on 25-year, 5V4 per cent FHA-insured
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NOTE.—Monthly averages, except for FHA (based on quotation for 1 day
each month). Corporate and State and local govt. bonds, Moody's Investors
Service. U.S. Govt. bonds, issues maturing or callable in Id years or more.
Treasury bills, market yields on 3-month bills.

mortgages on homeowner properties had declined to 5.44 per
cent, 20 basis points below a year earlier and the lowest yield
since 1958. During the rest of 1963 it changed little. Interest
rates on conventional mortgages on new and existing homes also
changed little after the early part of the year.
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With respect to interest rates on U.S. Government obligations,
the average yield on long-term securities—those maturing in 10
years or more—rose during most of the year, after declining on
balance during 1962. At the year-end it was around 4.15 per
cent. The yield on short-term securities, as typified by the 3-month
Treasury bill, changed little in the first half of 1963, after having
edged upwards during 1962. In the second half, however, the bill
yield rose by about 0.5 of a percentage point to about 3.5 per
cent, the level to which the Federal Reserve discount rate had
been raised in mid-July. While both short- and long-term rates
rose in 1963, they continued well below their previous peaks in
early 1960.

In its transactions with the rest of the world, as noted earlier,
the United States had an adverse payments balance in 1963 of
$3.3 billion, excluding special transactions, compared with $3.6
billion in 1962. The adverse balance was particularly large in
the first half of 1963, but showed a significant decline in the
second half.

Over the year as a whole, the U.S. gold stock declined by $460
million, while U.S. official holdings of foreign convertible cur-
rencies rose by about $100 million. Foreign holdings of liquid
short-term assets in the United States, including marketable U.S.
Government securities, increased by $1.6 billion. In addition,
foreign governments and central banks acquired $640 million of
special nonmarketable U.S. Treasury bonds and notes, mostly
denominated in their own currencies; they repaid in advance of
maturity $325 million of debts owed to the U.S. Government;
and they made net advance payments of $360 million for U.S.
military sales.

On a seasonally adjusted basis the over-all deficit was nearly
$2.3 billion in the first half of 1963 and only $1 billion in the
second. The improvement reflected primarily a reduction in net
outflows of long-term and short-term private capital from the
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very high levels reached in the spring and early summer. There
was also a moderate improvement in the balance on current
account and Government capital account (exclusive of special
transactions).

Private capital flows. U.S. investors purchased large amounts
of newly issued foreign securities during the first: half of the
year, as Canadian issues appeared in unprecedented volume
after the resolution of the Canadian exchange crisis of 1962 and
as issues by overseas borrowers continued the upward trend
already evident in 1961. Direct investment by U.S. companies
in their subsidiaries abroad continued large up to midyear; in
the second quarter it included some short-term financial transac-
tions of oil companies with their foreign affiliates Outflows of
U.S. bank credit, including loans and acceptance credits, in-
creased abruptly in the second quarter, after having been rela-
tively small for about a year. Moreover, in that period U.S. cor-
porations and financial institutions increased their placement of
funds in interest-bearing, U.S.-dollar-denominated deposits in
Canada and elsewhere and in money market assets denominated
in foreign currencies.

The President's special message to Congress on July 18 that
announced the various measures being taken to improve the
balance of payments requested the enactment of a temporary tax
on purchases of foreign securities from foreigners, to continue
through 1965. The tax was designed to increase the effective
interest cost to foreign issuers of securities sold to U.S. residents
by about 1 percentage point per annum. Exceptions were made
for new issues of less developed countries, and a special exemp-
tion was proposed for Canada in the mutually agreed expecta-
tion that policies of the Canadian authorities would result in a
substantial reduction in Canadian borrowing in this country.

Pending enactment of the proposed tax, uncertainties regard-
ing its final form strongly influenced potential borrowers, under-
writers, and investors. New foreign issues in the United States de-
clined sharply after July. There were also significant net sales
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of outstanding foreign securities by Americans to foreigners, as
gross purchases of such securities diminished.

U.S. money market interest rates and rates paid on time de-
posits increased after the Federal Reserve policy actions of
July, and the spread between these rates and similar rates abroad
—including those on U.S.-dollar-denominated deposits—tended
to narrow. This narrowing of differentials appears to have helped

PAYMENTS DEFICIT shrinks with cut in capital outflow
and improvement in trade and other transactions

NOTE.—Dept. of Commerce data, seasonally adjusted; fourth quarter 1963
estimated by Federal Reserve. Over-all balance equals sum of two balances
in lower panel, plus "errors and omissions" (unrecorded transactions and
statistical discrepancies) not shown. All other transactions exclude special
transactions (U.S. receipts from debt prepayments, advances on U.S. military
exports, and sales of nonmarketable U.S. Govt. securities).
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to reduce outflows of liquid funds into deposits and other short-
term investments abroad. In the second half there was a net
reflux of such funds. Net outflows of bank credit were small in the
third quarter but resumed on a large scale in the fourth.

Foreign trade. Our trade balance with foreign countries im-
proved during 1963. Whereas demand pressures had tended to
ease in many countries in 1962, economic activity increased
strongly from the spring of 1963 onward in most countries.
Exports financed by U.S. Government credits and grants were
unusually large in the second quarter. Despite the subsequent
decline in such financing, total U.S. nonmilitary exports of
goods in the second half of the year were at a record seasonally
adjusted annual rate of more than $22.5 billion.

U.S. imports increased at a moderate pace during most of the
year, though with a sharper advance in the summer. After July,
imports on the average were at an annual rate of about $17.5
billion. Thus the trade surplus, as measured in the balance of
payments accounts, was at an annual rate of $5 billion in the
latter part of 1963, compared with $4.3 billion for all of 1962.

For the first time in 6 years, some visible progress toward
long-run equilibration of external receipts and payments ap-
pears to have been made in 1963. The maintenance of a high
degree of price stability in the United States since 1959 has
played an important role both in the improvement of the trade
balance and in strengthening the confidence of international in-
vestors and traders in the stability of the U.S. dollar. To some
extent, factors of a temporary character contributed to the sharp
decline in private long-term capital outflows in the second half
of 1963, and in some foreign markets the demand for U.S.
exports was rising at a pace that might not be sustained. Never-
theless, a basis for long-run improvement in the balance of pay-
ments appears to have been established.
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January 7, 1963

Amendment to Regulation G, Collection of Noncash Items.

Effective January 1, 1964, a new paragraph was added to Section 207.1
of Regulation G in order to include in the definition of noncash items
checks, drafts, and other items with special instructions or requiring special
handling.

Votes for this action: Messrs. Martin, Balderston, Mills,
Robertson, and Shepardson. Votes against this action: None.

The purpose of the amendment was to minimize the volume
of envelope drafts and other items requiring special handling,
sent to the Federal Reserve Banks for cash collection, by dis-
couraging the use of such items.

The amendment had been the subject of a notice of proposed
rule-making published in the Federal Register and was adopted
by the Board after consideration of relevant views received from
interested persons.

March 28, 1963

Adoption of Regulation S, Bank Service Arrangements.

Effective April 3, 1963, the Board issued Regulation S pursuant to the
provisions of the Bank Service Corporation Act.

Votes for this action: Messrs. Balderston, Mills, Robertson,
King, and Mitchell. Votes against this action: None.

Under Section 5 of the Bank Service Corporation Act (Pub-
lic Law 87-856), no State member bank may cause to be per-
formed, by contract or otherwise, any bank services for itself,
whether on or off its premises, unless assurances satisfactory to
the Board of Governors are furnished to the Board, by both the
bank and the party performing such services, that the perform-
ance thereof will be subject to regulation and examination by
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the Board to the same extent as if such services were being per-
formed by the bank itself on its own premises. The term "bank
services," as defined in Section l (b ) of the Bank Service Cor-
poration Act, includes services such as: check and deposit sort-
ing and posting; computation and posting of interest and other
credits and charges; preparation and mailing of checks, state-
ments, notices, and similar items; or other clerical, bookkeep-
ing, accounting, statistical, or similar functions performed for a
bank.

Regulation S, designed to implement the requirement with re-
spect to assurances concerning examination and regulation con-
tained in the Bank Service Corporation Act, became applicable
to the performance of bank services for any State member bank
by a "bank service corporation" in which banks were authorized
to invest, by some other organizations (such as an electronic
data processing center) not affiliated with any bank, or by an-
other bank. The Regulation, which was prepared in the light
of comments received by the Board subsequent to publication of
a proposed regulation in the Federal Register on December
5, 1962, incorporated, with some modification, the basic provi-
sions of a statement issued by the Board as an initial guide to
State member banks immediately following passage of the Bank
Service Corporation Act. The Regulation, as adopted, was pub-
lished in the Federal Register on April 3, 1963, which there-
upon became the effective date. A similar regulation applicable
to nonmember insured banks was adopted by the Federal De-
posit Insurance Corporation.

July 16, 1963
Increase of rates on discounts and advances by Federal Reserve Banks,

and amendment to Regulation Q, Payment of Interest on Deposits.

Effective July 17, 1963, the Board approved actions taken by the Boards
of Directors of the Federal Reserve Banks of Boston, New York, Cleve-
land, Richmond, St. Louis, Minneapolis, and Dallas establishing a rate of
3Vi per cent (an increase from 3 per cent) on discounts and advances to
member banks under Sections 13 and 13a of the Federal Reserve Act.
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Votes for this action: Messrs. Martin, Balderston, and Shep-
ardson. Vote against this action: Mr. Robertson.

Pursuant to the policy established by this action, the Board
subsequently approved the same rate for the remaining Federal
Reserve Banks effective on the following dates:

Philadelphia July 19, 1963
Chicago July 19, 1963
San Francisco July 19, 1963
Atlanta July 24, 1963
Kansas City July 26, 1963

Effective on the same dates, the Board approved for the respective Fed-
eral Reserve Banks a rate of 4 per cent on advances to member banks
under Section 10(b) of the Federal Reserve Act. In addition, the Board
approved changes at some of the Banks in rates on advances to individuals,
partnerships, and corporations under the last paragraph of Section 13 of
the Act.

(In accordance with provisions of the Federal Reserve Act, the Federal
Reserve Banks establish rates on discounts for and advances to member
banks at least every 14 days, and submit such rates to the Board for
review and determination. Prior to this date, no changes had been made
in these rates since those referred to on pages 85-86 of the Board's AN-
NUAL REPORT for 1960.)

Also effective July 17, 1963, the Board approved an increase to 4 per
cent in the maximum rate of interest permitted to be paid by member
banks on time deposits and certificates of deposit with maturities of 90
days to 1 year. Since January 1962, the permissible rate ceilings had been
3 Vi per cent on time deposits and certificates with maturities of 6 months
to 1 year, and 2Vi per cent on those with maturities of 90 days to 6
months. Payment of the higher rates was authorized by a revision of the
Supplement to Regulation Q.

Votes for this action: Messrs. Martin, Balderston, Robert-
son, and Shepardson. Votes against this action: None.

In approving the discount rate change proposed by the Fed-
eral Reserve Banks, and amending Regulation Q, the Board was
influenced primarily by a desire to minimize short-term capital
outflows, which had been encouraged by higher rates of interest
prevalent in other countries. Preliminary information indicated
that short-term outflows had contributed materially to the sub-
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stantial deficit in the U.S. balance of payments incurred in the
second quarter.

The economy had continued a somewhat more vigorous ex-
pansion than had generally been anticipated in the second quar-
ter of the year. The index of industrial production continued
its rise in June, despite the fact that steel output declined with
the disappearance of the strike threat.

In light of the strength of the domestic economy and tech-
nical conditions that had developed in the money and credit
markets, it appeared that an increase in discount rates would
help to relieve the drain on U.S. monetary reserves without put-
ting substantial upward pressure on long-term rates or undue
restraint on domestic economic expansion. It was the view of
the members of the Board favoring the discount rate increase
that, even after the proposed change, the general posture of
monetary policy would remain stimulative to domestic expan-
sion and would thus continue to be conducive to fuller utiliza-
tion of manpower and other resources.

The increase in the maximum rates of interest payable on
time deposits and certificates of deposit with maturities of 90
days to 1 year was intended to permit banks to compete effec-
tively for foreign and domestic balances in the light of the mar-
ket rate structure that had developed and could be anticipated
following the discount rate change.

In taking these actions to help stem short-term capital outflows,
the Board was encouraged by the fact that other Governmental
proposals to reduce the balance of payments deficit were under
active consideration and were likely to be announced shortly.

Governor Robertson dissented from the Board's discount rate
action because he felt that the probable benefit to the U.S. bal-
ance of payments resulting from the increase would be so small
as to be considerably outweighed by its potential adverse effects
upon domestic economic activity. It was his view that the bal-
ance of payments problem should be attacked by measures that
dealt directly with its underlying causes. Such basic remedies
might appropriately be supported by a progressively less easy
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monetary policy in due course, provided the combination of
public and private stimulation of business expansion had pro-
ceeded to a point where higher interest rates and restrained credit
availability were an appropriate concomitant. If a stimulative
tax cut were forthcoming promptly, for example, this stage of
economic advance conceivably might be reached in a very few
months. But in the interim he felt that a discount rate increase
was premature, likely both to create some dampening influences
within what needed to be a stimulative domestic monetary en-
vironment and, at the same time, to have only trivial effects on
international capital flows because of the combination of com-
pensating adjustments in foreign money and exchange rates and
the large remaining differentials between foreign and U.S. rates
of return on long-term credit and equity capital.

Given action to increase the discount rate, however, and the
accompanying push on short rates generally, Governor Robert-
son believed that banks were going to have to be able to pay a
correspondingly higher rate on their negotiable time certificates
of deposit if they were not to lose their ability to sell new cer-
tificates or even to replace maturing certificates. Therefore, he
voted for approval of the increase in the maximum rate of in-
terest payable on certificates with maturities of 90 days to 1 year.
He favored a stimulative monetary policy under prevailing eco-
nomic conditions and feared that failure to amend Regulation
Q in this regard would tend to tighten bank credit and dampen
domestic business activity.

August 1, 1963

Revision of Regulation M, Foreign Branches of National Banks, (title
changed from Foreign Branches of National Banks and of Corporations
Organized Under the Provisions of Section 25(a) of the Federal Reserve
Act), and amendment of Regulation H, Membership of State Banking
Institutions in the Federal Reserve System.

Effective August 1, 1963, the Board adopted a revision of Regulation M
and certain conforming amendments to Regulation H.
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Votes for this action: Messrs. Martin, Balderston, Shepard-
son, and Mitchell. Vote against this action: Mr. Mills.

In announcing its action the Board pointed out that the re-
vision of Regulation M was designed primarily to implement an
amendment to Section 25 of the Federal Reserve /vet (Public
Law 87-588) that had as its purpose improving the usefulness
of foreign branches of national banks. The amendment author-
ized the Board to issue regulations permitting such branches to
exercise powers (with certain exceptions) that are usual abroad.
The revision of Regulation M was prepared in the light of com-
ments received by the Board subsequent to publication of a
proposed revision of the Regulation in the Federal Register on
January 25, 1963.

The Board's announcement noted that, subject to certain con-
ditions, the revision of Regulation M authorized foreign branches
of national banks to exercise the following powers so far as
they might be usual in the banking business at the place where
such a branch was operating:

1. To issue guarantees and similar agreements, provided that the
aggregate unsecured amount thereof for the national bank (including
all its branches) does not exceed 50 per cent of the banks capital and
surplus, and that the combined total of unsecured guarantees issued for
the benefit of any one customer and of other obligations owed the bank
by such customer (with certain exceptions) shall not exceed 10 per cent
of the bank's capital and surplus.

2. To accept drafts or bills of exchange, subject only to the usual
amount limitations of the Board's Regulation C, Acceptance by Mem-
ber Banks of Drafts or Bills of Exchange.

3. To invest in the securities (including stock) of the central bank,
clearing houses, governmental entities, and development banks of the
country in which the branch is located; but a particular branch's total
investments of this type (excluding investments required by foreign
law) may not exceed 1 per cent of its total deposits.

4. To underwrite and deal in obligations of the national government
of the country in which the branch is located, including obligations
issued by agencies or instrumentalities of such government if supported
by the full faith and credit of the national government; but no bank
(including all its branches) may hold for its own account the obliga-
tions of any such government exceeding in the aggregate 10 per cent
of its capital and surplus.
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5. To take liens on foreign real estate in connection with extensions
of credit without complying with certain requirements of Section 24
of the Federal Reserve Act.

6. To make loans to executive officers of the branch for the purpose
of acquiring residences abroad, if such loans do not exceed $20,000
for any officer.

The revision also simplified the procedure under which na-
tional banks may establish foreign branches by providing that if
a national bank has established a branch in any particular for-
eign country with Board approval, it may establish additional
branches in that country after 30 days' notice to the Board with
respect to each such branch. In order that the same procedure
would apply with respect to the establishment of foreign branches
by member State banks, the Board adopted—simultaneously
with this revision—an amendment to its Regulation H, conform-
ing the provisions thereof to the provisions applicable to national
banks under Regulation M.

Governor Mills dissented from this action on the ground that,
although Public Law 87-588 seemed intended to permit foreign
branches of U.S. banks to compete on relatively favorable terms
with banks in the host country, he considered it the responsibility
of the supervisory agency to stand on the side of sound banking
if a regulation that would permit such competition resulted in
lower banking standards. In his opinion, the extension of au-
thority to foreign branches to guarantee and to accept would
condone and encourage unsound banking practices, and it would
also open the gate to an increased outflow of dollars and gold
from the United States.

August 22, 1963

Revision of Regulation K, Corporations Engaged in Foreign Banking and
Financing under the Federal Reserve Act (title changed from Corpora-
tions Doing Foreign Banking or Other Foreign Financing under the
Federal Reserve Act).

Effective September 1, 1963, the Board adopted a revision of Regula-
tion K.
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Votes for this action: Messrs. Martin, Balderston, Robert-
son, Shepardson, and Mitchell. Vote against this action: Mr.
Mills.

Adoption of the revised Regulation followed a comprehensive
review of the rules in effect since January 15, 1957, that were
applicable to corporations (the so-called Edge Act and "agree-
ment" corporations) operating under Sections 25 and 25(a)
of the Federal Reserve Act. The revision was prepared in light
of comments received by the Board subsequent to publication
of a proposed revision of the Regulation in the Federal Register
on March 16, 1963.

In announcing its action the Board stated that the primary
objective of the revision was to enable Edge Act and "agreement"
corporations to operate more effectively in financing international
and foreign commerce. Another important objective was to
shorten and simplify the Regulation by deleting provisions that
merely reiterated statutory requirements. The revision eliminated
the formal distinction between "banking" and "financing" cor-
porations, and the substance of this distinction was also con-
siderably modified.

With respect to substantive matters, the Board pointed out
that the revision differed from the former Regulation K in the
following major respects:

1. For the first time the Regulation contained a statement of national
purpose. A statement of general policy concerning operations in the
United States also was added.

2. Prior Board approval was required with respect to the issuance
by any corporation of debentures, bonds, or similar obligations. This
provision for prior approval replaced detailed provisions of the former
Regulation.

3. The procedure for establishing branches or agencies abroad was
simplified so that a corporation that had established a branch or agency
in a particular foreign country with Board approval could, unless other-
wise advised by the Board, establish additional branches or agencies in
that country after 30 days' notice to the Board.

4. The procedure by which Edge Act and "agreement' corporations
were allowed to invest in the stock of other corporations represented
a substantial modification and simplification.

44

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



FEDERAL RESERVE SYSTEM

5. The restrictions of the former Regulation were relaxed to allow
corporations to accept time deposits from foreign depositors for the
purpose of safekeeping or investment.

6. The provisions of the former Regulation were also relaxed to
permit a corporation to take over or acquire participations in credits
or obligations relating to transactions that it could have financed at
inception.

7. The restrictions regarding a corporation's investment in the United
States of funds not currently employed in its international business were
tightened so as to preclude the purchase of open market commercial
paper and domestic "investment securities," other than U.S. Govern-
ment or State obligations.

8. The guarantee power of corporations was patterned after that of
foreign branches of national banks under the recently adopted revision
of Regulation M.

Governor Mills dissented from this action because he felt that
certain features of the revised Regulation, in particular the
broadening of the acceptance and guarantee powers of Edge
Act and "agreement" corporations, could lead to considerable
risk exposure and unsound banking practices, and also could
project a serious outflow of funds from the United States.

November 5, 1963

Increase in margin and retention requirements.

Effective November 6, 1963, the Supplements to Regulation T, Credit
by Brokers, Dealers, and Members of National Securities Exchanges, and
Regulation U, Loans by Banks for the Purpose of Purchasing or Carry-
ing Registered Stocks, were amended (1) to increase the margin require-
ments from 50 per cent to 70 per cent, these requirements to be applicable
both to purchases of securities and to short sales; and (2) to increase
from 50 per cent to 70 per cent the amount required to be retained in an
undermargined account with a brokerage firm or bank when there was a
sale of part of the securities serving as collateral.

Votes for this action: Messrs. Martin, Balderston, Mills,
and Shepardson. Votes against this action: Messrs. Robertson
and Mitchell.

Margin requirements are established by the Board of Gov-
ernors pursuant to authority contained in the Securities Exchange
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Act of 1934 "for the purpose of preventing the excessive use of
credit for the purchase or carrying of securities." The present
change was the first since July 10, 1962, when the requirements
were reduced from 70 per cent to 50 per cent for reasons set
forth on pages 113-14 of the Board's ANNUAL REPORT for 1962.

In announcing its action, the Board pointed out that since
July 1962 stock market credit reported by member brokerage
firms of the New York Stock Exchange and by weekly reporting
member banks of the Federal Reserve System had risen by $2.1
billion (43 per cent). Of the increase, nearly $1.8 billion was in
customer net debits of the brokerage firms, which rose by 49
per cent.

The retention requirement had been 50 per cent since June 15,
1959. The effect of the increase to 70 per cent was that in the
case of a sale of part of the collateral securing an undermargined
account or loan, that is, one in which the customer has an equity
amounting to less than the current margin requirement, the
amount of the proceeds of the sale that could be withdrawn by
the customer would be 30 per cent rather than 50 peir cent until
the customer's equity equaled the current margin requirement.

Governors Robertson and Mitchell agreed with the majority of
the Board that some increase in the margin and retention re-
quirements was justified. However, they would have preferred
to raise the requirements to 60 per cent at this time, feeling that
such an increase would have been sufficient in light of currently
available data on stock market credit, and to review the situation
again, on the basis of subsequent developments, to decide whether
a further increase seemed necessary.
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RECORD OF POLICY ACTIONS

OF THE FEDERAL OPEN MARKET COMMITTEE

The record of policy actions of the Federal Open Market
Committee is presented in the ANNUAL REPORT of the Board
of Governors pursuant to the requirements of Section 10 of
the Federal Reserve Act. That Section provides that the Board
shall keep a complete record of the actions taken by the Board
and by the Federal Open Market Committee on all questions
of policy relating to open market operations, that it shall re-
cord therein the votes taken in connection with the determina-
tion of open market policies and the reasons underlying each
such action, and that it shall include in its ANNUAL REPORT

to the Congress a full account of such actions.
In the pages that follow, there are entries with respect to the

policy actions taken at the 19 meetings of the Federal Open
Market Committee during the calendar year 1963, including
the votes on the policy decisions made at those meetings as
well as a resume of the basis for the decisions, as reflected
by the minutes of the Committee.

It will be noted from the record of policy actions that in
some instances the decisions were by unanimous vote and
that in other instances dissents were recorded. Further, as this
record indicates, the fact that a decision in favor of a general
policy was by a large majority, or even that it was by unani-
mous vote, does not necessarily mean that all members of the
Committee were equally agreed as to the reasons for the par-
ticular decision or as to the precise operations in the open
market that were called for to implement the general policy.

Both the Manager of the System Open Market Account and
the Special Manager of the Account for foreign currency oper-
ations attend the meetings of the Committee and obtain guid-
ance for the conduct of their operations.

The policy directives of the Federal Open Market Commit-
tee are issued to the Federal Reserve Bank of New York as
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the Bank selected by the Committee to execute transactions
for the System Open Market Account. In the area of domestic
open market activities the Bank operates under two separate
policy directives from the Open Market Committee—a contin-
uing authority directive and a current economic policy direc-
tive. At the beginning of the calendar year the continuing au-
thority directive in effect was as follows:

1. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York, to the extent necessary to carry out
the current economic policy directive adopted at the most recent meeting
of the Committee:

(a) To buy or sell U.S. Government securities in the open market,
from or to Government securities dealers and foreign and international
accounts maintained at the Federal Reserve Bank of New York, on a
cash, regular, or deferred delivery basis, for the System Open Market
Account at market prices and, for such Account, to exchange maturing
U.S. Government securities with the Treasury or allow them to mature
without replacement; provided that the aggregate amount of such securities
held in such Account (including forward commitments, but not including
such special short-term certificates of indebtedness as may be purchased
from the Treasury under paragraph 2 hereof) shall not be increased or
decreased by more than $1 billion during any period between meetings
of the Committee;

(b) To buy or sell prime bankers' acceptances of the kinds designated
in the Regulation of the Federal Open Market Committee in the open
market, from or to acceptance dealers and foreign accounts maintained
at the Federal Reserve Bank of New York, on a cash, regular, or deferred
delivery basis, for the account of the Federal Reserve Bank of New York
at market discount rates; provided that the aggregate amount of bankers'
acceptances held at any one time shall not exceed $75 million or 10 per
cent of the total of bankers' acceptances outstanding as shown in the most
recent acceptance survey conducted by the Federal Reserve Bank of New
York;

(c) To buy U.S. Government securities with maturities of 24 months
or less at the time of purchase, and prime bankers' acceptances with ma-
turities of 6 months or less at the time of purchase, from nonbank dealers
for the account of the Federal Reserve Bank of New York under agree-
ments for repurchase of such securities or acceptances in 15 calendar days
or less, at rates not less than (a) the discount rate of the Federal Reserve
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Bank of New York at the time such agreement is entered into, or (b) the
average issuing rate on the most recent issue of 3-month Treasury bills,
whichever is the lower; provided that in the event Government securities
covered by any such agreement are not repurchased by the dealer pursuant
to the agreement or a renewal thereof, they shall be sold in the market or
transferred to the System Open Market Account; and provided further that
in the event bankers' acceptances covered by any such agreement are not
repurchased by the seller, they shall continue to be held by the Federal
Reserve Bank or shall be sold in the open market.

2. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York to purchase directly from the Treas-
ury for the account of the Federal Reserve Bank of New York (with
discretion, in cases where it seems desirable, to issue participations to one
or more Federal Reserve Banks) such amounts of special short-term cer-
tificates of indebtedness as may be necessary from time to time for the
temporary accommodation of the Treasury; provided that the rate charged
on such certificates shall be a rate VA of 1 per cent below the discount rate
of the Federal Reserve Bank of New York at the time of such purchases;
and provided further that the total amount of such certificates held at any
one time by the Federal Reserve Banks shall not exceed $500 million.

The only revisions in this directive during the year affected
the limit on changes in holdings of securities in the System
Open Market Account during any period between meetings
of the Committee, as specified in Section l ( a ) . As noted in
the entries for the respective dates, this limit was raised to $1.5
billion on June 18, restored to $1.0 billion on July 30, again
raised to $1.5 billion on October 1, and restored to $1.0 bil-
lion on November 12. The current economic policy directive
was changed frequently during the year, as shown in the re-
spective policy record entries. The current economic policy
directive that was in effect at the beginning of 1963 instructed
the Federal Reserve Bank of New York as follows:

It is the current policy of the Federal Open Market Committee to ac-
commodate moderate further increases in bank credit and the money
supply, while aiming at money market conditions that would minimize
capital outflows internationally. This policy takes into account the lack
of any significant improvement in the U.S. balance of payments and the
recent substantial increase in bank credit, but at the same time recognizes
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the unsatisfactory level of domestic activity, the continuing underutiliza-
tion of resources, and the absence of inflationary pressures.

To implement this policy, operations for the System Open Market Ac-
count during the next 3 weeks shall be conducted with a view to offsetting
the anticipated seasonal easing of Treasury bill rates, if necessary through
maintaining a firmer tone in money markets, while continuing to provide
moderate reserve expansion in the banking system.

In the foreign currency area, the Federal Reserve Bank of
New York operates under (1) an authorization regarding open
market transactions in foreign currencies, (2) a statement of
guidelines for System foreign currency operations, and (3) a
continuing authority directive on System foreign currency op-
erations.

The authorization regarding open market transactions in for-
eign currencies in effect at the beginning of 1963 and through-
out the year read as follows:

AUTHORIZATION REGARDING OPEN MARKET TRANSACTIONS
IN FOREIGN CURRENCIES

Pursuant to Section 12A of the Federal Reserve Act and in accordance
with Section 214.5 of Regulation N (as amended) of the Board of Gov-
ernors of the Federal Reserve System, the Federal Open Market Committee
takes the following action governing open market operations incident to
the opening and maintenance by the Federal Reserve Bank of New York
(hereafter sometimes referred to as the New York Bank) of accounts with
foreign central banks.

I. Role of Federal Reserve Bank of New York
The New York Bank shall execute all transactions pursuant to this

authorization (hereafter sometimes referred to as transactions in foreign
currencies) for the System Open Market Account, as defined in the Reg-
ulation of the Federal Open Market Committee.

II. Basic Purposes of Operations
The basic purposes of System operations in and holdings of foreign

currencies are:
(1) To help safeguard the value of the dollar in internation al exchange

markets;
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(2) To aid in making the existing system of international payments
more efficient and in avoiding disorderly conditions in exchange
markets;

(3) To further monetary cooperation with central banks of other
countries maintaining convertible currencies, with the International
Monetary Fund, and with other international payments institu-
tions;

(4) Together with these banks and institutions, to help moderate
temporary imbalances in international payments that may adversely
affect monetary reserve positions; and

(5) In the long run, to make possible growth in the liquid assets avail-
able to international money markets in accordance with the needs
of an expanding world economy.

III. Specific Aims of Operations
Within the basic purposes set forth in Section II, the transactions shall

be conducted with a view to the following specific aims:
(1) To offset or compensate, when appropriate, the effects on U.S.

gold reserves or dollar liabilities of disequilibrating fluctuations in
the international flow of payments to or from the United States,
and especially those that are deemed to reflect temporary forces
or transitional market unsettlement;

(2) To temper and smooth out abrupt changes in spot exchange rates
and moderate forward premiums and discounts judged to be dis-
equilibrating;

(3) To supplement international exchange arrangements such as those
made through the International Monetary Fund; and

(4) In the long run, to provide a means whereby reciprocal holdings
of foreign currencies may contribute to meeting needs for inter-
national liquidity as required in terms of an expanding world
economy.

IV. Arrangements with Foreign Central Banks
In making operating arrangements with foreign central banks on System

holdings of foreign currencies, the New York Bank shall not commit itself
to maintain any specific balance, unless authorized by the Federal Open
Market Committee.

The Bank shall instruct foreign central banks regarding the investment
of such holdings in excess of minimum working balances in accordance
with Section 14(e) of the Federal Reserve Act.

The Bank shall consult with foreign central banks on coordination
of exchange operations.
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Any agreements or understandings concerning the administration of
the accounts maintained by the New York Bank with the central banks
designated by the Board of Governors under Section 214.5 of Regulation
N (as amended) are to be referred for review and approval to the Com-
mittee, subject to the provision of Section VIII, paragraph 1, below.

V. Authorized Currencies
The New York Bank is authorized to conduct transactions for System

Account in such currencies and within the limits that the Federal Open
Market Committee may from time to time specify.

VI. Methods of Acquiring and Selling Foreign Currencies
The New York Bank is authorized to purchase and sell foreign cur-

rencies in the form of cable transfers through spot or forward trans-
actions on the open market at home and abroad, including transactions
with the Stabilization Fund of the Secretary of the Treasury established
by Section 10 of the Gold Reserve Act of 1934 and with foreign monetary
authorities.

Unless the Bank is otherwise authorized, all transactions shall be at
prevailing market rates.

VII. Participation of Federal Reserve Banks
All Federal Reserve Banks shall participate in the foreign currency op-

erations for System Account in accordance with paragraph 3 G (1) of
the Board of Governors' Statement of Procedure with Resped: to Foreign
Relationships of Federal Reserve Banks dated January 1, 1944.

VIII. Administrative Procedures
The Federal Open Market Committee authorizes a Subcommittee con-

sisting of the Chairman and the Vice Chairman of the Committee and
the Vice Chairman of the Board of Governors (or in the absence of the
Chairman or of the Vice Chairman of the Board of Governors the members
of the Board designated by the Chairman as alternates, and in the absence
of the Vice Chairman of the Committee his alternate) to give instructions
to the Special Manager, within the guidelines issued by the Committee,
in cases in which it is necessary to reach a decision on operations before
the Committee can be consulted.

All actions authorized under the preceding paragraph shall be promptly
reported to the Committee.

The Committee authorizes the Chairman, and in his absence the Vice
Chairman of the Committee, and in the absence of both, the Vice Chair-
man of the Board of Governors:
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(1) With the approval of the Committee, to enter into any needed
agreement or understanding with the Secretary of the Treasury
about the division of responsibility for foreign currency opera-
tions between the System and the Secretary;

(2) To keep the Secretary of the Treasury fully advised concerning
System foreign currency operations, and to consult with the Sec-
retary on such policy matters as may relate to the Secretary's
responsibilities;

(3) From time to time, to transmit appropriate reports and informa-
tion to the National Advisory Council on International Monetary
and Financial Problems.

IX. Special Manager of the System Open Market Account
A Special Manager of the Open Market Account for foreign currency

operations shall be selected in accordance with the established procedures
of the Federal Open Market Committee for the selection of the Manager
of the System Open Market Account.

The Special Manager shall direct that all transactions in foreign cur-
rencies and the amounts of all holdings in each authorized foreign currency
be reported daily to designated staff officials of the Committee, and shall
regularly consult with the designated staff officials of the Committee on
current tendencies in the flow of international payments and on current
developments in foreign exchange markets.

The Special Manager and the designated staff officials of the Com-
mittee shall arrange for the prompt transmittal to the Committee of all
statistical and other information relating to the transactions in and the
amounts of holdings of foreign currencies for review by the Committee
as to conformity with its instructions.

The Special Manager shall include in his reports to the Committee
a statement of bank balances and investments payable in foreign cur-
rencies, a statement of net profit or loss on transactions to date, and a
summary of outstanding unmatured contracts in foreign currencies.

X. Transmittal of Information to Treasury Department
The staff officials of the Federal Open Market Committee shall transmit

all pertinent information on System foreign currency transactions to
designated officials of the Treasury Department.

XL Amendment of Authorization

The Federal Open Market Committee may at any time amend or
rescind this authorization.
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The guidelines for System foreign currency operations in effect
at the beginning of the year were as follows:

GUIDELINES FOR SYSTEM FOREIGN CURRENCY OPERATIONS

1. Holdings of Foreign Currencies

Until otherwise authorized, the System will limit its holdings of foreign
currencies to that amount necessary to enable its operations to exert a
market influence. Holdings of larger amounts will be authorized only
when the U.S. balance of international payments attains a sufficient sur-
plus to permit the ready accumulation of holdings of major convertible
currencies.

Holdings of a currency shall generally be kept sufficient to meet forward
contracts in that currency (exclusive of contracts made under parallel
arrangements with foreign monetary authorities which provide their own
cover) expected to mature in the following 3-week period.

Foreign currency holdings above a certain minimum shall be invested
as far as practicable in conformity with Section 14(e) of the Federal
Reserve Act.

2. Exchange Transactions

System exchange transactions shall be geared to pressures of payments
flows so as to cushion or moderate disequilibrating movements of funds
and their destabilizing effects on U.S. and foreign official reserves and on
exchange markets.

In general, these transactions shall be geared to pressures connected
with movements that are expected to be reversed in the foreseeable future;
when expressly authorized by the Federal Open Market Committee, they
may also be geared on a short-term basis to pressures connected with other
movements.

Subject to express authorization of the Committee, the Federal Reserve
Bank of New York may enter into reciprocal arrangements with foreign
central banks on exchange transactions ("swap" arrangements), which
arrangements may be wholly or in part on a standby basis.

The New York Bank shall, as a usual practice, purchase and sell
authorized currencies at prevailing market rates without trying to estab-
lish rates that appear to be out of line with underlying market forces.

If market offers to sell or buy intensify as System holdings increase or
decline, this shall be regarded as a clear signal for a review of the System's
evaluation of international payments flows. This review might suggest
a temporary change in System holdings of a particular convertible cur-
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rency and possibly direct exchange transactions with the foreign central
bank involved to be able to accommodate a larger demand or supply.

Starting operations at a time when the United States is not experiencing
a net inflow of any eligible foreign currency may require that initial System
holdings (apart from sums that might be acquired from the Stabilization
Fund) be purchased directly from foreign central banks.

It shall be the practice to arrange with foreign central banks for the
coordination of foreign currency transactions in order that System trans-
actions do not conflict with those being undertaken by foreign monetary
authorities.

3. Transactions in Spot Exchange

The guiding principle for transactions in spot exchange shall be that,
in general, market movements in exchange rates, within the limits estab-
lished in the International Monetary Fund Agreement or by central bank
practices, index affirmatively the interaction of underlying economic
forces and thus serve as efficient guides to current financial decisions,
private and public.

Temporary or transitional fluctuations in payments flows may be
cushioned or moderated whenever they occasion market anxieties, or
undesirable speculative activity in foreign exchange transactions, or ex-
cessive leads and lags in international payments.

Special factors making for exchange market instabilities include (i)
responses to short-run increases in international political tension, (ii)
differences in phasing of international economic activity that give rise to
unusually large interest rate differentials between major markets, or (iii)
market rumors of a character likely to stimulate speculative transactions.

Whenever exchange market instability threatens to produce disorderly
conditions, System transactions are appropriate if the Special Manager, in
consultation with the Federal Open Market Committee, or in an emer-
gency with the members of the Committee designated for that purpose,
reaches a judgment that they may help to re-establish supply and demand
balance at a level more consistent with the prevailing flow of underlying
payments. Whenever supply or demand persists in influencing exchange
rates in one direction, System transactions should be modified, curtailed,
or eventually discontinued pending a re-assessment by the Committee of
supply and demand forces.

4. Transactions in Forward Exchange

Occasion to engage in forward transactions will arise mainly when
forward premiums or discounts are inconsistent with interest rate dif-
ferentials and are giving rise to a disequilibrating movement of short-term -
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funds, or when it is deemed appropriate to supplement existing market
facilities for forward cover as a means of encouraging the retention or
accumulation of dollar holdings abroad.

Proposals of the Special Manager to initiate forward operations shall be
submitted to the Committee for advance approval.

For such operations, the New York Bank may, where authorized, take
over from the Stabilization Fund outstanding contracts for forward sales
or purchases of authorized currencies.

5. Exchange Rates

Insofar as practicable, the New York Bank shall purchase a currency
through spot transactions at or below its par value, and should lower
the rate at which it is prepared to purchase a currency as its holdings of
that currency approach the established maximum.

The Bank shall also, where practicable, sell a currency through spot
transactions at rates at or above its par value, and should raise the rate
at which it is prepared to sell a currency as its holdings of that currency
approach zero.

Spot transactions at rates other than those set forth in the preceding
paragraphs shall be specially authorized by the members of the Committee
designated in Section VIII of the Authorization for Open Market Trans-
actions in Foreign Currencies.

Certain revisions were made in these guidelines at the meeting
on May 28, as noted in the entry for that date.

The continuing authority directive with respect to foreign cur-
rency operations in effect at the beginning of 1963 was as follows:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Cur-
rency Operations issued by the Federal Open Market Committee on
February 13, 1962, and amended November 13, 1962:

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

Total foreign currencies held at any one time shall not exceed $1 billion.
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This directive was amended on several occasions during the
year, as noted in entries for various dates. In general, the effects
of the amendments were (1) to add certain currencies to the list
of foreign currencies in which transactions were authorized, (2)
to specify certain additional purposes for which foreign currency
transactions were authorized, and (3) to modify the amounts
and the form of the dollar limitations specified for foreign cur-
rency operations.

January 8, 1963

1. Authority to effect transactions in System Account.

Domestic economic activity, although at record levels, re-
mained lower than needed for the full utilization of existing
manpower and industrial capacity. Industrial production and
employment showed little change in December from the levels
reached in mid-1962, while gross national product was esti-
mated to have increased moderately further in the fourth quar-
ter. Unemployment was estimated to have changed little from
the advanced November rate. Department store and new auto-
mobile sales continued high, although they were below No-
vember levels. New orders for machinery and other equipment
rose again in November. Commodity prices at wholesale con-
tinued stable in December, and consumer prices were unchanged
in November.

In the financial area, yields on private and Government se-
curities with a fixed return showed little net change in recent
weeks. Offerings of corporate and State and local government
securities were in moderate volume in December and were in-
dicated to continue so in January. Stock market prices in De-
cember maintained the advanced levels reached following the
Cuban crisis, and in early January rose further.

Seasonally adjusted commercial bank credit in December
was estimated to have increased sharply further, about in line
with the growth in other recent months. Bank loans continued
to register a substantial increase. The conventionally defined
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money supply (currency in circulation and privately held de-
mand deposits) rose sharply, and time and savings deposits
increased substantially further. Required reserves of member
banks averaged more than 3 per cent higher than in Decem-
ber 1961; for the past 4 months they had increased at a sea-
sonally adjusted annual rate exceeding 9 per cent. Excess re-
serves and member bank borrowing from the Federal Reserve
Banks both moved higher as banks made year-end adjustments
in their reserve positions, with free reserves declining consider-
ably, and the money market continuing relatively firm. In
accordance with the current economic policy directive adopted
at the preceding meeting (December 18, 1962), System opera-
tions since then had been conducted with a view to maintain-
ing slightly less easy monetary conditions.

The U.S. balance of payments in the fourth quarter of 1962,
apart from special receipts, was still in serious deficit, although
not on a scale comparable with the large single-month deficit
in October. Gold and foreign exchange markets had been rela-
tively calm in recent weeks.

Differences of view with respect to monetary and credit pol-
icy, at least for the near future, were quite small at this meet-
ing, with a general consensus in favor of continuing unchanged
the policy of slightly less ease adopted at the December 18
meeting, to which credit markets had adjusted gradually and
smoothly. Factors taken into account in arriving at the current
policy consensus included the Treasury's $250 million bond
offering to underwriters, other pending Treasury financing op-
erations, and the lack of significant change in domestic economic
conditions or in the international financial position of the United
States.

After some discussion of the wording of the December 18
current policy directive, the phrasing of that directive—but
not the substance—was changed somewhat. Accordingly, the
following current policy directive was issued to the: Federal Re-
serve Bank of New York:
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It is the Committee's current policy to accommodate further, though
more moderate, growth in bank credit and the money supply, while aiming
at money market conditions that would minimize capital outflows inter-
nationally. This policy takes into account the lack of significant improve-
ment in the U.S. balance of payments and the recent substantial increases
in bank credit, demand deposits, and the reserve base, but at the same
time recognizes the modest progress of the domestic economy during 1962,
the continuing underutilization of resources, and the absence of in-
flationary pressures.

To implement this policy, System open market operations during the
next 3 weeks shall be conducted with a view to maintaining about the
same degree of firmness in the money market that has prevailed in recent
weeks and to offsetting seasonal downward pressures on short-term interest
rates, while providing for moderate reserve expansion in the banking
system.

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

Mr. Robertson, in dissenting, indicated that the Treasury
financing program and the continued reserve expansion during
the past 3 weeks inclined him toward a position of no change
in policy at this time. However, he believed that primary em-
phasis should not be placed on maintenance of the Treasury
bill rate and that no actions should be taken to tighten marginal
reserve positions simply in order to resist a decline in the bill
rate. Instead, primary emphasis should be placed on insuring
the maintenance of an availability of reserves that would stimu-
late the domestic economy, and in his opinion the wording of
the policy directive was inconsistent with this view.

2. Authority to purchase and sell foreign currencies.

The continuing authority directive to the Federal Reserve
Bank of New York on System foreign currency operations, last
amended October 2, 1962, was further amended, effective im-
mediately, to increase from $1.0 billion to $1.3 billion the
authorized maximum holdings of foreign currencies at any one
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time. As amended, the continuing authority directive read as
follows:

The Federal Reserve Bank of New York is authorized and directed
to purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Cur-
rency Operations issued by the Federal Open Market Committee on
February 13, 1962, and amended November 13, 1962:

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

Total foreign currencies held at any one time shall not exceed $1.3
billion.

Votes for this action: Messrs. Martin, Balderston,
Bryan, Deming, Ellis, Fulton,-King, Mills, Robertson,
Shepardson, and Treiber. Votes against this action:
None.

At this date reciprocal currency (swap) agreements totaling
$900 million were outstanding on a standby basis with 9 for-
eign central banks and the Bank for Internationa] Settlements,
as follows:

(In millions of dollars)
Austrian National Bank 50
National Bank of Belgium 50
Bank of Canada 250
Bank of England 50
Bank of France 50
German Federal Bank 50
Bank of Italy 150
Netherlands Bank 50
Swiss National Bank 100
Bank for International Settlements 100
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There were in prospect the execution of a similar agreement
with the Bank of Sweden and an enlargement of certain of the
existing swap facilities. In addition, the Federal Reserve held
a modest quantity of certain foreign currencies that had been
acquired from the U.S. Treasury Stabilization Fund at the out-
set of the Federal Reserve program of foreign currency opera-
tions in February 1962. In the circumstances it was considered
appropriate to increase the maximum amount of foreign cur-
rencies authorized to be held at any one time.

January 29, 1963

1. Authority to effect transactions in System Account.

Statistics available indicated virtually no change in general
domestic business conditions from 3 weeks and 6 weeks earlier.
Through December industrial activity, nonagricultural employ-
ment, and wholesale prices continued at the levels of other
recent months. Personal income and retail sales rose further to
record levels in December; consumer prices edged down after
having leveled off in the autumn. The number of housing units
started and the volume of new orders received by producers of
machinery and other durable goods declined in December from
advanced levels. Partial data suggested that retail sales contin-
ued high in January, while the unemployment rate remained in
the relatively high range where it had been for many months.

Most business and other projections, including those prepared
by the Council of Economic Advisers, reflected caution in ap-
praising economic prospects and suggested little likelihood of
an upsurge in activity in 1963 sufficiently strong to bring about
a significant reduction in the rate of unemployment.

In contrast to business activity, key financial indicators and
projections showed a degree of strength that on occasion in the
past had foreshadowed a pick-up in underlying economic activity.
There was a further sharp rise in the seasonally adjusted money
supply in the first half of January, although indications for
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the second half of the month were for sorpe decline. Time
deposits also rose substantially further in the first half of the
month. Required reserves of member banks against private
deposits were averaging somewhat higher during January than
in December. Free reserves also were averaging somewhat higher,
but the money market retained a moderately firm tone, with
the 3-month bill rate holding slightly above the 2.90 per cent
level.

Three major administration messages—economic, budget, and
tax—that had been presented to the Congress since the January 8
meeting, emphasized fiscal and other efforts to stimulate eco-
nomic growth, and this emphasis contributed a note of caution
to bond markets and strength to the stock market. Yields on
U.S. Government and some other fixed-interest-return securi-
ties rose a little, on balance, from their levels in early January.
Common stock prices continued the rise of recent months on
sizable trading volume, and at the time of this meeting had
recovered two-thirds of their decline from December 1961 to
June 1962. Corporate security financing in Janueiry was indi-
cated to be smaller than in December, while municipal financing
was estimated to be larger.

Weekly indicators of U.S. monetary reserves and liquid liabili-
ties suggested an over-all deficit of as much as $500 million in
the U.S. balance of payments for the month of January. The
prolonged dock strike possibly contributed to the enlarged deficit,
but unusually large outflows of capital—particularly long-term
—appeared mainly responsible. Purchases of foreign securities,
including large purchases of new Canadian issues, were substan-
tial in January. In addition, some U.S. dollar time deposits were
placed in Canadian banks. Gold and foreign exchange markets
remained generally quiet.

Members of the Committee were in agreement that no change
in policy should be undertaken in the 2 weeks intervening before
the February 12 meeting. Influential factors included the large
imminent Treasury refunding operation, the lack of observable
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change in domestic business activity, the large expansion in bank
credit and money during recent months, and the deterioration
in the U.S. balance of payments. Members of the Committee
combined these considerations in varying proportions in their
evaluations of policy action. But even for those who otherwise
might have preferred to shift policy a little, the desirability of
maintaining an "even keel" position during the Treasury financ-
ing was controlling.

The economic policy directive was re-worded somewhat to
recognize the forthcoming Treasury financing and otherwise to
make it represent more precisely the currently available facts
and Committee considerations. Accordingly, the current direc-
tive was issued to the Federal Reserve Bank of New York in
the following form:

It is the Committee's current policy to accommodate growth in bank
credit and the money supply more moderate than in recent months, while
aiming at money market conditions that would minimize capital outflows
internationally. This policy takes into account the recent deterioration in
the U.S. balance of payments and the recent substantial increases in bank
credit, demand deposits, and the reserve base, but at the same time
recognizes the limited progress of the domestic economy in recent months,
the continuing underutilization of resources, and the absence of inflationary
pressures.

To implement this policy, and in view of the forthcoming Treasury
financing, System open market operations during the next 2 weeks shall
be conducted with a view to maintaining about the same degree of firmness
in the money market that has prevailed in recent weeks and to offsetting
downward pressures on short-term interest rates, while providing for
continued moderate reserve expansion.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bryan, Deming, Ellis, Fulton, Mills,
Mitchell, Robertson, and Shepardson. Votes against
this action: None.

2. Authority to purchase and sell foreign currencies.

The Committee had authorized, on December 4, 1962, the
negotiation of a reciprocal currency (swap) agreement between
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the Federal Reserve and the Bank of Sweden, and the consum-
mation of a $50 million agreement was announced on January
17, 1963. The consummation of the agreement was accompa-
nied by the addition of Swedish kronor to the list of foreign
currencies that the Committee's continuing directive on foreign
currency operations authorized the Federal Reserve Bank of
New York to purchase and sell in accordance with the guide-
lines on System foreign currency operations originally issued
by the Committee on February 13, 1962, and amended on No-
vember 13, 1962. The amendment of the continuing authority
directive to add Swedish kronor to the list of foreign currencies
was ratified at this meeting.

February 12, 1963

Authority to effect transactions in System Account.

The domestic economic situation at the time of this meeting
was little changed from other recent months. Exceptionally in-
clement weather in many areas affected business activity, as did
several important labor disputes. Industrial production, non-
agricultural employment, and unemployment in January had
about equaled their December levels and were approximately
the same as in mid-1962. New orders for durable goods declined
again in December. Retail sales were estimated to have been
fractionally lower in January than in December but well above
levels of the past summer. Automobile sales, however, were
higher than in December. The length of the work week in manu-
facturing had declined further in January. Average hourly earn-
ings of factory workers were unchanged in January and were
less than 2 per cent above a year earlier, a small increase as
compared with other postwar years. Corporate profits appar-
ently rose appreciably in the fourth quarter of 1962.

The seasonally adjusted money supply declined slightly more
in the second half of January than it had risen in the first half,
but for the month it averaged somewhat higher than in Decem-
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ber. The rate of growth of time and savings deposits accelerated
somewhat during January. Seasonally adjusted bank credit rose
further, with the rise concentrated in security holdings. Total
reserves, as well as required reserves against private deposits,
had declined over the 3 weeks preceding this meeting. Free
reserves also had declined, and member bank borrowings from
Federal Reserve Banks had averaged somewhat higher. The
money market had firmed a little in the past 2 weeks, with yields
on 90-day Treasury bills varying in a range between 2.93 and
2.96 per cent, and the Federal funds rate at or just under the
discount rate of Federal Reserve Banks.

Capital market financing for February was indicated to be
somewhat above the moderate volume in January owing to a
considerably larger volume of municipal financing. The Feb-
ruary Treasury refunding was regarded as highly successful,
and the market was now awaiting an advance refunding opera-
tion which the Treasury had indicated would be forthcoming.

Stock market prices, which had risen further in January on
active trading, showed little additional rise in early February.
Yields on U.S. Government, municipal, and corporate bonds had
risen somewhat during the past few weeks as investor caution
increased.

The over-all deficit in the U.S. balance of payments was now
estimated for the month of January at about $400 million, a
somewhat better showing than indicated by reports at the Janu-
ary 29 meeting. Foreign bond issues and private placements in
the U.S. market reached a large volume. Gold and foreign ex-
change markets were generally quiet, but the pound sterling and
the Canadian dollar weakened in late January and early Febru-
ary as a result of political developments.

The Committee was unanimously of the view that no change
should be made in monetary policy from that followed in recent
weeks. This view reflected a desire to maintain a steady market
tone during forthcoming Treasury financing operations. Also,
business and financial sentiment was reported as being affected
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by uncertainties surrounding the discussion of tax legislation, by
the size of the Federal deficit, and by the continuing balance of
payments problem. Developments abroad, notably the French
veto of British entrance into the Common Market and the Ca-
nadian tension over defense policy, added to the atmosphere of
business uncertainty.

While there was agreement that no change in monetary policy
was to be made at this time, some technical changes in the word-
ing of the current economic policy directive were deemed ap-
propriate in the light of recent developments. After discussion
of these changes, unanimous approval was given to the follow-
ing directive to the Federal Reserve Bank of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while aiming at money market conditions that would
minimize capital outflows internationally. This policy takes into account
the continuing adverse U.S. balance of payments position and the sub-
stantial increases in bank credit, money supply, and the reserve base in
recent months, but at the same time recognizes the limited progress of the
domestic economy, the continuing underutilization of resources, and the
absence of general inflationary pressures.

To implement this policy, and in view of the forthcoming Treasury
financing, System open market operations during the next 3 weeks shall
be conducted with a view to maintaining about the same degree of firmness
in the money market that has prevailed in recent weeks and to offsetting
downward pressures on short-term interest rates, while accommodating
moderate reserve expansion.

Votes for this action: Messrs. Martin, Hctyes,
Balderston, Bryan, Deming, Ellis, Fulton, Mitchell,
Robertson, and Shepardson. Votes against this action:
None.

Although he voted to approve this directive, Mr. Robertson
indicated he did not favor continuing the clause in the second
paragraph: "and to offsetting downward pressures on short-term
interest rates." He felt that retention of this clause, well beyond
the period of strong seasonal rate pressures, suggested Commit-
tee preoccupation with the maintenance of a particular level of
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bill rates rather than with the promotion of a general monetary
atmosphere appropriate to the objectives of the Committee.

March 5, 1963

1. Authority to effect transactions in System Account.

On balance, the domestic economic picture had not changed
significantly since the preceding meeting of the Committee.
Special influences, such as unusually severe winter weather and
strikes in some key industries, had affected some of the sta-
tistical readings but most changes, both favorable and unfavor-
able, were quite small.

Automobile production and sales continued high in Febru-
ary. Total retail sales also continued close to record levels.
Personal income increased in January owing to large dividend
payments on veterans' insurance, which more than offset a
sizable increase in employee contributions to social security.
The labor market showed little change, although the seasonally
adjusted rate of unemployment edged up in January and again
in February.

The industrial production index in January was down frac-
tionally from December but stayed in the narrow range that
had prevailed since July 1962. New orders received by durable
goods producers, on the other hand, rose appreciably to a level
slightly above the October 1962 high.

Consumer prices in January reversed the slight decline ex-
perienced in December; they were 1.4 per cent above a year
earlier, with higher prices of foods and services mainly responsi-
ble. Wholesale commodity prices continued to show little change
from the preceding month or from a year earlier.

Yields on corporate bonds showed little change in the weeks
immediately preceding the meeting, while municipal bond yields
increased moderately in response to continuing heavy dealer
inventories. Yields on Treasury intermediate- and long-term is-
sues also rose somewhat, partly reflecting Treasury refunding
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activities. Treasury bill rates dropped slightly below mid-Febru-
ary levels. A highlight of the period was the apparently successful
Treasury advance refunding operation—not yet completed—in-
volving a potential exchange of about $29 billion of outstanding
issues, of which public holdings accounted for about $20 billion.

Capital market financing by corporations and State and local
governments was in moderate volume again in February. Stock
market prices declined appreciably during the 2 weeks preceding
the meeting, after rising vigorously for more than 3 months.

Bank credit rose substantially further in February on a season-
ally adjusted basis, reflecting chiefly increases in security loans
and loans to finance companies and a much smaller than usual
decline in holdings of U.S. Government securities. The seasonally
adjusted money supply apparently was maintained close to the
January level, while time and savings deposits increased substan-
tially further. Total reserves and required reserves behind private
deposits had declined about seasonally over the past 4 weeks.
Free reserves averaged somewhat lower, and member bank
borrowings higher.

According to tentative preliminary estimates, the balance of
payments deficit was much lower in February than in January.
However, in view of the influence of the dock strike on the trade
figures, the average for the past 2 or 3 months seemed more sig-
nificant, and this average showed no improvement over 1962.
Exchange markets and the London gold market were generally
quiet; sterling continued to show counterseasonal weakness.

The Committee was in agreement that monetary policy in the
period until its next meeting should continue along the lines
followed in recent weeks. As usual, there were shadings of opinion
as to the relative importance and usefulness of small changes in
monetary policy, in one direction or the other, either for dealing
with the domestic economy or for coping with the continuing
large deficit in the balance of payments. In terms of the period
immediately ahead, however, there was general recognition that
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the continuing Treasury financing operations during most of the
period argued against any significant change in policy.

Although the decision was for continuation of the same degree
of monetary ease as had prevailed in recent weeks, certain minor
technical changes in the wording of the directive were adopted.
Accordingly, the following current economic policy directive was
issued to the Federal Reserve Bank of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while aiming at money market conditions that would
minimize capital outflows internationally. This policy takes into account
the continuing adverse U.S. balance of payments position and the in-
creases in bank credit, money supply, and the reserve base in recent
months, but at the same time recognizes the limited progress of the
domestic economy, the continuing underutilization of resources, and the
absence of general inflationary pressures.

To implement this policy in a period following a major Treasury financ-
ing, System open market operations during the next 3 weeks shall be
conducted with a view to maintaining about the same degree of firmness in
the money market that has prevailed in recent weeks and to offsetting
downward pressures on short-term interest rates, while accommodating
moderate reserve expansion.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bopp, Clay, Irons, Mills, Mitchell, Robert-
son, Scanlon, and Shepardson. Votes against this
action: None.

2. Authority to purchase and sell foreign currencies.

Authorization was given to the Federal Reserve Bank of New
York to undertake, on an experimental basis, forward purchases
up to a combined total of $25 million equivalent of any or all
of the foreign currencies authorized for System operations in
order to permit greater flexibility in covering commitments under
reciprocal currency (swap) agreements.

Accordingly, the continuing directive to the Federal Reserve
Bank of New York with respect to foreign currency operations
was amended as follows, effective immediately:
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The Federal Reserve Bank of New York is authorized and directed
to purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Fore ign Currency
Operations reaffirmed by the Federal Open Market Committee on March
5, 1963:

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

The Federal Reserve Bank of New York is also authorized and directed
to purchase, in accordance with the Guidelines and for the purpose of
allowing greater flexibility in covering commitments under reciprocal
currency agreements, any or all of the foregoing currencies through for-
ward transactions, up to a combined total of $25 million equivalent.

Total foreign currencies held at any one time shall not exceed $1.3
billion.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bopp, Clay, Irons, King, Mills, Mitchell,
Robertson, Scanlon, and Shepardson. Votes against
this action: None.

3. Review of continuing authorizations.

This being the first meeting of the Federal Open Market Com-
mittee following the election of new members from the Federal
Reserve Banks to serve for the year beginning March 1, 1963,
and their assumption of duties, the Committee followed its cus-
tomary practice of reviewing all of its continuing authorizations
and directives. The action taken with respect to the continuing
authority directive on foreign currency operations has been
described in the preceding portion of the entry for this date.

The Committee reaffirmed its continuing authority directive
to the Federal Reserve Bank of New York with respect to trans-
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actions in U.S. Government securities, repurchase agreements,
and bankers' acceptances, in the form in which that directive was
outstanding at the beginning of the year 1963. The language of
the directive is set forth in the preface to this record of Open
Market Committee policy actions for 1963.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bopp, Clay, Irons, King, Mills, Mitchell,
Scanlon, and Shepardson. Votes against this action:
None. Abstaining: Mr. Robertson.

Mr. Robertson, who had voted against the adoption of the
continuing authority directive in its present form on March 6,
1962, abstained because he continued to feel that the directive
was inadequate and did not provide sufficient guidance and
restrictions.

The Committee also reaffirmed its authorization regarding
open market transactions in foreign currencies and its guidelines
for System foreign currency operations, in the form in which both
of these were outstanding at the beginning of the year 1963, as
set forth in the preface to this record of policy actions.

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, King, Mills, Mitchell,
Robertson, Scanlon, and Shepardson. Votes against
this action: None.

The reaffirmation of the authorization for System foreign cur-
rency operations was with the understanding that the program
continued to be regarded as experimental in nature.

March 26, 1963

Authority to effect transactions in System Account.

Reports indicated that business and financial sentiment with
respect to short-run prospects for domestic activity had strength-
ened since the preceding meeting of the Committee as favorable
economic data predominated. A recent survey indicated that

71

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



ANNUAL REPORT OF BOARD OF GOVERNORS

business planned to increase fixed capital outlays in 1963 by 5
per cent, instead of the 3 per cent increase reported by a survey
last autumn. Business plans for inventory holdings called for a
stepping-up of expansion in the second quarter of this year, partly
as protection against a possible steel strike in the summer. New
orders received by machinery and other durable goods producers
had risen somewhat further in February; and stock market prices
had maintained the higher level to which they rebounded in early
March. Also, consumer plans to spend for automobiles, other
durable goods, and homes indicated continuing strength of
demand.

While these portents of further expansion in activity substan-
tially reduced whatever expectations there had been for an
imminent cyclical recession, they were not sufficient to suggest
a major improvement in unemployment. In fact, unemployment
had increased again in February, reaching a seasonally adjusted
rate of 6.1 per cent of the civilian labor force. The rise reflected
the fact that the increase in the labor force was greater than the
moderate rise in employment.

Industrial production remained essentially unchanged again
in February. Construction expenditures declined, but new
housing units started increased a little from the reduced January
level. Retail sales showed little change in February around the
advanced January rate but, with automobile markets continuing
strong, sales rose further in early March. Industrial commodity
prices continued stable.

In the financial area corporate and municipal security issues
in March were relatively large and appeared likely to continue
so in April. Nevertheless, yields on corporate bonds had changed
little in recent weeks, while yields on State and local government
securities had declined. Large-scale Federal refundings and cash
borrowings also took place, with yields on U.S. Government
securities remaining in a relatively narrow range. Yields on 90-
day Treasury bills, at 2.90 per cent, continued below the Federal
Reserve discount rate, while yields on long-term Treasury issues
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edged up to an average of 3.94 per cent in the week preceding
this meeting.

Seasonally adjusted bank credit expansion continued large in
January, February, and early March. Business loans, however,
had shown mainly seasonal changes following a rapid increase
in late 1962. Real estate and consumer loan demand continued
strong.

Free reserves of member banks averaged $300 million in the 3
weeks ending March 20, little changed from the average for the
month of February. The seasonally adjusted money supply rose
in the first half of March following a slight drop in February.
Time and savings deposits, seasonally adjusted, continued to
expand rapidly, but at a somewhat slackened pace in February
and the first half of March.

The deficit in U.S. international payments in the first quarter
of 1963 was tentatively estimated to be moderately lower than
the quarterly average for the years 1962 and 1961. The first-
quarter figures were unfavorably affected by the dock strike and
a bunching of foreign bond issues but favorably affected by large
repayments of bank loans and probably some flows of funds
connected with the recent weakness of the pound sterling. Both
in 1962 and 1961, however, results of the first quarter had turned
out to be considerably better than those for subsequent quarters.
(In 1963 the contribution of one favorable but seasonal influence
—the reversal of year-end window-dressing operations by for-
eign banks—was much reduced.) Exchange markets showed,
on balance, little net change, except for the pressure on sterling.

The Committee indicated general satisfaction with the degree
of monetary and credit ease that had prevailed in recent weeks,
and none of the members suggested a major change in policy in
either direction. However, in view of the cumulative consequences
of large balance of payments deficits, a minority felt it desirable
to start moving toward slightly less reserve availability and
slightly higher Treasury bill rates. Some other members indicated
that they might have been attracted to this policy position except
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for the Treasury financing program under way and ahead. Still
others, however, expressed serious doubt that a less easy mone-
tary policy, within the ranges discussed, would have any appreci-
able effect on the balance of payments position, and they felt
that a more pronounced shift would have unfavorable conse-
quences for the domestic economy.

The majority position was clearly for maintaining essentially
the status quo during the ensuing 3-week period. Nevertheless,
in order to keep the current economic policy directive as
accurately descriptive of current conditions and policy as
possible, minor technical wording changes were adopted. Accord-
ingly, the following directive was issued to the Federal Reserve
Bank of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while aiming at money market conditions that would
minimize capital outflows internationally. This policy takes into account
the continuing adverse U.S. balance of payments position and the in-
creases in bank credit, money supply, and the reserve base in recent
months, but at the same time recognizes the limited progress of the
domestic economy, the continuing underutilization of resources, and the
absence of general inflationary pressures.

To implement this policy in a period of a Treasury bond financing,
System open market operations during the next 3 weeks shall be conducted
with a view to maintaining about the same degree of firmness in the money
market that has prevailed in recent weeks, while accommodating moderate
reserve expansion.

Votes for this action: Messrs. Martin, Balderston,
Bopp, Clay, Irons, King, Mills, Mitchell, Robertson,
Scanlon, and Shepardson. Vote against this action: Mr.
Hayes.

Mr. Hayes recognized that the scope for policy change during
the forthcoming 3-week period was distinctly limited by the
Treasury financing program. However, because of the gravity
of the threat to the position of the dollar due to cumulative effects
of balance of payment deficits, he would have favored moving
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toward a slightly lesser degree of monetary ease since he was
convinced that somewhat higher interest rates and reduced credit
availability could bring important benefits, both actual and psy-
chological.

April 16, 1963

Authority to effect transactions in System Account.

The economic situation had improved noticeably in March,
with widespread gains registered by various measures of activity
and with business sentiment distinctly better. Industrial produc-
tion rose 1 percentage point to a level fractionally above the
September 1962 high. Production of steel increased substantially,
along with orders, partly reflecting inventory accumulation in
anticipation of a possible strike in the summer. Nonagricultural
employment rose further, with increases reported for most major
types of industry and activity. The unemployment rate declined
appreciably in March to 5.6 per cent of the civilian labor force,
but it appeared that both this decline and the rise in the preceding
month probably reflected, in part, difficulties in measuring
seasonal changes.

Retail sales rose further in March, with automobile markets
continuing exceptionally strong. GNP was tentatively estimated to
have risen in the first quarter to an annual rate of $572 billion, a
higher level than had been expected earlier.

Industrial material and other wholesale price averages
remained little changed in March and early April. Very recently,
however, certain producers of steel had announced price increases
for a portion of their products, and it was regarded as quite pos-
sible that others would follow suit. Stock market prices advanced
further in recent weeks to within about 5 per cent of the December
1961 peak, the record level of corporate profits reported for the
fourth quarter of 1962 having been a contributing factor.

Against the background of indications of greater business
strength and selective commodity price increases, a relatively
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large volume of corporate and municipal bond financing, together
with an auction of $300 million of U.S. Government long-term
bonds, had resulted in some tendency toward capital market
congestion and higher yields. A sizable portion of the auctioned
Treasury bonds were still undistributed. Yields on 3-month
Treasury bills, however, remained at or close to 2.90 per cent.

Bank credit expansion (seasonally adjusted) in March was
large, as bank holdings of U.S. Government securities declined
less than seasonally. While business loans were up only slightly
further, expansion was appreciable for most other types of loans.

The seasonally adjusted money supply rose by $300 million
in March, and in the latter part of the month it was about 2.25
per cent higher than a year earlier; however, it had risen at an
annual rate of only 1 per cent compared with late December
1962. Time and savings deposits continued to increase rapidly
at about the rate of other recent months.

The U.S. balance of payments deficit continued large in the
first quarter of 1963. Comparative analysis was difficult, however,
mainly because of the conflicting influences of the dock strike in
January and the weakness of sterling in March. The net decline
in the U.S. gold stock was unusually small in relation to the pay-
ments deficit, which, according to fragmentary data, appeared to
have worsened again in the first 10 days of April. Gold and for-
eign exchange markets had been moderately active at times in
the past few weeks, with the dollar generally weaker than earlier
this year.

Although the domestic economic situation had shown signs
of improvement throughout the country in recent weeks, it
appeared to the Committee premature to assume that a vigorous
sustained expansion was yet under way. This situation, together
with factors such as continuing high rates of unemployment and a
lack of evidence of general inflationary pressures, led the majority
to favor no change of policy in the direction of lesser monetary
ease at this stage. In addition, some members who otherwise
might have preferred to move toward a slightly lesser degree of
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ease felt that such action would be undesirable at this time
because of the aftermath of the Treasury bond auction and
impending large refunding operations. Two members, however,
favored a shift in monetary policy at this time, one recommending
a slightly lesser degree of ease, the other a slightly greater degree
of ease.

In line with the majority decision to continue unchanged the
policy adopted at the meeting on March 26, the directive issued
to the Federal Reserve Bank of New York at that meeting was
renewed without change.

Votes for this action: Messrs. Martin, Balderston,
Bopp, Clay, Irons, King, Mitchell, Robertson, Scanlon,
and Shepardson. Votes against this action: Messrs.
Mills and Treiber.

In dissenting from this action, Mr. Mills expressed the view
that financial developments were resulting in undesirable down-
ward pressure on the money supply. The substantial expansion
of commercial bank credit in 1962 and early 1963 had been
accommodated largely by a sharp expansion in time and savings
deposits rather than by expansion of the money supply, he said,
and there had not been the stimulative effect on economic activity
that would have been obtained from expansion in the money
supply itself. Considering the normal lag between policy action
and the resulting effects, he felt that it was not too early to alter
the tone and direction of monetary policy toward slightly greater
ease.

Mr. Treiber felt that within the narrow limits of providing an
even-keel base for Treasury financing there was some room for
seeking a slightly firmer money market. In his judgment, the
ample liquidity in the economy and the recent improvement in
domestic activity permitted additional attention to be given to
this country's continuing and serious balance of payments
problem.
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May 7, 1963

Authority to effect transactions in System Account.

The widespread improvement noted in the domestic economy
in March continued in April. Employment rose further, and pre-
liminary indications were that there had been a substantial
advance in industrial production. The rise in industrial production
reflected increased steel output, both for building inventories as
a hedge against a possible strike and higher prices and for meeting
the increased needs arising from higher current levels of durable
goods output. Automobile production and sales, for example,
had continued at exceptionally high levels. Some recent informa-
tion, however, was less favorable. The unemployment rate rose
slightly in April from the improved March level. Retail sales,
seasonally adjusted, were indicated to have declined in April,
and increases previously reported for March and February had
been revised downward.

One indication of underlying strength came from a recent
survey of business plans for new plant and equipment outlays
for 1963 and later years. This survey reported a higher level of
prospective business outlays for this year than reported by an
earlier survey made last autumn, and confirmed the increase in
prospective spending reported several weeks earlier by another
survey.

Commodity price averages continued little changed; some
items—such as selected steel and aluminum products and sugar
—rose, but most others remained stable. The consumer price
index advanced Ylo of 1 per cent further in March.

Largely in reflection of the gains in business activity, the
markets for Government, corporate, and municipal bonds were
under some pressure in April. Another complicating factor in
the market was the slow redistribution of auctioned U.S. Govern-
ment bonds that had been acquired by an underwriting syndicate.
More recently, however, the market tone had improved some-
what. Since mid-April, average yields on outstanding U.S. Gov-
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ernment long-term bonds had remained just under 4 per cent;
intermediate-term security yields had declined somewhat, while
3-month bill yields had fluctuated narrowly around the 2.90 per
cent level.

Seasonally adjusted commercial bank credit declined in April
following a sharp rise in March, when tax borrowing and Treas-
ury financing operations contributed to bank credit expansion.
The seasonally adjusted money supply rose by $500 million
further in April to a level 2.25 per cent above a year earlier; time
and savings deposits also rose further but much less rapidly than
in other recent months. Free reserves averaged higher in April,
while member bank borrowings from Federal Reserve Banks
averaged lower.

The balance of payments deficit, according to preliminary
data, increased sharply in April and was above the monthly
average for the first quarter of the year. The rise in the deficit
may have reflected a reaction in the U.S. trade surplus from the
bulge in February and March following settlement of the dock
strike, cessation of capital inflows attributable to the March
pressure on sterling, and increased outflows to Canada as market
confidence in the new Canadian Government strengthened. The
London gold market continued quiet. In foreign exchange
markets, sterling weakened while most continental European cur-
rencies, as well as the Canadian dollar, strengthened.

The Committee noted that although the business atmosphere
and outlook had improved significantly in recent weeks, unem-
ployment had continued excessively high and the balance of pay-
ments deficit disturbingly large. Committee members placed
varying interpretations on the relative importance of such factors
for current open market policy, but there was rather general
agreement that any change in policy that might be made at this
time should be of a relatively modest nature. It developed from
the discussion that while several members felt that it would be
unwise to risk dampening the budding expansion in domestic
activity at this juncture by even a slight reduction in the degree
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of monetary ease, a somewhat larger number concluded that the
domestic economy had already strengthened sufficiently to permit
a move to slightly less ease in order to place greater emphasis
on this country's balance of payments problem.

The majority decision, therefore, was to move toward a posi-
tion of slightly less ease beginning about the middle of May,
when current Treasury financing operations would be out of the
way; and the Committee's directive was modified to reflect this
change in policy and to be more descriptive of the current situa-
tion. Accordingly, the following directive was issued to the Fed-
eral Reserve Bank of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while putting increased emphasis on money market condi-
tions that would contribute to an improvement in the capital account of
the U.S. balance of payments. This policy takes into consideration the
continuing adverse balance of payments position and its cumulative effects
and the improved domestic business outlook, as well as the increases in
bank credit, money supply, and the reserve base in recent months. At the
same time, however, it recognizes the continuing underutilization of
resources.

To implement this policy, System open market operations following
the conclusion of the Treasury refunding operation shall be conducted
with a view to achieving a slightly greater degree of firmness in the money
market than has prevailed in recent weeks, while accommodating moder-
ate reserve expansion.

Votes for this action: Messrs. Martin, Hayes, Eiald-
erston, Irons, King, and Shepardson. Votes against this
action: Messrs. Bopp, Clay, Mitchell, Robertson, and
Scanlon.

May 28, 1963

1. Authority to effect transactions in System Account.

Domestic economic activity in April had generally advanced
further, with advances widespread among principal industrial
sectors. While information for May was quite incomplete, avail-
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able data indicated that expansion in activity had continued.
Although higher prices were posted for certain products, prices
remained little changed on the average.

Industrial production in April rose by almost 2 percentage
points to a new high, with about one-third of the total rise
accounted for by higher steel production. The April index, at
122, was 4 per cent above a year earlier. Housing starts also
advanced in April. Nonfarm employment continued to rise, with
manufacturing accounting for much of the increase. Rapid growth
in the labor force, however, left the unemployment rate about
unchanged despite the gain in employment.

Retail sales in April and early May appeared to have changed
little. Sales by automobile dealers maintained a high level, and
recent surveys of consumer buying intentions for autos, other
durable goods, and houses suggested that spending plans were
continuing to show strength. New orders, sales, and unfilled
orders received by producers of durable goods rose appreciably
in April. Although much of the rise reflected heavy buying of
steel, new orders rose moderately in nearly all industries,
including machinery.

New security financing by corporations and State and local
governments in the preceding weeks had been moderate, and the
calendar through June indicated that offerings would be fairly
light in the corporate area, although more substantial for State
and local issues. Retail distributions of new issues were reported
as slow, however, and dealers' inventories quite large. Bond yields
declined somewhat through mid-May but moved up thereafter,
while downward pressure on mortgage rates continued. Common
stock prices held at a level a little below the late 1961 peak, and
the volume of stock market credit reached a new high.

Treasury bill rates were steady in early May but moved higher
after midmonth, partly in response to a somewhat lower margin
of free reserves available to member banks; the 3-month rate
advanced from about 2.90 per cent to 2.97 per cent. Treasury
bond yields fluctuated in a narrow range after early May, with
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substantial purchases of coupon issues by the Treasury for its
investment accounts a steadying factor.

The seasonally adjusted money supply rose moderately further
in the first half of May to a level 2.4 per cent above a year earlier.
In the April-early May period time deposits at commercial banks
increased considerably less rapidly than earlier in 1963.

Reflecting, in part, action of the System Account pursuant to
the directive issued at the preceding Committee meeting, free
reserves moved lower after mid-May. Borrowings from the Fed-
eral Reserve Banks rose to an average of $281 million in the
week ending May 22, up from an average of $134 million dur-
ing the preceding 3 weeks.

The balance of payments deficit for April, while somewhat
smaller than had been indicated by the earlier preliminary figures,
was substantial. Moreover, tentative and fragmentary figures for
the first 3 weeks of May indicated continued sizable net transfers
to foreigners, and foreign borrowing in U.S. markets continued
on a large scale. In these circumstances the dollar remained weak
against the major continental European currencies. Trading on
the London gold market was quite active, although the price
changed little.

Discussion at this meeting centered on reviewing economic
and market developments in the light of the slight shift in mone-
tary policy toward less ease that had been adopted at the May 7
meeting of the Committee. This review found quite general agree-
ment that a moderate further strengthening of domestic economic
activity had occurred. Business sentiment, although p»erhaps a bit
more cautious than earlier, apparently remained optimistic. The
performance of the economy, however, was still below capabili-
ties, with unemployment persisting at unsatisfactory levels and
with other indications of continuing inadequate resource utiliza-
tion. The balance of payments problem continued to be serious,
and the position of the dollar in foreign exchange markets had
weakened.

Most members of the Committee felt that the lessened credit
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ease accomplished since the preceding meeting was constructive
and that the existing market tone and degree of reserve avail-
ability should be continued for the next 3 weeks. Some members,
in fact, would have been inclined, if anything, to favor action to
lessen credit ease further. Others, however, continued to question
the desirability of the restraint already imposed, although only
one member urged a return at this time to the degree of ease
prevailing at the time of the previous meeting.

The case for maintaining the current position, or for moving
toward a lesser degree of ease, reflected particularly the gravity
of the U.S. international financial position and some indication
of a deterioration of lending and investing standards at home.
The case for a greater degree of ease reflected a desire to provide
further stimulus to the domestic economy, along with doubt as
to the effectiveness of modest changes in monetary policy for
dealing with the balance of payments problem. One member held
that a policy of less ease was neither a necessary nor desirable
means of improving the quality of credit under present conditions
of low resource utilization. It was clear from the entire discussion,
however, that a large majority felt that policy should not be
changed again at this time, one way or the other.

The consensus therefore was to maintain, but not intensify,
the slightly lesser degree of ease established pursuant to the May
7 policy action. It was felt that the effects of that change were not
yet fully apparent and that additional time for market adjust-
ments was desirable, especially in the light of the uncertainties
stemming from legislative consideration of the debt ceiling.
Accordingly, the following directive was issued to the Federal
Reserve Bank of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while putting increased emphasis on money market condi-
tions that would contribute to an improvement in the capital account
of the U.S. balance of payments. This policy takes into considera-
tion the continuing adverse balance of payments position and its cumula-
tive effects and the improved domestic business outlook, as well as the
increases in bank credit, money supply, and the reserve base in recent

83

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



ANNUAL REPORT OF BOARD OF GOVERNORS

months. At the same time, however, it recognizes the continuing under-
utilization of resources.

To implement this policy, System open market operations shall be con-
ducted with a view to continuing the degree of firmness in the money
market that has prevailed recently, while accommodating moderate re-
serve expansion.

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

2. Authority to purchase and sell foreign currencies.

The guidelines for System foreign currency operations, as
reaffirmed on March 5, 1963, were amended as follows:

In Section 2, the following new paragraph was inserted after
paragraph 3:

Drawings made by either party under a reciprocal arrangement shall
be fully liquidated within 12 months after any amount outstanding at that
time was first drawn, unless the Committee, because of exceptional cir-
cumstances, specifically authorizes a delay.

In Section 4, the following two new paragraphs were added:

The New York Bank may also, where authorized, purchase currencies
through forward transactions for the purpose of allowing greater flexi-
bility in covering commitments under reciprocal currency agreements.

The New York Bank may further, where authorized, purchase and sell
currencies through forward as well as spot transactions for the purpose
of settling commitments denominated in one currency by means of utiliz-
ing the Bank's holdings of another currency.

The effect of the amendment to Section 2 was to recognize,
within the context of a specific application, the principle
embodied in the guidelines that the use of foreign currency credit
facilities available under reciprocal currency arrangements should
be geared to market swings that were expected to prove reversible
in the relatively near future. Indebtedness incurred by the System
through drawings under reciprocal arrangements was clearly
intended to be of a short-term nature, and in no sense to provide
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longer-term financing for persistent U.S. balance of payments
deficits. However, the guidelines had not heretofore specified
precisely the time period implied in the reversible principle under-
lying such drawings. The amendments to Section 4 were designed
to provide flexibility in settling System commitments.

The continuing authority directive to the Federal Reserve Bank
of New York on foreign currency operations, which had previ-
ously been amended on March 5, 1963, to authorize the purchase
of foreign currencies through forward transactions within speci-
fied limitations, was further amended at this meeting to authorize
the purchase and sale of foreign currencies through forward as
well as spot transactions for the purpose of settling commitments
denominated in one currency by means of utilizing System hold-
ings of another currency. The directive was also amended to in-
crease from $1.3 billion to $1.75 billion the limit on total hold-
ings of foreign currencies at any one time. At this date reciprocal
currency agreements outstanding between the Federal Reserve
System and foreign banks aggregated $1.1 billion, and it was
anticipated that the reciprocal currency arrangement with the
Bank of England would shortly be raised from $50 million to
$500 million to enlarge the facilities for dealing with temporary
reversible flows of funds between the two countries and further
reinforce international liquidity by augmenting the availability of
foreign exchange in case of need.

Accordingly, the continuing directive was issued in the follow-
ing form:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Currency
Operations reaffirmed by the Federal Open Market Committee on March
5, 1963, as amended May 28, 1963:

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

The Federal Reserve Bank of New York is also authorized and directed
to purchase, in accordance with the Guidelines and for the purpose of
allowing greater flexibility in covering commitments under reciprocal
currency agreements, any or all of the foregoing currencies through for-
ward transactions, up to a combined total of $25 million equivalent.

The Federal Reserve Bank of New York is further authorized and di-
rected to purchase and sell, in accordance with the Guidelines and for
the purpose of utilizing its holdings of one currency for the settlement of
commitments denominated in other currencies, any or all of the foregoing
currencies through forward as well as spot transactions, up to a combined
total of $50 million equivalent.

Total foreign currencies held at any one time shall not exceed $1.75
billion.

Votes for these actions: Messrs. Martin, Hayes,
Balderston, Bopp, Clay, Irons, King, Mills, Mitchell,
Scanlon, and Shepardson. Votes against these actions:
None.

June 18, 1963
1. Authority to effect transactions in System Account.

Expansion in domestic activity was reported to have continued
in May and early June. The industrial production index advanced
again in May, with gains widespread among industries and
products. Employment also increased and hours of work at
factories lengthened, but the unemployment rate rose as teenagers
entered the labor market. Retail sales were unchanged from the
level of the preceding 3 months, and commodity prices continued
to show only small mixed changes. Stock market prices showed
little change on balance.

Business confidence remained strong; a recent survey found
the planned rise in outlays for new plant and equipment in 1963
to be practically the same as reported earlier, but with relatively
more of the increase anticipated in the second half of the year.
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Expectations of higher sales and inventories than had been indi-
cated earlier were also reported. Stockpiling against a possible
steel strike appeared about at an end, however, and the steel
industry was expected soon to become a contractive influence on
the economy, at least temporarily, as production was brought
into closer balance with consumption.

In the financial area, market adjustments to the mid-May shift
in System policy toward slightly less monetary ease continued
moderate. Yields on Treasury securities had risen somewhat, but
a Treasury offering of a 4 per cent intermediate-term bond met
with an exceptionally strong market reception. Corporate yields
on new issues changed little, while yields on municipal securities
increased.

In May, seasonally adjusted bank credit rose substantially,
offsetting a comparable decline in April. Real estate and con-
sumer loans continued to expand rapidly; the rise in business
loans was less sharp. The seasonally adjusted money supply was
unchanged in May, in part because of an unusually large increase
in Treasury deposits. Time and savings deposits rose more
rapidly than in April, but more slowly than earlier in the year.
Free reserves of member banks averaged somewhat lower after
mid-May than earlier.

The U.S. balance of payments deficit in April and May con-
tinued at about the advanced level of the first quarter, with capital
outflows remaining a major factor. Gold and foreign exchange
markets were generally quiet, although the dollar was relatively
weak against most major foreign currencies.

At this meeting of the Committee, attention was focused on
the failure of the balance of payments deficit to show improve-
ment; on the role of capital outflows in the continuing large
deficits; and on the contribution that monetary policy might
make, either alone or in conjunction with other Governmental
actions, toward a solution of the problem. The majority view
was that market adjustments to the mid-May shift in policy were
still in process and that no further change in open market policy
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was appropriate at this time. One minority position was that
monetary policy should move a little further toward firmness;
this position was based on the view that while the domestic econ-
omy continued to strengthen, the balance of payments drain
remained serious and could be alleviated somewhat through a
higher structure of domestic interest rates, particularly short-term
rates. Another minority view, which favored returning to the
degree of monetary ease existing before the May decision, was
based largely on the feeling that an easier credit posture would
encourage the domestic economy to expand more rapidly and
that this in turn would help the balance of payments situation.

Although no expectations of a boom in domestic conditions
were expressed, neither were there reports from Federal Reserve
districts of any significant weakening of business and financial
expectations for maintenance of activity at current advanced
levels. A majority agreed that, with unemployment persisting at
high rates, domestic conditions did not require a further lessen-
ing of monetary ease at this time. Further monetary action—pos-
sibly dramatic action—might be required soon, however, if the
international financial situation did not show signs oi: betterment.

By majority vote, the current economic policy directive to the
New York Reserve Bank was reissued in the same form as
approved at the preceding meeting of the Committee.

Votes for this action: Messrs. Martin, Bopp, Clay,
Irons, Mills, Scanlon, and Shepardson. Votes against
this action: Messrs. Hayes, Balderston, and Mitchell.

Messrs. Hayes and Balderston dissented because they felt that
the Committee should move further in the direction of slightly
less ease, while Mr. Mitchell dissented because he favored a
return to the greater degree of ease that had existed prior to the
policy shift of mid-May.

2. Amendment of continuing authority directive.

In accordance with the recommendation of the Account
Manager, Section l ( a ) of the continuing authoritj^ directive to
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the Federal Reserve Bank of New York was amended to raise
from $1 billion to $1.5 billion the limit on changes in holdings of
securities in the System Open Market Account between meetings
of the Committee. With this amendment, Section l ( a ) read as
follows:

(a) To buy or sell U.S. Government securities in the open market,
from or to Government securities dealers and foreign and international
accounts maintained at the Federal Reserve Bank of New York, on a cash,
regular, or deferred delivery basis, for the System Open Market Account
at market prices and, for such Account, to exchange maturing U.S. Gov-
ernment securities with the Treasury or allow them to mature without
replacement; provided that the aggregate amount of such securities held in
such Account (including forward commitments, but not including such
special short-term certificates of indebtedness as may be purchased from
the Treasury under paragraph 2 hereof) shall not be increased or de-
creased by more than $1.5 billion during any period between meetings
of the Committee.

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, Mills, Mitchell, Scanlon,
and Shepardson. Votes against this action: None.

July 9, 1963

Authority to effect transactions in System Account.

Economic activity had continued to expand moderately
through June, but business sentiment appeared to have become
a little less buoyant than earlier, probably reflecting some
uncertainty over the timing and magnitude of inventory curtail-
ments following the steel labor settlement. A threatened rail strike
also may have been a factor.

GNP was indicated to have increased substantially again in
the second quarter. Retail sales in June, however, showed little
change at the level prevailing since February. The industrial pro-
duction index apparently was at least as high in June as in May,
as reductions in steel output were offset by gains elsewhere. The
construction and housing situation appeared strong.
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The labor market strengthened a little. The unemployment
rate declined slightly to 5.7 per cent in June from 5.9 per cent in
May; young people had entered the labor market in smaller num-
bers than expected. New and unfilled orders in the machinery
industry rose in May, but a survey of capital appropriations by
large manufacturers indicated a decline in the first quarter,
following 2 quarters of sharp increases. Business inventory accu-
mulation in the second quarter apparently increased less than
expected, and Federal Government expenditures were below pro-
jected levels.

In the financial area, bank credit expansion in June was excep-
tionally large, with bank holdings of U.S. Government securities
up substantially, including a sizable proportion of the recent $1.9
billion issue of Treasury 7-year bonds. Holdings of other securi-
ties also increased further, and loan growth was substantial. The
seasonally adjusted money supply rose moderately further in
June, and time and savings deposits expanded again, but not so
rapidly as in most other months this year. Bank reserve positions
were somewhat less easy as member banks obtained more of
their reserves by borrowing from Federal Reserve Banks.

The money market had firmed since the preceding meeting
of the Committee, with the 3-month bill rate moving up sharply
in early July to about 3.20 per cent from around a 3 per cent rate
earlier, reflecting widespread market expectations of a change in
the Federal Reserve Bank discount rate. Yields on other maturi-
ties of U.S. Government securities also moved upward. Yields
on corporate bonds continued to show little change, however,
while yields on municipals, which had risen sharply from mid-
May to mid-June, tended to stabilize.

The balance of payments deficit for the second quarter was
estimated to be somewhat above even the high first-quarter rate.
The trade surplus in April and May was much larger than in the
first quarter, and the volume of foreign securities issued in the
U.S. capital market declined from the unusually high first-quar-
ter level. But the effect of these favorable developments on the
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payments balance was more than offset by a rise in U.S. bank
lending to foreigners and other short-term capital outflows,
including unreported transactions. Foreign exchange markets
had been moderately active in recent weeks, with some seasonal
easing of exchange market pressure on the dollar.

There was extensive discussion at this meeting of the Com-
mittee about the proper course of monetary policy in the light
of the serious and persistent balance of payments deficit and the
urgent need for additional measures to deal with it. At the same
time it was recognized that the domestic economy was not
expanding at a rate sufficient to bring about full employment soon
and that a more rapid rate of growth was highly to be desired.

In considering these problems, special attention was given to
reports of additional Governmental measures under consideration
to improve the international financial position, and to the role
monetary policy might play within the context of a broad correc-
tive effort. It was generally accepted that the large outflow of
short-term funds was amenable in some degree to curtailment by
a monetary policy directed toward higher short-term interest
rates. Judgments differed, however, as to whether short-term
rates sufficiently higher to be effective could be brought about
without materially affecting the over-all availability of domestic
credit or without causing long-term rates to increase somewhat
as well. Similarly, there were differences of view as to the likely
consequences of higher short-term rates for the domestic econ-
omy, which some members felt was not so robust as might appear.

The majority view was that the use of monetary tools was justi-
fied in an effort to help improve the balance of payments position.
On the question of timing, however, there was some feeling that
any further action could properly await additional testing of the
strength of the economy and evidence of market reactions to the
broader Governmental programs contemplated and yet to be
announced. Another view called for prompt action to take
advantage of recent widespread market expectations regarding
a change in monetary policy, in the belief that this would make
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for more orderly markets and that everything possible should be
done to guard against any possible balance of payments crisis
before it became imminent.

Some of the discussion related to the open market policy that
might appropriately be followed if early action were taken by the
Federal Reserve System to increase the discount rate; several
Reserve Bank members of the Committee reported that they
intended to recommend to the directors of their respective Banks
within the near future that a higher discount rate be established.
There was considerable feeling, in such circumstances, that it
would be inappropriate for open market operations; to permit a
sharp decline from existing market rates, which reflected expecta-
tions of a discount rate increase, only to have market rates rise
again if the discount rate should be increased.

After weighing all of the foregoing considerations, a majority
favored conducting open market operations in the next 3 weeks
with a view to maintaining the degree of firmness in the money
market existing at the time of this meeting. A minority believed
that a return to an easier and more stimulative monetary position
would be appropriate.

In accordance with the majority view, the following current
economic policy directive was issued to the Federal Reserve Bank
of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while putting increased emphasis on money market condi-
tions that would contribute to an improvement in the capital account of
the U.S. balance of payments. This policy takes into consideration the
continuing adverse balance of payments position and its cumulative effects
and the high level of domestic business activity, as well as the increases
in bank credit, money supply, and the reserve base in recent months. At
the same time, however, it recognizes the continuing underutilization of
resources.

To implement this policy, System open market operations shall be con-
ducted with a view to continuing the present degree of firmness in the
money market.
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Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, King, Mills, Scanlon, and
Shepardson. Votes against this action: Messrs. Mitchell
and Robertson.

Messrs. Mitchell's and Robertson's dissenting votes reflected
their view that the Committee should take prompt steps to mod-
erate the money market firming that had occurred in the period
since the preceding meeting, and move gradually toward a still
easier monetary policy that, along with the tax reduction under
consideration by Congress, would be more conducive to an accel-
eration of domestic economic growth. They recognized fully the
gravity of the U.S. balance of payments problem but thought that
it should be dealt with by vigorous application of specific reme-
dies, including further efforts to bring about a reduction of existing
discriminatory barriers to U.S. exports. They viewed firming
money market conditions at this time as continuing the Com-
mittee's recent trend toward reducing the incentive for domestic
borrowing, and they were concerned that it might induce a back-
wash of reaction that would worsen rather than help the balance
of payments problem over the months immediately ahead.

July 30, 1963

1. Authority to effect transactions in System Account.

The domestic economy had continued to expand at a moderate
pace. In the second quarter, GNP was estimated on a preliminary
basis at a $579 billion seasonally adjusted annual rate, as com-
pared with $572 billion in the first quarter. Industrial production
in June rose further to an index level of 125, despite a decline in
steel output.

Housing starts, although off somewhat in June from the
advanced May level, were substantially above a year earlier. Non-
agricultural employment rose further, average hours of work at
factories remained high, and the unemployment rate declined
slightly. Retail sales in June were at the level prevailing since
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winter, but in July a modest rise appeared likely. Consumer prices
increased in June, with higher food prices the major factor, and
industrial prices in wholesale markets firmed.

Despite the generally favorable tone of the statistics, more
crosscurrents and uncertainties in the economy were apparent
than earlier, with some questioning of the continuation of the
current rate of expansion. The persistent balance of payments
deficit contributed to the uncertainties, and programs designed
to deal with it had been announced by the President in mid-July.

The recent action increasing the Federal Reserve discount rate
to 3Vi per cent had been widely anticipated, particularly follow-
ing reports of a further deterioration in the balance of payments
in the second quarter. Yields on U.S. Government securities rose
during the first half of July, with Treasury bills showing the
greatest response. The 3-month bill rate rose about V\ of 1 per-
centage point to 3V4 per cent, and intermediate- and long-term
bond yields increased somewhat. After the discount rate
announcement yields receded slightly, but on the shortest maturi-
ties yields subsequently moved back to about the 3J4 per cent
level. Federal funds rates, after oscillating sharply during the
period when differing Reserve Bank discount rates were in exist-
ence, moved up into a 3V4 to 3Vi per cent range. Corporate and
municipal bond yields were not affected significantly.

Credit at weekly reporting member banks declined much more
than usual in the first 3 weeks of July following an exceptionally
large increase in June, both months being affected by the earlier
timing of Treasury financing operations this year. Required
reserves against private deposits rose more than seasonally in the
4 weeks ended July 24. Free reserves averaged somewhat less
than in the preceding 4 weeks, while both excess reserves and
borrowings were larger.

The seasonally adjusted money supply increased sharply in

the first half of July, following a somewhat smaller rise in June.

Time and savings deposits at commercial banks increased in

the first half of July at about the second-quarter rate; the mid-
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month increase to 4 per cent in the maximum permissible rate
of interest payable on time deposits with maturities between 90
days and 1 year was followed by a sharp rise in time deposits at
weekly reporting member banks.

The U.S. balance of payments deficit proved to have increased
sharply in June and for the second quarter. Excluding net receipts
from special Government transactions, the seasonally adjusted
deficit for the quarter was expected to come to about $1.25
billion, considerably larger than the deficit for the first quarter.
The increase was traceable to an enlarged capital outflow,
especially of short- and medium-term bank credit.

In the week and a half after the increase in the discount rate
and the announcement of a proposed interest equalization tax
on American purchases of foreign securities, the U.S. dollar
strengthened against the Canadian dollar and very slightly against
sterling, but showed little or no general improvement against
other currencies.

The discussion at this meeting showed that the range of views
as to the appropriate policy to be followed for the next 3 weeks
was relatively narrow. To a considerable extent, the differences
of opinion reflected varying judgments as to whether open market
operations should focus more on the levels of short-term rates
or on target levels for the availability of bank reserves. Judgments
also differed on whether short-term rates should preferably remain
about where they were for the period immediately ahead, or
whether they should be encouraged to move up slightly further,
in the context of a higher discount rate, to clarify to the market
the present posture of System policy. It developed that a majority
of the Committee favored attaining a slightly greater degree of
firmness in the money market, while continuing to provide for
moderate expansion in bank reserves, and the following current
policy directive therefore was issued to the Federal Reserve Bank
of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while putting increased emphasis on money market condi-
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tions that would contribute to an improvement in the capital account of
the U.S. balance of payments. This policy takes into consideration
the continuing adverse balance of payments position and its cumula-
tive effects and the high level of domestic business activity, as well as
the increases in bank credit, money supply, and the reserve base in recent
months. At the same time, however, it recognizes the continuing under-
utilization of resources.

To implement this policy in the context of a higher discount rate,
System open market operations shall be conducted with a view to attain-
ing a slightly greater degree of firmness in the money market, while
accommodating moderate expansion in aggregate bank reserves.

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

2. Amendment of continuing authority directive.

The Account Manager suggested that under present conditions
the continuing authority directive to the Federal Reserve Bank
of New York, which had been amended on June 18, 1963, to
raise from $1 billion to $1.5 billion the limit on net changes in
the System Open Market Account in the period between Com-
mittee meetings, might appropriately be changed to restore the
former figure of $1 billion. Accordingly, the Committee amended
Section l (a ) of that directive by inserting "$1 billion" and
deleting "$1.5 billion.'5

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Irons, Mills, Mitchell, Robertson, Scan-
Ion, and Shepardson. Votes against this action: None.

August 20, 1963

Authority to effect transactions in System Account.

According to preliminary figures on industrial production,
retail trade, employment, new orders, and private construction,
the domestic economy demonstrated somewhat more vigor in
July than had been generally anticipated. The industrial pro-
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duction index rose nearly 1 percentage point, to 126.5 per cent
of the 1957-59 average, from a June figure that had been re-
vised upward, and the gains were widespread among industries
and market groupings.

The labor market also showed some improvement as non-
agricultural employment rose further, factory hours of work
were maintained at high levels, and the rate of unemployment
declined slightly. The number of major labor market areas
classified in substantial labor surplus categories had been re-
duced to the smallest total since mid-1960. Retail trade, which
had been on a plateau for some time, showed evidence of ad-
vancing in both June and July, with sales in July more than
2 per cent above the May level. According to a recent survey,
consumer buying plans also had strengthened. Industrial prices
remained relatively stable on average, while stock market prices
had risen to the year's high and were close to the record high
of December 1961.

The impact of the mid-July increase in the Reserve Bank
discount rate, other monetary actions, and the President's pro-
gram to deal with the deficit in the balance of payments had
now been reflected more substantially in the financial sector.
Treasury short-term bill rates had risen somewhat further and
were about one-third of a percentage point above the 3 per
cent level prevailing at the beginning of July. Other money
market rates had also risen, and Federal funds recently had
been trading quite consistently at 3Vi per cent. In longer-term
markets yields on Treasury bonds remained practically un-
changed at about 4 per cent for most issues, while yields on
new issues of corporate and municipal bonds had declined
several basis points. Although the volume of corporate and
municipal financing continued to be light, dealers had never-
theless encountered some sluggishness in investor demand.

Bank credit, seasonally adjusted, declined substantially in
July following a large rise in June, but the average expansion
for the 2 months was about the same as that for earlier months
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this year. The seasonally adjusted money supply rose $900 mil-
lion in July but increased only slightly further in the first half
of August, according to preliminary estimates. Time and sav-
ings deposits increased considerably further in July and early
August, with the rate of expansion in time deposits acceler-
ating after mid-July when the ceiling on time deposits with
maturities of 90 days to 1 year was raised to 4 per cent. Free
reserves averaged a little lower in the 4 weeks to mid-August
than in the preceding 4-week period.

International transactions in July apparently resulted in a
small surplus in the U.S. balance of payments. However, this
reflected advance debt repayments by two European countries
and reversal of midyear window-dressing operations of some
European banks; without these transactions, there would have
been a deficit of about $200 million to $250 million. Taking
the months of June and July together, and excluding special
Government receipts, the deficit was at an annual rate of about
$3.5 billion. Fragmentary data for early August indicated no
significant change. In the exchange markets the U.S. dollar
improved slightly vis-a-vis the Canadian dollar, weakened
against the Swiss franc, and was little changed against other
major currencies.

The discussion of open market policy for the period im-
mediately ahead related essentially to whether the Committee's
directive should continue to call for System Account operations
with a view to attaining a slightly greater degree of firmness in
the money market or whether operations should be conducted
with a view to maintaining the prevailing degree of firmness.
Upon consideration of recent economic and financial develop-
ments, including the increase in short-term rates during the
past several weeks, and in view of prospective large-scale
Treasury financing operations, it was the conclusion of the
Committee that it would be preferable for the present degree
of market firmness to continue unchanged for the time being,
pending further evaluation of System policy in the light of de-
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velopments affecting the domestic economic situation and the
balance of payments. The following current economic policy
directive was issued to the Federal Reserve Bank of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while putting increased emphasis on money market condi-
tions that would contribute to an improvement in the capital account of
the U.S. balance of payments. This policy takes into consideration
the continuing adverse balance of payments position and its cumula-
tive effects and the high level of domestic business activity, as well as the
increases in bank credit, money supply, and the reserve base in recent
months. At the same time, however, it recognizes the continuing under-
utilization of resources.

To implement this policy, System open market operations shall be con-
ducted with a view to maintaining the prevailing degree of firmness in
the money market, while accommodating moderate expansion in ag-
gregate bank reserves.

Votes for this action: Messrs. Martin, Balderston,
Bopp, Clay, Irons, Mills, Mitchell, Robertson, Scanlon,
Shepardson, and Treiber. Votes against this action:
None.

September 10, 1963

1. Authority to effect transactions in System Account.

Preliminary figures for August suggested no major change
in the domestic business situation, with prospects favoring a
continuation of an upward movement at a moderate pace. The
unemployment rate edged down, although at 5.5 per cent it
was not significantly different from a year earlier. It appeared
probable from incomplete information that industrial produc-
tion in August had changed little from the July level, with
sharp declines in auto output—associated with the model
change-over—and in steel production approximately offset by
rises in other lines. Weekly data suggested that retail sales may
have risen slightly further. Scattered reports of price increases
for some industrial commodities were about balanced by re-
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ports of declines for others, and the over-all average of com-
modity prices remained stable.

With respect to prospective developments, the latest survey
of business plans indicated that plant and equipment expendi-
tures would rise substantially over the balance of the year.
Stock price averages touched new highs, perhaps influenced by
both brighter business prospects and the expectation of a tax
cut. The end of the immediate threat of a rail strike at least
temporarily removed a potentially serious impediment to busi-
ness activity.

Credit conditions at commercial banks also showed rela-
tively little change. Banks continued to acquire large amounts
of municipal and Government agency securities and to expand
their mortgage and consumer loans relatively rapidly. Business
loans, however, remained sluggish. The money supply, sea-
sonally adjusted, declined slightly in August, but seemingly
began to rise again in early September. Through August,
growth in the money supply in 1963 had been at an annual
rate of 2.5 per cent, compared with a 1.5 per cent increase in
1962 as a whole.

Conditions in the money and capital markets at the time
of this meeting -were influenced by a Treasury advance refund-
ing operation that had been announced earlier in September.
Prior to the announcement, the rate on 3-month Treasury bills
had been fluctuating between 3.38 and 3.40 per cent, and yields
on long-term Government, corporate, and municipal securities
were all between Vs and VA of a percentage point above their
lows earlier in the year. The refunding operation put some
downward pressure on bill rates in the last few days before this
meeting and was accompanied by some upward adjustments
in yields on longer-term Government and corporate bonds.

According to the tentative weekly figures, the August deficit
in the U.S. balance of payments, like the July deficit, was below
the rate for the first 2 quarters, after allowance for seasonal
variations. The evidence available suggested that the improve-
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ment thus far in the third quarter might have been confined to
the capital account.

The Committee was unanimous in the view that no change
should be made in its credit policy while the Treasury refund-
ing operation was in process. Some members expressed an in-
clination to seek a slightly greater degree of firmness in money
market conditions after the refunding, or at least to resolve
any uncertainties on the side of less ease, on the ground that
improving domestic business conditions offered an opportunity
for monetary policy to make some further contribution to im-
provement in the balance of payments situation. In the opinion
of others, however, present policy was appropriate even apart
from the desirability of maintaining stable monetary conditions
during the refunding. Some members also favored a continua-
tion of present policy on the grounds that it was preferable to
make any desired changes at Committee meetings rather than
to project them into a period between meetings. After discus-
sion, a consensus was reached favoring no change for the full
3-week period ahead. The Committee then issued the following
current economic policy directive to the Federal Reserve Bank
of New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while putting increased emphasis on money market condi-
tions that would contribute to an improvement in the capital account of
the U.S. balance of payments. This policy takes into consideration
the continuing adverse balance of payments position and its cumula-
tive effects and the high level of domestic business activity, as well as the
increases in bank credit, money supply, and the reserve base in recent
months. At the same time, however, it recognizes the continuing under-
utilization of resources.

To implement this policy, and taking account of the current Treasury
refunding operation, System open market operations shall be conducted
with a view to maintaining the prevailing degree of firmness in the money
market, while accommodating moderate expansion in aggregate bank
reserves.
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Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Clay, Irons, King, Mitchell, Robertson, Scan-
Ion, Shepardson, and Wayne. Votes against this action:
None.

2. Authority to purchase and sell foreign currencies.

Upon recommendation of the Special Manager oi: the System
Open Market Account, the Committee amended the continuing
authority directive for System foreign currency operations to
increase from $25 million to $50 million the authorization for
purchases of foreign currencies through forward transactions
for the purpose of allowing greater flexibility in covering com-
mitments under reciprocal currency agreements. With this
amendment the directive issued to the Federal Reserve Bank
of New York read as follows:

The Federal Reserve Bank of New York is authorized and directed to
purchase 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 on May 28, 1963:

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

The Federal Reserve Bank of New York is also authorized and directed
to purchase, in accordance with the Guidelines and for the purpose of
allowing greater flexibility in covering commitments under reciprocal
currency agreements, any or all of the foregoing currencies through for-
ward transactions, up to a combined total of $50 million equivalent.

The Federal Reserve Bank of New York is further authorized and di-
rected to purchase and sell, in accordance with the Guidelines and for the
purpose of utilizing its holdings of one currency for the settlement of
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commitments denominated in other currencies, any or all of the foregoing
currencies through forward as well as spot transactions, up to a combined
total of $50 million equivalent.

Total foreign currencies held at any one time shall not exceed $1.75
billion.

Votes for this action: Messrs. Martin, Hayes, Balder-
ston, Clay, Irons, King, Mitchell, Robertson, Scanlon,
Shepardson, and Wayne. Votes against this action:
None.

October 1, 1963

1. Authority to effect transactions in System Account.

The Board's index of industrial production fell back 1 per-
centage point in August to 126, from a July high of 127. The
decline reflected decreases in steel and auto production, where
special temporary factors were at work. Nonagricultural employ-
ment also was reduced a little in August, and total personal in-
come rose less than in most earlier months. In September the sea-
sonally adjusted unemployment rate continued at about 5.5 per
cent.

Retail sales were maintained in August at the advanced level
of the preceding month, according to the latest data, but pre-
liminary indications suggested that sales had declined in Septem-
ber. New housing starts fell in August, but the June-August aver-
age remained considerably higher than a year earlier.

Price advances for industrial goods had become more wide-
spread, but with few exceptions the increases were modest and
there continued to be offsetting declines. Through mid-August
the monthly index for industrial commodities had changed little,
and the subsequent weekly indexes continued stable. The con-
sumer price index, which had risen appreciably in June and July,
showed no change in August.

Despite the fact that some key measures had recently leveled
off or shown modest declines after earlier rapid advances, GNP
in the third quarter was indicated to be substantially above the
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$580 billion annual rate reported for the second quarter of the
year—perhaps as high as $589 billion.

In capital markets, corporate and municipal financing volume
was relatively small in September. It appeared likely that cor-
porate financing would decline further in October, but that State
and local government financing would be sharply higher. Yields
on new corporate bond issues had stabilized in recent weeks,
while yields on municipal bonds had increased moderately fur-
ther. Both were at the highest levels in over a year. Common
stock prices in early September breached their late 1961 high,
but most recently declined moderately.

In the Government securities market, long-term yields edged
off from the highs reached in early September when the Treas-
ury's advance refunding was announced. Yields on 3-month bills
remained around the 3% per cent level.

Preliminary estimates indicated that bank credit expanded
considerably in September—by over $2 billion after seasonal
adjustment—with all of the rise in loans. About half of the
estimated increase was in security loans, reflecting in large part
dealer borrowing in connection with the Treasury's advance re-
funding. Business loan growth also was somewhat larger than
earlier in the year.

The seasonally adjusted money supply in the first half of Sep-
tember was estimated to have risen by about $400 million from
the August average, following a decline of $200 million in Aug-
ust. Growth in time and savings deposits had continued large but
at a slower rate than in August. Free reserves, although down
sharply in the latest week, averaged about the same over the past
4 weeks as they had in the preceding 4 weeks.

The balance of payments apparently had improved somewhat
in the third quarter, but the deficit evidently was still large.
Industrial activity abroad continued its upward course.

While there were some differences of opinion within the Com-
mittee on monetary policy for the next 3 weeks, the range among
types of policies contemplated was relatively narrow. Some
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members favored seeking slightly less ease in the money market,
on the grounds that the balance of payments problem remained
serious while prospects for domestic economic activity appeared
to them to be relatively encouraging. Others thought such a shift
would be inappropriate in view of the continuing underutilization
of domestic resources. After discussion, a decision against any
change in policy at this time was reached by the Committee. The
following current policy directive, which differed from the one
adopted at the preceding meeting only by deletion from the
second paragraph of the earlier reference to the Treasury re-
funding operation, was issued to the Federal Reserve Bank of
New York:

It is the Committee's current policy to accommodate moderate growth
in bank credit, while putting increased emphasis on money market con-
ditions that would contribute to an improvement in the capital account
of the U.S. balance of payments. This policy takes into consideration the
continuing adverse balance of payments position and its cumulative effects
and the high level of domestic business activity, as well as the increases in
bank credit, money supply, and the reserve base in recent months. At
the same time, however, it recognizes the continuing underutilization of
resources.

To implement this policy, System open market operations shall be
conducted with a view to maintaining the prevailing degree of firmness
in the money market, while accommodating moderate expansion in ag-
gregate bank reserves.

Votes for this action: Messrs. Martin, Bopp, Clay,
Irons, Mitchell, Robertson, and Scanlon. Votes against
this action: Messrs. Hayes, Balderston, Mills, and
Shepardson.

Messrs. Hayes, Balderston, Mills, and Shepardson dissented
because they favored seeking slightly less ease in the money mar-
ket. Mr. Hayes commented that even a small modification in
policy of the sort he favored would, in his judgment, have some
significance; he did not feel that all policy changes had to be
dramatic.
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2. Amendment of continuing authority directive.

In accordance with the recommendation of the Account Man-
ager, Section 1 (a) of the continuing authority directive issued to
the Federal Reserve Bank of New York was amended to raise
from $1 billion to $1.5 billion the limit on changes in holdings of
securities in the System Open Market Account between meetings
of the Committee. A similar action had been taken at the meet-
ing of June 18, 1963, but the former figure was restored at the
meeting of July 30, 1963. With the action at this meeting, the
wording of Section l ( a ) shown in the entry for June 18, 1963,
was again adopted.

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, Mitchell, Mills, Robertson,
Scanlon, and Shepardson. Votes against this action:
None.

3. Authority to purchase and sell foreign currencies.

On March 5, 1963, the Committee had authorized the Federal
Reserve Bank of New York to undertake forward purchases of
foreign currencies, within a specified dollar limit, for the purpose
of permitting greater flexibility in covering commitments under
reciprocal currency (swap) agreements. On May 28, 1963, for-
ward and spot transactions were authorized for the additional
purpose of settling commitments denominated in one currency by
use of System holdings of another, within a separately specified
dollar limit. At this meeting the Committee authorized purchases
of foreign currencies through spot transactions and sales through
forward transactions for the purpose of restraining short-term
outflows of funds induced by arbitrage considerations. This auth-
ority was considered likely to prove useful when relationships
among spot and forward foreign currency prices and interest
rate differentials provided incentives for arbitrage operations in-
volving potentially heavy outflows of short-term funds.

Concurrently with this action, the dollar limitations on forward
operations for each of the two specific purposes previously auth-
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orized were removed, and a new dollar limit of $150 million
equivalent was specified for all three types of authorized forward
operations taken together, in order to provide greater flexibility
in these operations.

These actions were reflected in the following amended continu-
ing authority directive for transactions in foreign currencies,
issued to the Federal Reserve Bank of New York:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Currency
Operations reaffirmed by the Federal Open Market Committee on March
5, 1963, as amended May 28, 1963:

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

The Federal Reserve Bank of New York is also authorized and directed
to operate in any or all of the foregoing currencies, in accordance with
the Guidelines and up to a combined total of $150 million equivalent,
by means of:

(a) purchases through forward transactions, for
the purpose of allowing greater flexibility in covering
commitments under reciprocal currency agreements;

(b) purchases and sales through forward as well as
spot transactions, for the purpose of utilizing its hold-
ings of one currency for the settlement of commit-
ments denominated in other currencies; and

(c) purchases through spot transactions and sales
through forward transactions, for the purpose of
restraining short-term outflows of funds induced by
arbitrage considerations.

Total foreign currencies held at any one time shall not exceed $1.75
billion.
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Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, Mitchell, Mills, Robertson,
Scanlon, and Shepardson. Votes against this action:
None.

October 22, 1963
1. Authority to effect transactions in System Account.

The domestic business situation and outlook appeared gen-
erally favorable at the time of this meeting. Increases in Sep-
tember were recorded for new orders received by durable goods
producers, new housing starts, and average hours of work. These
series are among those that had tended in the past to move ahead
of over-all activity. There was a note of caution in the economic
appraisals, however, as some key measures, such as industrial
production and the rate of unemployment, were unchanged in
September, and retail sales declined. Weekly data for early
October suggested that more recently retail trade was recovering
and output was rising in the auto industry. GNP in the third
quarter was estimated to have advanced by $9 billion, on a
seasonally adjusted annual rate basis, to $588.5 billion.

Despite numerous announcements of price increases, the index
of wholesale prices remained in the narrow range prevailing for
several years. Stock market prices rose appreciably to about their
previous peak on heavy trading volume. Stock market credit in-
creased sharply in September.

Security financing by State and local governments was light in
September, but estimates for October suggested sharp expansion.
Corporate financing remained moderate in September, but con-
trary to earlier estimates was now expected to be somewhat larger
in October. Yields on corporate and municipal bonds had
declined slightly from their September highs. A more cautious
tone had developed in the U.S. Government securities market.
Yields on all maturities of Government securities edged up during
the first half of October and at midmonth were generally at their
highest levels of the year. On the day preceding this meeting the
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3-month Treasury bill rate closed at 3.46 per cent, 9 basis points
above its level of 3 weeks earlier. The upward pressure on bill
rates reflected, in part, sizable Treasury additions to bill supplies.
It was reported that the Treasury planned to announce shortly
the terms on which it would refinance $7.6 billion of securities
maturing November 15, 1963.

Bank credit, which had increased sharply in September,
declined in early October mainly because of loan repayments
by security dealers and finance companies. Business loans in
early October continued to expand more rapidly than usual at
this time of the year. Both the money supply and commercial
bank time and saving deposits, seasonally adjusted, were esti-
mated to have increased more rapidly in the first half of October
than in the month of September. Free reserves at member banks
averaged about $50 million in the 4 weeks ending October 16,
compared with nearly $150 million in the preceding 4 weeks.

The balance of payments deficit showed a marked decline in
the third quarter, on the basis of preliminary estimates. The
improvement reflected primarily sharp reductions in capital out-
flows stemming in part from the effects of the proposed interest
equalization tax and increases in domestic interest rates, espe-
cially short-term rates, that were associated with the July rise in
Federal Reserve Bank discount rates. Economic activity in most
foreign countries continued to expand.

With respect to monetary policy for the next 3 weeks, the
Committee favored maintaining an "even keel" in the money
market in view of the imminent Treasury financing. Some mem-
bers, however, expressed concern about recent rates of increase
in member bank reserves and in the public's liquid asset holdings
and about the outlook for commodity prices. Others emphasized
the marked improvement in the third quarter balance of pay-
ments figures, which they felt reduced the urgency of achieving
greater money market firmness for the sake of moderating capital
outflows. They also noted the continuing margin of underutilized
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domestic resources and had questions about the sustainability
of the recent rate of growth in aggregate demand.

While the consensus favored no change in policy, the first para-
graph of the current economic policy directive was revised to
reflect the improved balance of payments position and the recent
further expansion in the domestic economy. The second para-
graph also was revised, to include a reference to the forthcoming
Treasury financing and to employ language that, in the opinion
of a majority, specified more clearly than the previous language
the desired degree of money market firmness. The directive was
issued to the Federal Reserve Bank of New York in the follow-
ing form:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit, while maintaining conditions in
the money market that would contribute to continued improvement in
the capital account of the U.S. balance of payments. This policy takes
into consideration the fact that domestic economic activity is expanding
further, although with a margin of underutilized resources; and the fact
that the balance of payments position is still adverse despite a tendency
to reduced deficits. It also recognizes the increases in bank credit, money
supply, and the reserve base of recent months.

To implement this policy, and taking into account the imminent Treas-
ury refinancing, System open market operations shall be conducted with
a view to maintaining the degree of firmness in the money market that
has prevailed in recent weeks, while accommodating moderate expansion
in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Mills, Mitchell, Robertson, Scan-
Ion, Shepardson, and Shuford. Votes against this ac-
tion: None.

2. Authority to purchase and sell foreign currencies.

The Committee authorized the Federal Reserve Bank of New
York to undertake negotiation of a standby reciprocal currency
(swap) arrangement with the Bank of Japan in the amount of
$150 million.
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Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Robertson, Scanlon, Shepardson,
and Shuford. Votes against this action: Messrs. Mills
and Mitchell.

It was agreed that the reciprocal currency arrangement with
Japan, when negotiated, would complete the set of such arrange-
ments that the Committee presently contemplated. Note was
taken of the fact that Japan, unlike other countries with which
the System had entered into reciprocal currency arrangements,
had not yet removed all restrictions on payments and transfers for
current international transactions. A majority of the Committee
believed, however, that it was appropriate to negotiate the
arrangement at the present time because Japan was a country of
major importance in international trade and finance and because
the remaining restrictions on current account transactions were
relatively minor and could be expected to be removed soon.

Mr. Mills indicated that in addition to substantive criticisms
and objections to a reciprocal currency arrangement with Japan,
his reasons for dissenting went beyond this particular transaction.
He believed that there was an undesirable drift away from the
original and more orthodox objectives in the System's foreign
currency operations and by his dissent he also desired to crystal-
lize awareness of this tendency within the Committee. Mr.
Mitchell's dissent was based on a question as to whether the
agreement with Japan was entirely compatible with what he
understood to be the original purpose of the System's reciprocal
currency arrangements—to ameliorate the balance of payments
problem of the United States. He doubted that the short-term
international financial position of the United States was suffi-
ciently strong as yet to undertake assisting other countries with
their balance of payments problems, or that short-term credits
made available as a result of the swap arrangement would be
basically helpful to the Japanese.

It was the view of the majority, on the other hand, that the
arrangement was desirable because capital flows between Japan
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and the United States were subject to reversals in direction, and,
more generally, because the reciprocal currency arrangements
were best viewed as a mutual defense under which short-term
credit would be extended by either party when required by the
other.

In a related action the Committee modified the amounts and
form of the dollar limitations specified in the continuing authority
directive for System foreign currency operations. In place of the
previous limit of $1.75 billion on total foreign currency holdings
at any one time, two separate limits were specified: a limit of
$1.95 billion on foreign currencies held under reciprocal currency
arrangements, and a limit of $150 million on foreign currencies
held as a result of outright purchase. The former figure was equal
to the sum of the amounts currently specified by the Committee
for all individual authorized reciprocal currency arrangements,
and therefore represented the maximum of System covered hold-
ings of foreign currencies under these arrangements, in the remote
possibility that they might all simultaneously be fully drawn on.
The limit of $150 million on forward transactions that had been
previously specified was retained.

Reflecting these actions, the directive issued to the Federal
Reserve Bank of New-York read as follows:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Currency
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 arrangements shall
not exceed $1.95 billion equivalent at any one time, and provided further
that the aggregate amount of foreign currencies held as a result of outright
purchases shall not exceed $150 million equivalent at any one time:

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

The Federal Reserve Bank of New York is also authorized and directed
to operate in any or all of the foregoing currencies in accordance with
the Guidelines and up to a combined total of $150 equivalent, by
means of:

(a) purchases through forward transactions, for the
purpose of allowing greater flexibility in cover-
ing commitments under reciprocal currency agree-
ments;

(b) purchases and sales through forward as well as
spot transactions, for the purpose of utilizing its
holdings of one currency for the settlement of
commitments denominated in other currencies;
and

(c) purchases through spot transactions and sales
through forward transactions, for the purpose of
restraining short-term outflows of funds induced
by arbitrage considerations.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bopp, Clay. Mills, Mitchell, Robertson,
Scanlon, Shepardson, and Shuford. Votes against this
action: None.

Messrs. Mills and Mitchell voted favorably on this directive
despite their opposition to a reciprocal currency arrangement
with the Bank of Japan because the Committee earlier had
approved negotiation of such an arrangement in an action to
which their dissents were already recorded.

November 12, 1963
1. Authority to effect transactions in System Account.

Information available for October indicated a pick-up in
domestic economic activity and broad stability in price indexes,
but a continued high rate of unemployment. Industrial produc-
tion was estimated at or fractionally above the September level,
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and retail sales had risen to a new high, with automobile markets
especially strong. Construction activity continued steady at a
level about 5 per cent above a year earlier.

Business sentiment appeared more optimistic than earlier. A
private survey of business plans for 1964, released November 8,
indicated an increase of 4 per cent in fixed capital outlays rela-
tive to 1963. In past business expansions this survey had tended
to underestimate the amount of change actually realized.

Seasonally adjusted commercial bank credit expanded only
moderately further in October, and growth so far this year had
been somewhat slower than in the corresponding period of 1963.
Business loan demand again was strong, and banks continued to
make substantial sales of U.S. Government securities.

The private money supply, seasonally adjusted, increased
substantially further in October. The rise was associated with
an unusually large decline in U.S. Government deposits at com-
mercial banks. Time and savings deposits also increased at a
rate somewhat greater than in other recent months.

Stock market prices declined moderately in early November,
after reaching new highs in late October. The October rise was
associated with a large trading volume and a further increase
in stock market credit. Effective November 6, the Board of
Governors increased margin requirements from 50 per cent to
70 per cent.

Corporate and municipal financing increased sharply in Oc-
tober from the moderate volume of preceding months, but was
expected to drop back in November. Yields on U.S. Govern-
ment securities continued to rise and except for the longest
maturities were at their highest levels since the spring of 1960.
Rates on 3-month Treasury bills recently had moved above the
3Vi per cent discount rate and prior to this meeting were
3.55 per cent. These rate increases were attributable to a com-
bination of factors: a large volume of short-term issues by the
Treasury in the last 10 days of October; continued bank liquida-
tion of Government securities; increased optimism about the
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business outlook; and an expectation, widely held in financial
markets, that money market conditions might soon become
somewhat firmer.

The third-quarter international payments deficit, sharply re-
duced from the second quarter by declines in direct investment,
in new foreign security issues, and in outflows of short-term
money market funds, was estimated at a seasonally adjusted
annual rate of about $2 billion. (This estimate excluded the
effects of special Government transactions and of the July reflux
of window-dressing credits.) Abroad, activity was continuing to
expand, but it seemed possible that limited availability of man-
power and other resources in several major European countries
in the face of expanding demands might result in slower rates
of real growth, stronger inflationary trends, and more restrictive
monetary policies in those countries.

The Committee believed that circumstances did not warrant
a change in monetary policy at this time and agreed that over
the next 3 weeks reserves should be supplied to accommodate
the expected seasonal expansion in demand for bank credit.

Within this consensus, however, several members expressed
concern about the recent increases in short-term interest rates,
especially the rise in the rate on 3-month Treasury bills to a
level somewhat above the discount rate. They felt that these
increases were undesirable because they reinforced market ex-
pectations of imminent discount rate action and, if continued,
would contribute to upward pressures on both domestic longer-
term yields and interest rates abroad. Some other members felt
that the recent increases in short-term rates and the firming of
other credit market indicators were appropriate in view of the
substantial recent expansion of the reserve base and the high
level of liquidity in the economy. They expressed the view that
a firmer policy posture might be warranted in the near future.

The current economic policy directive issued to the Federal
Reserve Bank of New York differed from the one adopted at
the previous meeting of the Committee only by deletion of a
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reference, no longer applicable, to Treasury financing. It read
as follows:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit, while maintaining conditions in
the money market that would contribute to continued improvement in
the capital account of the U.S. balance of payments. This policy takes into
consideration the fact that domestic economic activity is expanding fur-
ther, although with a margin of underutilized resources; and the fact
that the balance of payments position is still adverse despite a tendency
to reduced deficits. It also recognizes the increases in bank credit, money
supply, and the reserve base of recent months.

To implement this policy, System open market operations, shall be con-
ducted with a view to maintaining the degree of firmness in the money
market that has prevailed in recent weeks, while accommodating moder-
ate expansion in aggregate bank reserves.

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

Mr. Mills dissented because he felt that present policy was
undesirably restrictive for viability of the domestic economy.
He thought that measures required to combat any further bal-
ance of payments difficulties should be taken in the area of
fiscal controls, and he favored increasing the supply of re-
serves to relieve some of the existing upward pressure on in-
terest rates and to reduce what he considered to be a threat
to appropriate growth in the money supply.

2. Amendment of continuing authority directive.

In accordance with a suggestion of the Account Manager,
Section l ( a ) of the continuing authority directive to the Fed-
eral Reserve Bank of New York was amended to reduce the
limit on net changes in the System Open Market Account in
any period between meetings of the Committee to $1 billion
from the $1.5 billion that had been established at the meeting
on October 1. Earlier in the year the limit had been $ 1 billion,
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except for the period between the meetings of June 18 and
July 30, when it was $1.5 billion.

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, Mills, Mitchell, Robertson,
Scanlon, and Shepardson. Votes against this action:
None.

3. Authority to purchase and sell foreign currencies.

Since early September the U.S. Stabilization Fund had been
engaged in a program of spot purchases of Italian lire for two
purposes: to help the Italian authorities cushion the abrupt
decline that had been occurring in their monetary reserves,
and to accumulate funds for repayment of the Treasury's bonded
debt denominated in lire and maturing over the period from
March 1964 to September 1965. However, the resources of the
Stabilization Fund for this type of operation were limited. The
Special Manager of the System Account recommended that the
Federal Reserve Bank of New York be authorized to make spot
purchases of Italian lire, at a rate above par if necessary, for
purposes of immediate forward sale to the Treasury at the same
rate, in order to assist in achieving the two objectives underlying
recent Treasury lire purchases. He also recommended that au-
thority be granted to conduct similar operations in other foreign
currencies in which the Treasury had outstanding indebtedness
to facilitate Treasury repayment of these debts. The Committee
concluded that such operations appeared sufficiently likely to
be useful to warrant their approval on an experimental basis,
and the continuing authority directive for System foreign cur-
rency operations was amended by the addition of the following
paragraph:

The Federal Reserve Bank of New York is also authorized and directed
to make purchases through spot transactions, including purchases from
the U.S. Stabilization Fund, and concurrent sales through forward trans-
actions to the U.S. Stabilization Fund, of any of the foregoing currencies
in which the U.S. Treasury has outstanding indebtedness, in accordance
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with the Guidelines and up to a total of $100 million equivalent. Pur-
chases may be at rates above par, and both purchases and sales are to be
made at the same rates.

Votes for this action: Messrs. Martin, Hayes, Bald-
erston, Bopp, Clay, Irons, Mills, Mitchell, Robertson,
Scanlon, and Shepardson. Votes against this action:
None.

November 26, 1963

Authority to effect transactions in System Account.

This meeting was held by telephone on the first business day
following the death of President Kennedy. It was called for the
purpose of considering whether action by the Committee was
required to deal with any actual or potential unsettlement in
domestic financial markets or in foreign exchange markets stem-
ming from the President's death.

Reports by the Manager and the Special Manager of the Sys-
tem Open Market Account indicated that there was no evidence
of adverse market developments as of late morning. The Account
Manager reported that the Government securities market had
opened with a confident tone, and that prices at the opening
were unchanged or slightly higher on securities of various ma-
turities. The stock market already had made a good recovery
in early trading. The Special Manager noted that gold and for-
eign exchange markets were steady, and that where necessary
central banks were acting to maintain foreign exchange rates
at their previous levels.

The Committee decided that it was desirable, as a precaution-
ary measure, to revise its current economic policy directive in
order to insure that the Federal Reserve Bank of New York
would have ample authority to deal with any unsettlement that
might develop. The revision was confined to the second para-
graph, and the directive was issued in the following form:

It is the Federal Open Market Committee's current policy to accom-
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modate moderate growth in bank credit, while maintaining conditions in
the money market that would contribute to continued improvement in
the capital account of the U.S. balance of payments. This policy takes
into consideration the fact that domestic economic activity is expanding
further, although with a margin of underutilized resources; and the fact
that the balance of payments position is still adverse despite a tendency
to reduced deficits. It also recognizes the increases in bank credit, money
supply, and the reserve base of recent months.

To implement this policy, System open market operations shall be
conducted with a view to cushioning any unsettlement that might arise in
money markets stemming from the death of President Kennedy and to
maintaining about the same conditions in the money market as have
prevailed in recent weeks, while accommodating moderate expansion in
aggregate bank reserves.

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

Mr. Mills dissented for the same reasons he had dissented from
the directive adopted at the meeting of November 12, 1963; he
thought the Committee should modify its policy to one of greater
ease.

December 3, 1963

1. Authority 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 3Vi
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-
Ion, and Shepardson. Vote against this action: Mr.
Mills.
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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 purchase 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 result 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.

December 17, 1963

Authority to effect transactions in System Account.

At this meeting optimism about the economic outlook was
reported to be widespread and to have increased recently as pros-
pects for a tax cut early in 1964 appeared to have brightened.
Preliminary estimates of GNP for the fourth quarter suggested
growth at about the same rate as earlier in the year.

Some grounds for caution in assessing the outlook were noted,
however. Results of the latest survey of business plans for capital
outlays showed less strength in this area than had been widely
anticipated; they indicated that fourth-quarter outlays were not
expected to be quite so large as had been reported earlier and
that there probably would be little change from the fourth quarter
to the first quarter of 1964. Also, in November some key meas-
ures, such as industrial production and retail sales, showed little
or no improvement from October or from levels that had been
reached in July. The unemployment rate rose to 5.9 per cent in
November from 5.5 per cent in October.

The wholesale price index for industrial commodities was
unchanged from October to November, and less complete weekly
indexes suggested that stability continued into early December.
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The consumer price index rose slightly in October and remained
about 1 per cent above a year earlier.

Yields on 3-month Treasury bills continued to fluctuate around
the 3Vi per cent level, but those on Treasury notes and bonds
edged up after late November to new 1963 highs. Corporate
bond yields also rose on a large volume of new financing, while
yields on municipal securities declined on unusually small vol-
ume. Common stock prices rose further to near their October
peak.

Bank earning assets continued to expand in late November
and early December, but figures for city banks suggested some
recent softening of earlier strong private credit demands. A good
part of the substantial increment in business loans at city banks
in this period represented special financing arrangements and
acquisitions of bankers' acceptances. Holdings of U.S. Govern-
ment securities rose more than usual for this period, as banks
were allotted practically all of a $1 billion Treasury bill issue
for which 50 per cent payment in the form of tax-and-loan-
accounts credit was permitted.

The money supply apparently changed little in the last half
of November and the first half of December, and growth in time
and savings deposits appeared to have slowed. Free reserves on
average were about the same in the 4 weeks ending December
11 as in the preceding 4 weeks. During part of the early Decem-
ber period, however, the money market was unexpectedly easy,
with Federal funds trading in substantial volume below the 3Vi
per cent discount rate on several days. Banks met the demands
for funds associated with December tax and dividend dates with
little or none of the strains they often experience at this season.

Estimates of the U.S. balance of payments for the fourth quar-
ter, based in part on preliminary figures for the first 2 weeks
of December, suggested that the deficit would be above the
reduced third-quarter rate but below the rate of the first half.

It was the judgment of the Committee that no change should
be made in monetary and credit policy at this time. Factors seen
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as militating against a shift toward less ease included the mod-
erate pace of business expansion in November, the absence of
evidence of general inflationary pressures, and the continued
high level of unemployment. Some members expressed the view
that the widespread optimism about business prospects was dis-
proportionate to actual recent gains in activity; they felt that more
evidence on the continuing vigor of the expansion was necessary
before a policy shift would be appropriate. Difficulties of gauging
the outlook during the present holiday season were noted. The
prospect of considerable churning in the money market over
coming weeks, as seasonal demands for credit decline and the
customary return flow of currency to commercial banks occur,
was advanced as an argument against modifying policy in either
direction at the present time.

The Committee concluded that it was no longer necessary to
retain the clause relating to unsettlement in money markets
stemming from the death of President Kennedy that had been
included in the second paragraph of the current economic policy
directives adopted at the two preceding meetings. With this
clause deleted, the directive issued to the Federal Reserve Bank
of New York read as follows:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit, while maintaining conditions in
the money market that would contribute to continued improvement in
the capital account of the U.S. balance of payments. This policy takes
into consideration the fact that domestic economic activity is expanding
further, although with a margin of underutilized resources; and the fact
that the balance of payments position is still adverse despite a tendency
to reduced deficits. It also recognizes the increases in bank credit, money
supply, and the reserve base of recent months.

To implement this policy, System open market operations shall be
conducted with a view to maintaining about the same conditions in the
money market as have prevailed in recent weeks, while accommodating
moderate expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Bopp, Clay,
Daane, Irons, Mitchell, Robertson, Scanlon, and Shep-
ardson. Votes against this action: Messrs. Hayes and
Mills.
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Mr. Hayes dissented from this action because he favored a
modest shift in policy toward less ease. He thought such a shift
appropriate not only because of the continuing adverse balance
of payments but also because he considered recent growth rates
of bank credit and nonbank liquidity to be excessive from a
domestic viewpoint, and to have potentially undesirable conse-
quences for credit standards. He observed that if the Committee
did not modify policy at this meeting, successive Treasury financ-
ings tentatively scheduled for early 1964 might militate against
such action being taken in the near future.

Mr. Mills, who continued to favor a policy of greater ease,
noted that the actual level of reserve availability in the period
since the preceding meeting was consistent with his view of a
viable and constructive credit policy. He dissented from the
action on the directive, however, because he did not believe
that a continuation of recent monetary conditions was compatible
with the language of the directive.
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OPERATIONS OF THE SYSTEM OPEN MARKET ACCOUNT

The following two reports describe the actions taken by the
System Account Management during 1963 to carry out the
policies of the Federal Open Market Committee. The first one
is a chronological review of operations in domestic securities.
In providing the reserve base for rapid expansion in commercial
bank credit and for substantial growth in the money supply—
and in view of the public's changing preferences for currency,
demand deposits, and time deposits—the System Account Man-
agement acquired $2.8 billion, net, of U.S. Government securi-
ties during the year.

NOTE.—Cumulative changes in Wed. figures for Treasury issues and accept-
ances both on an outright basis and under repurchase agreement.
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These acquisitions not only offset the contractive effect on
member bank reserves of a comparatively small decline in the
U.S. gold stock and an unusually large rise in the amount of
currency held outside the Treasury, the Federal Reserve, and
member banks, but also contributed to continued expansion in
the aggregate reserves of member banks. The growth in credit and
money that was encouraged by this expansion of reserves took
place at somewhat higher interest rates, as the policy directives
of the Federal Open Market Committee continued during the
year to seek conditions that would actively encourage domestic
economic growth while minimizing outflows of capital from the
United States to foreign financial centers.

The report on operations in domestic securities was prepared
by Robert W. Stone, Manager of the System Open Market Ac-
count, who supervises these operations. It is written from the
vantage point of the Trading Desk at the Federal Reserve Bank
of New York, where operations in these securities are effected to
carry out the policy directives of the Federal Open Market Com-
mittee. The report stresses the factors—including variations in
reserve elements, money market tendencies, and Treasury financ-
ings—that the System Account Management takes into account
in the day-to-day provision of bank reserves.

The second report is a review of Federal Reserve operations
in foreign currencies. The Federal Reserve has been buying and
selling such currencies since early 1962 as part of the efforts to
defend the dollar and strengthen the world payments system.
During 1963 the volume of Federal Reserve operations in foreign
currencies increased substantially. The reciprocal currency, or
swap, network linking the Federal Reserve with foreign central
banks and the Bank for International Settlements was extended
to cover additional central banks, and existing swap lines were
considerably enlarged. As a result, the facilities that are available
through this network were more than doubled.

The Federal Open Market Committee also authorized during
the year a broader range of operating techniques, including
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various types of transactions in the forward market. The rein-
forcement of the swap lines and the actual foreign exchange
transactions exerted a strongly stabilizing influence on both gold
and foreign exchange markets, which remained calm in the face
of several potentially dangerous developments during the year.

The report on foreign currency operations was prepared by
Charles A. Coombs, Special Manager of the System Open Market
Account, who supervises the Federal Reserve's operations in such
currencies. All these operations for the System Account are
carried out, under the authorization of the Federal Open Market
Committee, by the Federal Reserve Bank of New York, which
also handles foreign currency transactions for the U.S. Treasury.
This report begins on page 171.
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REVIEW OF OPEN MARKET OPERATIONS
IN DOMESTIC SECURITIES

For the purpose of this review of operations in domestic securi-
ties, the year is divided into five broad periods, with divisions
indicating shifts in policy or in general background factors to
which Federal Reserve operations are continuously adapted.

January and February: Consolidating the slight shift toward less ease.

As 1963 began, Federal Reserve open market operations
undertook to consolidate the policy shift toward slightly less
ease that had been adopted by the Federal Open Market Com-
mittee on December 18, 1962. The broad policy objective
continued to be the accommodating of moderate growth in
bank credit in keeping with domestic economic objectives,
while aiming at money market conditions that would minimize
capital outflows internationally. In more specific terms, policy
was designed to offset anticipated seasonal downward pressures
on short-term interest rates.

Operations in January were complicated by a pre-year-end
build-up of excess reserves that flooded the market at the very start
of the period, and by the unusually high level of Federal Reserve
float that persisted through the month. Nevertheless, after these
influences had produced a brief period of ease in early January,
the money market gradually firmed as the Federal Reserve ag-
gressively absorbed redundant reserves. Thus the effects of the
policy shift, which had been felt in the closing week or two of
1962, were reasserted, and by the end of February the traces
left by that shift on indicators of reserve availability were clear.

From January 10 through the end of February, the bulk of
the trading in Federal funds took place at the 3 per cent dis-
count rate, rather than in the 2% to 3 per cent range that had
prevailed in the latter part of 1962, as shown in the chart on
page 145. Free reserves averaged about $340 million, com-
pared with about $400 million during the last half of 1962,
and average member bank borrowings increased to $135 mil-
lion from about $100 million. Reflecting in part the influence of
the policy shift, the rate on 3-month Treasury bills did not un-
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dergo its customary seasonal decline, but ranged from a low of
2.86 per cent on January 3 to a high of 2.96 in early February,
before dipping to 2.90 at the end of February.

The wide swings in reserve availability stemming from the
movements in market factors necessitated substantial open
market operations during January and February. Although the
net result of Federal Reserve transactions was a withdrawal of

SYSTEM OPERATIONS IN GOVERNMENT SECURITIES DURING 1963

(In millions of dollars)

Type of operation Jan. 2-
Feb. 27

Feb. 28-
May 15

May 16-
July 31

Aug. 1-
Oct. 23

Oct. 24-
D t c 31 Total

Outright purchases:
Treasury bills:

Market
Foreign

Coupon issues

Outright sales:
Treasury bills:

Market
Foreign

Coupon issues

Redemptions

Repurchase agreements
Purchases
Sales

Net increase

345
400

32

550
237

35

1,408
1,613

- 3 2 2

971
258
494

447
338

14

1,985
2,017

791

1,824
769
321

907
192
15

1,951
1,912

1,179

746
259
464

820
285
40

1,584
1,728

-195

1,330
389
198

506
78

1,968
1,957

1,320

5,216
2,075
1,509

3,231
1,130

104

1,232

8,895
9,226

2,773

$322 million of reserves from the banking system during the
period as a whole, outright transactions in Government securi-
ties, including both purchases and sales, totaled about $1.7
billion. New repurchase agreements in this period totaled $1.4
billion, and $1.6 billion of agreements were terminated.,

The larger-than-seasonal release of bank reserves by market
factors during the opening weeks of the year was countered by
the withdrawal through January 23 of about $957 million of
reserves as a result of Federal Reserve operations in Govern-
ment securities. A total of $342 million of repurchase agree-
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merits terminated at the start of the year, and from January 2
through January 23 the Federal Reserve sold $580 million of
Treasury bills, including $444 million in the market, and also
sold $35 million of short-term coupon issues to foreign ac-
counts. With market factors persistently providing funds in
excess of expectations, no Federal Reserve action was taken to
inject reserves during this period.

The tendency for free reserves to exceed expectations posed
difficult problems early in 1963 for the System Account Man-
agement in its efforts to achieve the Federal Open Market Com-
mittee's objective of "offsetting the anticipated seasonal easing
of Treasury bill rates . . . " These difficulties were aggravated by
a substantial movement of reserves from country banks to the
money centers. Country banks had accumulated average excess
reserves of more than $700 million during the statement week
ended January 2, partly as a result of heavy borrowings early in
the statement week in preparation for the December 31 statement
date. Since these banks did not end their reserve settlement
period until January 9, they supplied their accumulated excess
funds to reserve city banks in the week ended January 9, thus
providing an abundant supply of reserves in the money centers.
Meanwhile, the reserve positions of the banks in New York City
improved as dealer loans contracted when more attractive financ-
ing terms became available elsewhere. The money market turned
easier despite Federal Reserve sales of $200 million of Treasury
bills on January 7 and 8, and the effective rate for Federal
funds declined to 2 per cent by January 9. No action to absorb
reserves was taken on that day since reserve availability was
expected to contract sharply in the next statement week and sales
would only have necessitated larger purchases in that week.

Following the "double settlement" date on January 9 (that
is, the final day of a reserve-averaging period for country as
well as reserve city banks), Federal Reserve operations suc-
cessfully offset an easier tendency in the money market and
helped reverse a decline in Treasury bill rates which had tem-
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porarily brought the 91-day issue as low as 2.86 per cent on
January 3. By January 23, despite a broad seasonal demand,
rates for Treasury bills were above year-end levels. In achiev-
ing this result the Federal Reserve's policy shift and the tech-
niques used to implement it were augmented by an increase in
the supply of short-term securities. The Treasury sold $2.5
billion of 1-year bills on January 9 to replace a $2: billion ma-
turing issue and auctioned $1 billion of June tax anticipa-
tion bills for cash on January 30. Partly reflecting these new
issues, dealer inventories of bills, while substantially reduced
from the record totals in December, remained relatively high.
As money market conditions grew firmer in response to the policy
shift, these inventories had to be financed at a higher cost.

The size of dealers' positions in bills facilitated Federal Re-
serve operations in late January and early February, when
month-end reserve needs were enlarged by the shai*p decline in
float from the abnormally high level it had reached earlier in
January. Although the Federal Reserve supplied about $1.1
billion of reserves in the 2 weeks ended February 6, the 3-month
Treasury bill rate—which the System Account Management had
continuously in mind in conducting operations on that scale—
rose to 2.96 per cent in early February. The sizable financing
needs of dealers enabled the Federal Reserve to make new re-
purchase agreements totaling about $900 million during the
2-week period, and about $500 million of these agreements re-
mained outstanding on February 6. Meanwhile the System Ac-
count Management also made some outright purchases in the
market. In the period through February 6 it bought $324 million
of Treasury bills. These purchases were confined to the shortest
maturities in order to minimize the impact of such buying on
the 3-month rate. The Account Management also purchased an
additional $270 million of Treasury bills from foreign accounts
and bought $31.5 million of coupon issues in the market. In view
of its concern with short-term interest rates, the Federal Reserve
supplied reserves gingerly, and without attempting to anticipate
reserve needs; it relied on market conditions to indicate the emer-
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gence of such needs, and moved only when these had been clearly
indicated by the performance of the market itself.

Over the balance of February, the Federal Reserve withdrew
$461 million of reserves net. It made some new repurchase
agreements to meet temporary needs and to offset dealer with-
drawals of existing agreements, but over the 3 weeks ended Feb-
ruary 27 it permitted the repurchase balance to decline by some
$357 million. It confined its market purchases of bills in this
interval to $20 million of short-dated issues on one day, while
it sold or redeemed a total of $255 million of Treasury bills,
partly as a means of dealing with renewed downward pressure
on bill rates. This pressure developed as demand for Treasury
bills expanded, beginning in mid-February. Outright buying,
attracted by the higher rate level that had emerged, was aug-
mented by demand from sellers of coupon issues eligible for ex-
change in the Treasury's February refunding and advance re-
funding operations. Dealers' holdings of Treasury bills declined
by about $1 billion from record levels in December to just over
$2 billion in late February. The 3-month bill rate dipped tem-
porarily to a low of 2.87 per cent, but closed on February 28
at 2.90 bid as caution reappeared with the approach of the
pressures that typically accompany the mid-March period of
heavy liquidity needs.

The markets for intermediate- and longer-term Government
securities were dominated by a series of major Treasury debt
operations during January and February. As the year opened,
market attention was focused on the scheduled sale on Janu-
ary 8 of $250 million of Treasury bonds of 1988-93 through
competitive bidding among underwriting syndicates. Following
the Treasury's December 20 announcement, four syndicates
had been formed to bid on the issue. This first trial of a new
technique for marketing long-term securities was highly success-
ful. The winning bid, setting a net interest cost to the Treasury
of about 4.008 per cent, topped the second-place bid by only
$275 for the entire $250 million amount.

The public reoffering of the new 4 per cent bonds at par was
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greeted by such an enthusiastic investor response that the issue
was reported oversubscribed only a few hours after the auction,
and the new bonds immediately moved to a premium. The suc-
cess of the financing also stimulated a general rise in prices of
outstanding Treasury issues that persisted through mid-January.
Thereafter, prices receded in a more cautious atmosphere as
the market looked ahead to the approaching February refinanc-
ing and, more generally, appraised the prospect of the large
volume of new Treasury borrowing that was implicit in the
President's budget and tax messages.

On January 30 the Treasury announced the terms of its re-
funding of $9.5 billion of February 15 maturities. At the same
time it indicated that the market could expect an advance refund-
ing operation soon after February 15 and a second long-term
auction by competitive bidding in early April. The prospect
of these operations dampened interest in longer maturities, and
prices of these issues continued to drift lower through mid-
February; prices of shorter maturities, however, held firm. The
February refunding operation, which was confined to relatively
short-term issues, was highly successful. The maturing issues,
which were exchangeable into the new securities offered by the
Treasury, moved to premiums of %2 to %2 during the subscrip-
tion period. The public exchanged 96 per cent of its $5.5 billion
of maturing issues for $2.8 billion of 1-year 3V4 per cent certifi-
cates and for $2.5 billion of the reopened 3% per cent bonds of
August 1968. The Federal Reserve exchanged its $3.8 billion
of the maturing issues for the 3V4 per cent certificate.

On February 20 the Treasury announced the terms of its
generally anticipated advance refunding operation. These terms
provided public holders of $10.6 billion of 1963-64 maturities
and $9.7 billion of 1965-66 issues with the option of exchanging
them for somewhat longer maturities. This large and rather
complex operation was highly successful, exceeding the most
optimistic estimates. The public exchanged about $8 billion of
1963-66 issues for $4.3 billion of new 3% per cent notes of
1967, $2.6 billion of a reopened issue of 3% per cent bonds
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of 1971, and $1.1 billion of a reopened issue of 4 per cent bonds
of 1980. In all, it converted 38 per cent of its holdings, and the
Treasury achieved a significant amount of debt extension.

The advance refunding operation again proved to be a power-
ful stimulant to market activity, generating an enormous variety
of portfolio adjustments. Trading volume in the Government
securities market, which typically averages between $1.5 billion
and $2 billion per day, soared to a daily average of between
$3 billion and $3.5 billion from the time of the Treasury's
announcement on February 20 to the close of the subscription
books for institutional subscribers on February 28. (Individual
subscribers were allowed an additional week through March 8.)
Dealers accommodated readily the large-scale switching of
money and securities, and in doing so accumulated a substantial
underwriting position in the new refunding securities.

Against the background of this heavy volume of activity,
accomplished within the confines of fairly narrow price move-
ments, the entire market displayed a steady tone at the close
of February. Earlier price movements and adjustments to the
terms of the refunding, however, had reduced prices of longer
maturities over the 2 months by about % to 3A point. These
declines raised the average yield on long-term Treasury bonds
to 3.94 per cent from 3.87 on December 31, 1962. Shorter
maturities, due or callable through 1967, on the other hand,
were generally unchanged to slightly higher in price.

Prices of tax-exempt obligations, after a brief period of firm-
ness in early January, also drifted lower as higher interest rate
expectations emerged. Commercial bank demand was not so
substantial as in early 1962, and dealers' advertised inventories
rose to $516 million by the end of February. During this 2-
month period new offerings of these issues amounted to $1.8
billion, a heavy volume. Despite the progressively higher yields
on these new offerings, investor demand remained rather slug-
gish. On February 28 the average yield on Moody's Aaa-rated
tax-exempt issues stood at 3.02 per cent, 8 basis points above
the December 31 level.
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Corporate bond prices reacted relatively mildly to the factors
affecting the other sectors of the capital market. Quotations
moved irregularly, but a generally firm tone was maintained
throughout the January-February period. New public offerings
were not large—a total of $600 million—and were largely di-
gested by the close of February, although initial receptions were
mixed. There were also private placements of about $530 million
in this period. At the end of February, the average yield on
Moody's Aaa-rated corporate issues was 4.19 per cent, compared
with 4.22 at the end of 1962.

March through mid-May: Seasonal reserve expansion. Within the
framework of the somewhat firmer money market conditions
achieved earlier, the Federal Reserve turned in March to meet-
ing seasonal reserve needs. During the interval from March to
mid-May it provided almost $800 million of reserves net to
member banks. Reserve availability remained such that the mar-
ket mechanism readily accommodated the very large flows of
funds and securities associated with the mid-March Federal in-
come tax date for corporations and the April 1 Cook County
(Illinois) personal property tax date, as well as the flows gener-
ated by the several Treasury financing operations during that
period. Federal funds typically traded at the 3 per cent discount
rate. Member bank borrowings were about $140 million on the
average during the period, about the same as in the opening
months of the year. There were only brief intervals of more com-
fortable money market conditions, mainly around the end of
country bank reserve-computation periods.

Continuing concern over the level of short-term rates, for bal-
ance of payments reasons, required careful execution of the Fed-
eral Reserve's operations to supply reserves. Treasury bill rates
were subject to recurrent downward pressures following the
$5.8 billion reduction in the supply of Government securities
maturing in less than 1 year that resulted from the Treasury ad-
vance refunding operation in February and March. The Fed-
eral Reserve's general approach to operations, as on other oc-
casions, was to minimize market purchases of Treasury bills and
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to achieve the maximum rate impact from bill sales during
periods when market factors were temporarily adding to reserve
availability.

As shown in the table on page 130, the Federal Reserve made,
and terminated during the period, about $2 billion of repurchase
agreements either to meet short-term reserve needs or to meet
somewhat longer-run needs on a temporary basis on occasions
when outright purchases might have had a particularly adverse
impact on rates.

At the same time, the expanded supply of coupon issues avail-
able in the wake of the Treasury's advance refunding enabled
the Federal Reserve to meet a substantial portion of member
banks' reserve needs through purchases of $494 million of these
securities from March to mid-May. Gross market purchases of
$971 million of Treasury bills were partly offset by sales and re-
demptions, and outright holdings of bills rose $343 million
net. Bill purchases in the key 3-month maturity area were mini-
mized, however, and the Account Management often executed
purchases unobtrustively by responding to unsolicited offerings
by dealers—instead of using the "go-around" technique in which
it openly solicits simultaneous offerings from all dealers.

Treasury bill rates moved within a narrow range in this in-
terval despite periods of strong demand. Downward rate pres-
sures were offset not only by the use of the technical operating
devices indicated above, but also, and more importantly, by
debt management actions that partly offset the reduction in
supplies of short-term issues produced by the advance refund-
ing. The Treasury added $100 million to the regular weekly
auctions of 6-month bills for 8 consecutive weeks beginning
March 25; it sold $1.5 billion of June tax anticipation bills in
March; and it raised $500 million of new money in the 1-year
bill auction on April 15. The 3-month bill rate ranged from a
low of 2.86 per cent to a high of 2.92 over the 2Vi months, and
closed at 2.90 on May 15, unchanged from February 28. The
6-month bill rate, reflecting the additions to supply, rose 5 basis
points to 2.99 per cent by May 15. As a result there was a slight
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widening of the unusually narrow spread between the two maturi-
ties that had prevailed earlier.

Heavy downward pressures on bill rates developed at the
start of the period, in early March, at a time when the Federal
Reserve found it necessary to supply large amounts of reserves.
The downward pressures on rates reflected in part the reduction
in the supply of short-term securities as a result of the advance
refunding, and in part a persistent demand, including stock-
piling of bills by Chicago banks in preparation for the April 1
Cook County tax date. The Federal Reserve's need to provide
reserves, and to do so with a minimum downward impact on
rates, thus posed difficult problems. Since the books on the
Treasury's advance refunding operation were to remain open
for individual investors until March 8, it was desirable to avoid
purchases of coupon issues as a means of supplying reserves.
Moreover, the size of dealer financing needs made it feasible to
meet only a modest portion of reserve needs through repurchase
agreements. Nevertheless, after making use of repurchase agree-
ments where possible, and after buying bills from foreign ac-
counts, the Federal Reserve was able to meet the balance of
reserve needs through gradual and unobtrusive bill purchases in
the market that had little impact on rates. Such bill purchases
amounted to $114 million over the 2 weeks ended March 13.

The Federal Reserve reversed direction around mid-March
and sold or redeemed more than $200 million of bills to counter-
act slightly easier tendencies that emerged in the money market
after the March 15 tax date. Reserves shifted to the: money cen-
ters at that time as dealer borrowing contracted after settlement
for issues offered in the advance refunding, and money flowed
to city banks with the approach of the country banks' settlement
date on March 20, augmenting the accumulation of temporary
deposits of corporate tax payments in money market banks.

Meanwhile, the 3-month Treasury bill rate moved to 2.86 per
cent in early March (equal to the year's low of January 3) be-
fore edging up with the approach of the March dividend and tax
dates. Dealers' holdings rose as they bought bills being offered
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by corporations and as they absorbed a large share of the $1.5
billion of new June tax anticipation bills auctioned by the Treas-
ury without tax- and loan-account credit on March 14. The 3-
month bill closed on March 15 at 2.88 per cent.

In late March and early April, reserve needs were inflated
as the combination of a sharp decline in float and an unusually
large currency outflow drained funds from the banking system.
In addition, preparations for both the March 31 quarterly bank-
statement publishing date and the April 1 Cook County tax
date placed demands on the money market. Federal Reserve
efforts to increase reserves through repurchase agreements were
largely unsuccessful as dealers found sufficient demand for securi-
ties in their portfolios and sufficient availability of alternative
financing sources to permit them to make sizable withdrawals
before maturity of existing agreements. Indeed, although the
System Account Management made $304 million of new agree-
ments with dealers during the week ending April 3, these were
more than offset by terminations in that week. And while $142
million of reserves were provided through purchases of coupon
securities, further activity in these issues was limited by the ap-
proach of the second long-term bond auction on April 9.

The Federal Reserve also supplied some reserves by purchas-
ing $59 million of Treasury bills from foreign accounts. How-
ever, the reserve needs still remaining were such that it was neces-
sary to purchase $358 million of bills directly in the market. A
plentiful supply of short-term Treasury bills, which had returned
to the market following the March 15 tax date, and again around
the month-end, permitted the Federal Reserve to concentrate
its buying operations in short bills, thus minimizing the rate im-
pact in the 3-month area. This rate impact was also minimized
by the acceptance of unsolicited dealer offerings of blocks of
bills, and the Federal Reserve conducted only one "go-around"
of the entire market during the period.

Toward the end of the April 3 statement week an easier money
market tone emerged, reflecting some overpreparation by money
center banks for the quarterly statement date, the completion
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of operations in connection with the Cook Count)' tax date,
and the customary biweekly flow of funds to money centers
at the end of country bank reserve computation periods. The ef-
fective Federal funds rate dropped to XVi per cent on Wednes-
day, April 3, but no overt action was taken to absorb reserves
since the accumulation appeared to be only temporary. The
Federal funds rate returned to 3 per cent early in the next state-
ment week.

Meanwhile, Treasury bill rates fluctuated within a narrow
range (2.90 to 2.92 per cent for the 3-month issue) in late March
and early April, despite strong investor demand, particularly by
State and local government funds. The downward rate impact of
the Federal Reserve's purchases was limited by the use of the
kinds of devices indicated above. Moreover, the Treasury's action
in increasing the size of both the weekly and the quarterly bill of-
ferings tended to shore up bill rates. Intensified pressures toward
lower rates developed in the second half of April, when the im-
pact of persistent demand was augmented by the prospect of
further investor buying associated with the May 15 refunding.
However, Federal Reserve sales and redemptions of more than
$600 million of short-term securities in the 3 weeks ended April
24, together with further increases in the size of the Treasury's
weekly bill offerings, largely offset these downward rate pres-
sures. On April 24, rates on 3-month bills were 2.89 per cent and
on 6-month bills were 2.99.

Following the rather heavy sales made through April 24, the
Federal Reserve turned in late April to offsetting the month-end
reserve drains. As May 1 (the end of a statement week) ap-
proached, market factors began to absorb funds considerably
more rapidly than had been expected, producing increased firm-
ness in the money market. This, coupled with the outlook for
a further contraction in the reserve base in the next statement
week (ending May 8), required the System Account Manage-
ment to accelerate its program of supplying reserves. The result
was the most substantial operations of the year to date—the
provision of $857 million of reserves in the week ended May 1.
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With the Treasury bill market still sensitive to downward rate
pressure, the Federal Reserve would have preferred not to buy
bills in the market, but to use other means of supplying reserves;
as on some earlier occasions, however, the opportunities to do so
were somewhat limited. Because the Treasury's May refunding
operation was in process, purchases of coupon securities were
avoided, lest an undue influence be exerted on the financing. A
total of $116 million of bills were purchased from foreign ac-
counts, but this was much less than the aggregate reserve need.
It was possible to make more than $520 million of new repur-
chase agreements with nonbank dealers, but there were substantial
early withdrawals of such agreements. This left sizable reserve
needs to be met through market purchases of Treasury bills. At
first the Federal Reserve executed these bill purchases quite un-
obtrusively, by responding to unsolicited offerings; but as the
withdrawal of repurchase agreements accelerated in the face
of a continuing large reserve need, the Federal Reserve solicited
offerings of bills in a market "go-around." Over the May 1 week
as a whole, the total amount of bills bought in the market was
$390 million. On May 1 the rate on 3-month bills closed at 2.90
per cent, while the 6-month issue was quoted at 2.99.

Treasury bill rates held steady despite the substantial Federal
Reserve purchases. Awards of new bills to dealers had been
particularly heavy in the auction on April 29. With the increase
in dealer portfolios that resulted from these heavy awards and
from dealer acquisitions of securities during the Treasury's May
refunding operation, a cautious atmosphere emerged in the mar-
ket. The caution in the bill market also reflected an increase in
the cost of carrying dealer portfolios that accompanied the firmer
money market produced as reserves shifted away from the money
centers. (Sizable calls by the Treasury on its balances at major
commercial banks, reversing earlier redeposits, accelerated the
shift.) In addition, such reserve needs as appeared in the first
half of May were met outside the bill market. Coupon issues
amounting to $123 million were purchased, and new repurchase
agreements totaling $105 million were used to deal with pres-
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sures that emerged on the May 15 settlement date for the Treas-
ury financing. Finally, at times during the May 2-15 period the
Federal Reserve had opportunities to withdraw reserves. It sold
about $40 million of bills in the week ended May 15, and the
3- and 6-month bills closed at bid quotations of 2.90 and 2.99
per cent respectively.

In the capital markets, prices moved generally lower during
the period from March through mid-May, after a brief showing
of strength at the start of the period. In the market for Treasury
notes and bonds, prices improved in the wake of the successful
advance refunding, and this strength persisted through the first
week in March in response to a continuing interest in the new
bonds. Furthermore, there was good demand for outstanding
issues, and offerings that appeared on swaps against the new
bonds were readily absorbed. This atmosphere soon disappeared,
however, and after early March a lower price trend emerged.
This trend was partly an aftermath of the advance refunding,
which swelled the available market supply of securities. More
fundamentally, however, it reflected a shift in market psychology
regarding the interest rate outlook—a shift that was rooted in the
favorable performance of the economy, the unfavorable trend in
the balance of payments, and an expanding volume of new cor-
porate and municipal security offerings.

The technical condition of the market was particularly vulner-
able just after the advance refunding. Substantial portfolio
adjustments, accomplished by means of the refunding, tended
to reduce subsequent buying activity, with the result that de-
mand was limited by this factor as well as by the above-noted
change in interest rate expectations. Offerings from short-term
holders of the issues sold in the refunding, together with offer-
ings by dealers out of their substantial underwriting positions,
could be redistributed only at gradually declining prices. Modest
private investment demand for long-term Treasury issues dur-
ing March was augmented by purchases for Treasury investment
accounts and for the Federal Reserve. This buying was under-
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taken at declining prices, and by early April prices were % to 1
point below those of a month earlier.

Market atmosphere was still hesitant as the date (April 9)
approached for the Treasury's second offering of long-term bonds
by competitive bidding. In view of the shift in outlook, under-
writing bids were less aggressive than in January. The winning
bid for the $300 million of 4Vs per cent bonds of 1989-94 set
a net interest cost to the Treasury of 4.093 per cent, about 8
basis points above the January auction, and the reoffering of
the new bonds at 100% (4.082 per cent) attracted only a
limited investor response. About 40 per cent of the issue was
distributed the first day—in contrast to the rapid sell-out of the
bonds awarded in January—and sizable amounts of bonds re-
mained unsold when the syndicate was terminated on April 25.

The market for Treasury notes and bonds recovered some-
what by late April, and the steadier tone that emerged was main-
tained when the Treasury announced on April 24 that it would
confine its May refunding to the short-maturity area. Holders
of $9.5 billion of maturing issues were given the option of ex-
changing them either for a 3V4 per cent certificate or for addi-
tional 35/s per cent notes of February 1966. The operation had
little impact on the market in terms either of price movements
or of trading activity. The results were highly successful, with
more than 90 per cent of the public holdings of the maturing
issues being exchanged—$2.4 billion for the 3*4 per cent cer-
tificate and $3.2 billion for the 3% per cent note. The Federal
Reserve exchanged its $3.3 billion of May maturities for the
VA per cent certificate.

With the refunding completed, the market looked forward
to a respite from the rather steady succession of Treasury financ-
ing operations since the start of the year. Confidence in cur-
rent rate levels for the near term was bolstered by the reduction
in the Canadian bank rate on May 7, and renewed demand
brought the recently issued 4V6 per cent bonds of 1989-94 almost
back to the original reoffering level by May 15. The average
yield on long-term Treasury bonds, which had risen to 3.99 per
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cent in mid-April, stood at 3.96 on May 15, only 2 basis points
above the level at the beginning of March.

The markets for corporate and municipal obligations followed
much the same pattern as the Treasury market during the period:
an early firm tone gave way to weakness that prevailed through
late April, after which prices steadied and then moved nar-
rowly. Moody's index of Aaa-rated corporate bonds rose 2 basis
points from February 28 to 4.21 per cent on May 15, roughly
equaling the level at the end of 1962, while the index of Aaa-
rated tax-exempt bonds declined 5 basis points to 2.97 per cent
over the period.

Mid-May through July: Policy shift toward less ease. After settle-
ment for the Treasury's refinancing operation on May 15, Fed-
eral Reserve operations turned to achieving and maintaining a
slightly greater degree of firmness in the money market. This
shift toward somewhat less monetary ease—the third within a
year—followed the decision of the Federal Open Market Com-
mittee at its May 7 meeting to put increased emphasis on money
market conditions that would contribute to an improvement in
the capital account of the U.S. balance of payments. In line with
the emphasis on raising short-term interest rates, the discount
rate of the Federal Reserve Banks was increased to 7>Vi per cent,
seven banks making the change on July 17 and the others follow-
ing in the next 9 days. At the same time, in order to maintain
and encourage the improvement in business conditions, the Fed-
eral Reserve continued to accommodate moderate growth in
bank credit; in the period from May 16 through July 31 it pro-
vided $1.2 billion of reserves net.

In pursuit of the above objectives, a substantial volume of
activity was undertaken. The Federal Reserve made almost $2
billion of new repurchase agreements, purchased about $320
million of coupon issues, and bought, sold, or redeemed more
than $4.3 billion of Treasury bills outright. Operations in bills
resulted in a net addition of more than $800 million to the Fed-
eral Reserve's holdings. During the same period the 3-month bill
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FREE RESERVES decline, borrowings up in 1963
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rate rose from 2.90 to 3.27 per cent in response to the May shift
in open market policy and the July change in the discount rate.
The change in open market policy was also clearly reflected by
the various indicators of reserve availability. Free reserves aver-
aged around $170 million from mid-May through July, compared
with $310 million during the first 4Vi months of the year; and
except for a brief time in mid-July following the discount rate
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change, the Federal funds rate held at the discount rate. An in-
creased margin of unsatisfied demand for Federal funds was re-
flected in a rise in average borrowing from the Federal Reserve
Banks to about $275 million from $140 million during the earlier
part of the year.

The Federal Reserve's operations during the first few weeks of
the period were complicated by a stubborn tendency for reserves
to fall short of expectations, at times by a considerable margin.
While sizable "misses" in projections are not unusual, the errors
are rarely so consistently in one direction as they were in this
interval. Given the unreliability of current reserve estimates, the
System Account Management was guided to a considerable ex-
tent by the tone and feel of the market in implementing the May
policy shift. The tone and feel were consistently firmer than one
would have expected on the basis of the reserve estimates. This
disparity counseled a rather restrained approach to reserve ab-
sorption in the opening weeks of the period and a somewhat ag-
gressive provision of funds thereafter. Even so, average free
reserves turned out to be considerably below expectations in the
statement weeks ended May 8, 15, and 22.

The lower levels of free reserves underscored the slight shift
in Federal Reserve policy. Coming on the heels of good business
news and poor reports on the balance of payments, and empha-
sized by Federal Reserve sales of Treasury bills in the market
on May 17 and 20, the low reserve levels helped to make it clear
to the market that policy was changing. By late May most market
participants and observers were convinced that a shift had taken
place. Accordingly, the main task after May 22 was to allow the
firmer money market conditions already achieved to produce a
slightly higher level of short-term rates than existed before May
15, while at the same time avoiding any stringency in the market.

A substantial volume of operations was required to offset late-
May reserve drains, which were accentuated by the currency out-
flow associated with the Memorial Day holiday. Hence, in the
period from May 28 to June 5, the Federal Reserve provided
about $630 million of reserves to the banking system. Purchases
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of coupon securities by the Federal Reserve were limited, since
the need to stay within the public debt limit was forcing Treasury
trust-fund cash accumulation into already outstanding market-
able issues rather than into newly created issues. Some use was
made of repurchase agreements, but the bulk ($515 million) of
the reserve need was met through outright purchases of Treasury
bills in the market. So far as possible, the Federal Reserve bought
the shortest maturities, and it operated unobtrusively by accept-
ing unsolicited offerings; full market "go-arounds" were con-
ducted on only two days. The rate impact of the Federal Reserve's
purchases was limited not only by the use of such techniques,
but also by the growing general awareness of the policy shift,
by a renewed gold outflow, and by the firmer money market
conditions that had developed, which had increased dealers'
financing costs. The 3-month bill rate, in fact, reached 3.03 per
cent in the weekly auction on June 3, despite the heavy buying
by the System Account Management.

The Federal Reserve alternately absorbed and supplied re-
serves in response to changes in market factors during the mid-
June dividend and tax-date period in order to preserve a con-
sistently firm tone in the money market. On June 10 and June 17,
the respective dividend and tax dates, it made repurchase agree-
ments to facilitate the heavy flows of funds through the money
market. The market mechanism worked so smoothly that mem-
ber bank borrowing rose only slightly around the tax date, even
though the usual money flows on that date were augmented by
payment for $735 million of bonds sold by the Federal home loan
banks. Moreover, demand for Treasury bills expanded at the
higher rate levels that had emerged, and the inflow of bills to
the market during the tax-date period was absorbed without any
significant further increase in rates.

On the June 17 tax date, the Federal Reserve re-entered the
market as a substantial provider of funds. From mid-June
through early July member banks' reserve needs expanded
sharply, first because of enlarged required reserves against tax-
date borrowing and commercial bank payment for the new 4
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per cent Treasury bonds of 1970, and then because of the needs
for reserves around the month-end and the July 4 holiday. From
June 17 to July 5 the Federal Reserve supplied a net total of
$1.5 billion of reserves, including $1.1 billion in the statement
week ended July 3. The System, still concerned with the level
of bill rates, once again sought to minimize its market purchases
of Treasury bills. Thus it bought $285 million of coupon issues
between June 17 and July 5, made more than $1 billion of new
repurchase agreements (of which $377 million were still out-
standing on July 5), and bought $300 million of bills directly
from foreign accounts. Sizable needs remained, however, and
in meeting these needs the Federal Reserve bought more than
$670 million of bills in the market—again employing techniques
aimed at minimizing the rate impact of such large purchases.

Treasury bill rates did not decline during the period of heavy
Federal Reserve purchases. Commercial bank selling partly
offset that buying, and some nonbank buying as well. Moreover,
dealers had to finance a sizable portion of their large needs by
borrowing at New York City banks at relatively high rates, and
this discouraged any reduction in bill rates. Furthermore, shortly
after the Federal Reserve had completed its heavy buying pro-
gram, bill rates began to rise sharply as expectations of an in-
crease in the discount rate developed and were reinforced by
further gold outflows and by official statements indicating that
higher short-term rates would aid the balance of payments.

Contributing further to the cautious tone that had so quickly
developed in the bill market, the published level of average free
reserves dipped below $100 million for the week ended July 3.
This reflected in considerable measure the carrying forward into
that week of a substantial downward revision ($69 million)
of the previous week's free reserve figure. In the following week,
the Federal Reserve sold bills to recapture reserves released by
the postholiday reflux of currency. Against this general back-
ground, as well as a widely noted prediction of imminent dis-
count rate action contained in a bond market advisory letter
on July 8, the average issuing rate for the 91-day bill rose sharply
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to 3.16 per cent on that day, 15 basis points above the previous
week. The quarterly sale of $2 billion of 1-year bills on the next
day resulted in an average rate of 3.582 per cent, 52 basis points
higher than in the April auction of $2.5 billion of similar bills.
By July 11 the 3-month rate had climbed further to 3.24 per
cent bid, following testimony before a congressional committee
by the Secretary of the Treasury, which was also regarded as
pointing to a discount rate boost.

The announcement on July 16 of an increase in the discount
rate at seven Federal Reserve Banks came as little surprise to
the market. A mild initial upward adjustment in money market
rates was soon reversed as an expanded demand at the higher
rate levels converged on the market and encountered dealer in-
ventories that had been reduced from the levels of late June.
Scarcities of particular bill issues developed, especially of short
issues; unsatisfied demand for these issues spilled over to longer
bills and exerted downward pressure on rates throughout the
bill list. These downward pressures were reinforced by the
emergence of significantly easier money market conditions in
the few days following the discount rate rise. Thus, while the
3-month bill rate moved up to 3.24 per cent on July 17, the day
after the change in the discount rate was announced, it moved
lower thereafter and reached 3.18 per cent 3 days later. Rates
moved upward over the balance of July, with the 3-month issue
closing on July 31 at 3.27 per cent bid, up 37 basis points from
mid-May. The 6-month rate rose to 3.40 per cent bid by July 31.

The particular timing of the discount rate increases by the
various Federal Reserve Banks posed some complications for
Federal Reserve open market operations in the period imme-
diately before the change and extending through July 24. In
the first place, anticipations of the rate increase by both dealers
and commercial banks resulted in a substantial shift in reserves
toward the money centers as dealers' inventories, and hence
their borrowings at money-center banks, contracted. More-
over, many banks, particularly those in the money centers,
lightened their holdings of short-term securities and issued more
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certificates of deposit following the increase in Regulation Q
ceilings to 4 per cent on deposits of 90 days and over (an-
nounced at the same time as the discount rate increase). In ad-
dition, an unusual accumulation of reserves by country banks
in the statement week ended July 17, and large pre-week-end bor-
rowings on July 18 and 19 in those Federal Reserve districts
where the discount rate was still 3 per cent, created a supply of
excess reserves that flooded the market during the week ended
July 24. As indicated earlier, the money market turned sharply
easier in response to these factors. The effective Federal funds
rate dropped from VA per cent on Friday, July 18, to 34 per
cent by Wednesday, July 24, even though the average level of
free reserves was relatively low at $159 million.

The Federal Reserve, meanwhile, had been engaged since
July 8 in withdrawing reserves that had been supplied to the
market by the reflux of currency after the July 4 holiday and by
the mid-July expansion in float. By July 18 it had absorbed more
than $1 billion of reserves through sales and redemptions of
$842 million of Treasury bills and terminations of substantial
amounts of repurchase agreements. The reserve outlook with
which the System Account Management was working at the time
the money market turned easy (July 18-24) indicated that
rather large open market purchases would be needed in the state-
ment week ending July 31. This confronted the System Account
Management with a dilemma: If it made further large sales in
order to bring about a firming of market conditions, it would
soon afterward have to buy back the securities it had sold, and
the purchase of these securities would put downward pressure
on the bill rate; on the other hand, if it took no action to firm
up the market, the bill rate would continue to move lower—an
anomalous situation in the wake of a discount rate increase de-
signed to raise bill rates. Under these circumstances, it was de-
cided to refrain from additional sales and to ride through the
week or so of ease in the expectation that the market would turn
firm when the reserve needs that loomed ahead began to make
themselves felt.
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As expected, a firmer tone returned to the money market in
late July, with the Federal funds rate moving to and holding
at ZVi per cent. Temporary reserve excesses disappeared after
the reserve settlement date for country banks on July 24; and
with market factors draining reserves, the Federal Reserve sup-
plied over $700 million of reserves in the week ended July 31.
However, in supplying these funds, the Federal Reserve did not
attempt to anticipate reserve needs, but rather sought to stay
one step behind the reflection of those needs in the market in
order to avoid any reversion to the easy conditions that had
existed in the previous week. This approach—in which reserve
needs were met, but on a slightly delayed basis—minimized the
impact of operations on short-term rates. This was a particularly
useful result since the Treasury's August refunding made it de-
sirable to avoid the purchase of coupon issues and since only
$166 million of new repurchase agreements could be made. The
needed reserves were thus supplied largely through outright pur-
chases of bills, considerable amounts of which, however, were
acquired from foreign accounts.

Meanwhile, the capital markets reacted only mildly to the
shift in Federal Reserve policy. Long-term Treasury bond yields
rose from 3.96 per cent on May 15 to a peak of 4.03 in early
July, but the market subsequently recovered and by July 31 the
average yield on long-term bonds was back to 3.99 per cent. At
no time did any significant deterioration in market psychology
occur, and selling of bonds by investors was generally limited.

A cautious atmosphere had emerged in the market for Treas-
ury notes and bonds around mid-May, and prices moved lower
for several weeks as market awareness of the Federal Reserve
policy shift was crystalized by a stream of reports and statements
indicating more favorable business news on the one hand and
further balance of payments deficits and associated gold out-
flows on the other. Some outright selling and maturity-shortening
swaps appeared during this period, but the selling was not heavy,
and price declines were moderated by some private investment
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demand and by the already mentioned purchases for the Treas-
ury trust accounts undertaken because of the debt limit problem.

Although the underlying bond market atmosphere was still
cautious, the change in rate expectations that was generated by
the May shift in policy and by the factors that induced the
shift appeared to have about run its course by early June. At that
time the Treasury announced a cash offering of about %\XA bil-
lion of 4 per cent bonds of 1970. Initially the market's reaction
to the offering was favorable, and it became increasingly enthu-
siastic as the subscription date (June 11) approached. The fact
that commercial banks were permitted to make payment by
credits to tax and loan accounts made the offering particularly
attractive to them, while the Treasury's announcement that sub-
scriptions up to $100,000 would be alloted in full also attracted
considerable interest. The new bonds thus elicited an extraordi-
nary response as expectations of small allotments induced sub-
scribers to pad their subscriptions liberally.

On June 14 the Treasury announced that an overwhelming
$16.5 billion of subscriptions had been received and that it
would allot 5 per cent on subscriptions of more than $100,000,
thus raising to $1.9 billion the total amount to be issued. The
number of subscriptions on which it was necessary to make full
allotments (subscriptions of $100,000 or less) was so large that
these allotments amounted to $1.4 billion—more than the total
amount initially offered. Had the size of the issue not been in-
creased, many needs would not have been satisfied.

The entire market strengthened with the extraordinarily fav-
orable response to the Treasury offering, and although sizable
amounts of the new bonds soon appeared in the market, these
were readily absorbed by a broad demand, both outright and
on swaps out of 1968-70 maturities. Prices moved narrowly
over the balance of June, with the new 4 per cent bonds closing
at a premium of *%2 over the offering price.

In contrast to the strong reaction in the short-term market, the
long-term market experienced only a mild and brief reaction to
the expectations in early July concerning the discount rate. When
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the change was actually announced on July 16 it had relatively
little impact on longer maturities. The technical position of the
market was favorable, for dealers had lightened their own inven-
tories considerably in May and early June, and selling by in-
vestors had been limited. More generally, the reaction of in-
vestors and dealers alike appeared to hinge on the widespread
feeling that official action was aimed primarily at short-term
rates for balance of payments reasons and was designed not to
impede domestic expansion.

Various official statements tended to support this view; and the
President's request for a tax on foreign securities sold in the
United States was thought to promise an easing of the burden
placed on monetary policy by the deficit in the balance of pay-
ments. Accordingly, the market for Treasury issues recovered
after mid-July, with additional encouragement stemming from
the Treasury's confinement of its August refunding to the short-
term area, and from the reinvestment in intermediate-term Treas-
ury issues of the proceeds of a large tax-exempt bond offering.

The Treasury's offering of a 3% per cent 15-month note to
holders of $6.6 billion of August 15 maturities was well re-
ceived. The public's holdings of this maturity were small—$2.5
billion—and the proportion converted was more than 90 per
cent. The Federal Reserve turned in its $4.1 billion holdings of
rights for the new note. The new 3% per cent note rose to
100% 2 bid in "when issued" trading, while other outstanding
issues continued to edge higher, offsetting in good part the losses
sustained early in July.

The markets for corporate and municipal obligations moved
more or less parallel with the market for Treasury obligations
during June and July. Price declines, however, were more pro-
nounced in the tax-exempt sector, where dealers cut prices
sharply in an effort to reduce inventories in the face of a con-
tinued heavy volume of new offerings. Over the 2-month period
$1.8 billion of new issues were brought to the market, about $500
million more than in the same period in 1962. Despite an in-
crease in investment buying, prices moved lower through early
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July before recovering later in the month. The July 16 announce-
ment of an increase in Regulation Q ceilings, which was expected
to generate an increased inflow of time deposits and hence addi-
tional demand by commercial banks for municipal securities,
contributed to the recovery of that market. Average yields on
Moody's Aaa-rated tax-exempt bonds rose to 3.11 per cent in
early July and closed at 3.08 on July 31, up 8 basis points from
the end of May.

A seasonally light calendar of new issues in the corporate
bond market enabled dealers to reduce inventories in June and
early July as prices edged lower, and this market also recovered
in late July. About half of the $1.8 billion of new issues were
publicly offered. Average yields on Moody's Aaa-rated corporate
bonds rose 6 basis points from May 31 to 4.29 per cent on
July 31.

August through late October: A further shift toward less ease.
As evidence of deterioration in the nation's balance of payments
position accumulated and domestic economic conditions im-
proved, the Federal Open Market Committee on July 30 in-
structed the System Account Management to edge further toward
firmness in the money market, reinforcing the discount rate rise.
Balance of payments considerations were particularly important
in motivating the shift, and operations were directed at aug-
menting the effect of the discount rate increase in producing a
higher level of short-term rates. At the same time the policy
directive continued to call for "accommodating moderate expan-
sion in aggregate reserves" to support further domestic economic
expansion.

In accordance with these basic objectives, and to produce the
desired degree of firmness in the money market, Federal Reserve
operations reduced member banks' free reserves somewhat at
the start of August. The money market then remained consist-
ently firm through late October, with reserves alternately sup-
plied and withdrawn in response to seasonal movements in mar-
ket factors. In all, Federal Reserve operations withdrew $195
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million of reserves net from August 1 through October 23. Gross
transactions in Treasury bills were again sizable, aggregating
about $2.5 billion. In working toward short-term rate objectives
the Federal Reserve sold or redeemed a net of $475 million of
Treasury bills, but at the same time it provided $424 million of
reserves through net purchases of coupon issues. It also used the
repurchase mechanism extensively to meet temporary needs or
to adjust the timing of outright operations to market conditions.
Such agreements withdrew $144 million of reserves on balance,
but about $1.6 billion of new contracts were made during the
period.

The gradual firming in the money market as a result of the
Federal Reserve's policy shift of July 30 was reflected in a de-
cline in average free reserves to about $100 million and an in-
crease in average borrowings from the Federal Reserve to about
$325 million in the period from August to late October. The
Federal funds rate generally held at the 3V^ per cent discount
rate. The occasional dips from that level reflected mainly the pre-
cautionary build-up of excess reserves through pre-week-end bor-
rowings. These temporary easings were most notable following
the September 15 tax date and again in early October. Treasury
bill rates rose gradually in response to the firmer money market
conditions and the impact of additional Treasury financing in
the bill area. The 3-month bill rate reached 3.49 per cent by
October 17, an increase of almost 30 basis points from the
August 2 level.

The achievement of slightly higher short-term rates was com-
plicated at the start of August by a strong and broadly based
demand for bills, including large-scale corporate buying. With
reserve distribution still tending to favor banks in the money
centers, funds moved into the bill market from that source also.
These demands pressed on a relatively light supply of bills in
dealers' hands, and rates moved lower. The System Account Man-
agement at this time faced the prospect of supplying reserves to
the banking system to offset drains from market factors, par-
ticularly the late-July decline in float. Once again the Manage-
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ment resorted to the technique of supplying reserves on a slightly
delayed basis, waiting until reserve needs had clearly emerged
and were exerting some pressure on the market. In providing
reserves it made extensive use of coupon issues, $193 million of
which were purchased from August 1 to 8. On one occasion
during this period, the System Account Management undertook
swap operations, selling Treasury bills to foreign accounts to
keep this buying out of the market, and offsetting the reserve
effect of these sales by purchasing coupon issues in the market.

The desired firming in bank reserve positions was accom-
plished fairly quickly, partly because reserves shifted away
from the money centers after the first few days of August.
Indeed, accumulated reserve deficiencies culminated in a sharp
increase in borrowings from the Federal Reserve Banks. Such
borrowings amounted to more than $1 billion on August 7. De-
mand for bills from nonbank sources tapered off, and commercial
bank selling of bills, coupled with sales by the Federal Reserve
to offset the mid-August expansion in float, reversed the direc-
tion of bill rates and increased dealers' positions. Market psy-
chology was also affected at the time by widespread discussion
of a possible official desire for higher rates following the report
that the second-quarter balance of payments deficit had risen
to a seasonally adjusted annual rate of about $5 billion. The
3-month bill rate moved from a low of 3.20 per cent on Aug-
ust 2 to 3.37 on August 21, when the market's expectations of
a new short-term cash offering were confirmed by the Treasury's
announcement that $1 billion of 1-year bills would be auctioned
on August 27. This was the first of a new monthly series of 1-
year bills to replace the quarterly series of such bills.

With the end of August approaching, the System Account
Management faced the problem of meeting reserve drains asso-
ciated with the decline in float late in the month and the pre-
Labor Day currency outflow, and of doing so without reversing
the recent progress that had been made in raising the bill rate.
The Federal Reserve relied heavily on repurchase agreements
and purchases of coupon issues in meeting these reserve needs. It
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also purchased about $247 million of Treasury bills in the mar-
ket, chiefly short maturities that became available as corporate
repurchase agreements with dealers matured. Treasury bill rates
moved down for a brief period in early September, partly as a
reflection of Federal Reserve buying and partly as a result of
demand growing out of an advance refunding operation that the
Treasury undertook early in that month. This drop in bill rates
was soon reversed, however, as the mid-September dividend and
tax dates approached.

Operations during mid-September were geared mainly to
accommodating large shifts of money and securities associated
with the tax and dividend payment dates and with the Treasury's
advance refunding. Projections of reserves were frequently wide
of the mark, and the Federal Reserve continued to be guided by
the tone and feel of the market. In carrying out its operations, it
attempted to maintain the consistently firm market conditions
that were desired by the Federal Open Market Committee, while
permitting net reserve availability to rise when reserve needs were
at their peak and then to move down as those needs receded.
Over the 2 weeks ended September 25 Federal Reserve opera-
tions at times supplied and at times withdrew reserves and for
the period resulted in a net withdrawal of $416 million.

In late September and early October, reserve needs were en-
larged by an unusually rapid decline in float. To meet these needs
the Federal Reserve provided over $1 billion of reserves from
September 26 through October 7. The impact of these operations
on short-term rates was minimized by the purchase of $103 mil-
lion of coupon issues, the increase of repurchase agreements out-
standing by $554 million, and the purchase of $125 million of
bills that were available from foreign accounts. The remaining
need was filled through market purchases of $283 million of
short-term bills, which were readily available in the market.

From October 8 to October 23, the Federal Reserve was con-
cerned with offsetting the midmonth bulge in reserve availability
in a period when market expectations were undergoing a marked
shift in the direction of higher rates. During this period it ab-
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sorbed about $900 million of reserves. However, such operations
were undertaken cautiously in view both of the heavy tone pre-
vailing in the securities market and of the tendency for reserves to
fall short of the estimates. Initially, the Federal Reserve absorbed
reserves through the termination of repurchase agreements ag-
gregating $554 million; later, as market factors expanded reserves
further, holdings of Treasury bills were reduced by $346 million.
Redemptions accounted for most of this decline; only $98 million
of Treasury bills were sold directly to the market.

Meanwhile, the rate on 3-month Treasury bills fluctuated
around the 3.40 per cent level from mid-September to the end of
that month. In early October the rate began to climb once more
in response to expectations of further additions to the supply of
bills that the market would be called on to distribute. These ex-
pectations were partially confirmed by the Treasury's auction of
$2 billion of March tax anticipation bills on October 9; these
partially replaced $2.5 billion of 1-year bills that matured Octo-
ber 15. In the uncertain atmosphere that had developed, invest-
ment demand for bills was confined to the shortest maturities.
Meanwhile, market supplies of longer bills were inflated by the
new issue of tax bills as well as by the monthly issue of 1-year
bills sold at the end of September. Under these conditions, the
3-month rate rose to 3.46 per cent by October 16.

On that date, the Treasury announced that it would auction a
"strip" of $1 billion of bills (adding $100 million to each of 10
outstanding issues of bills). This offering was initially interpreted
as indicating an official desire for still higher rates, partly because
the "strip" sale technique had been used in the past to push rates
upward. In response to the new offering, rates on outstanding
bills moved still higher, with the 3-month bills reaching 3.49 per
cent on October 17. Demand was stimulated at the higher rate
levels, however, and under the force of that demand the 3-month
bill rate declined to 3.44 per cent by October 23, while the 6-
month issue closed that day at 3.61. The relatively wide spread
of 17 basis points between the two issues indicated the weight
of an increased supply in longer maturities.

158

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



FEDERAL RESERVE SYSTEM

In the capital markets, interest rates also edged higher from
August to late October, although the movement was more irreg-
ular and smaller than in the short-term area. Activity in the
Government securities sector was dominated by the Treasury's
September advance refunding operation and the subsequent re-
distribution of dealer holdings to buyers in a weakening market
atmosphere. Yields on high-grade bonds generally rose by about
3 to 8 basis points during the period and reached new high levels
for the year.

Activity in the market for Treasury issues was relatively light
prior to the advance refunding. The firm tone that had developed
in July continued through early August as moderate offerings
of coupon issues were absorbed in part by Federal Reserve
purchases and in part by dealer and investor demand, including
the reinvestment in Treasury issues of the proceeds of a major
tax-exempt issue. Prices moved irregularly over the balance of
August as some uncertainties were created by discussions of the
heavy second-quarter balance of payments deficit and by ex-
pectations of an advance refunding.

On September 4 the Treasury announced a massive debt ex-
tension operation, combining a pre-refunding and a junior ad-
vance refunding. Public holders of almost $20 billion of Gov-
ernment securities maturing from 1964 through 1967 were given
the opportunity to extend maturities at higher rates. Holders
of pre-refunding rights (that is, eligible issues maturing in 1964)
were entitled to exchange them into any of three issues: a 3%
per cent bond of 1968, a 4 per cent bond of 1973, and the re-
opened 4Vs per cent bond of 1989-94. Holders of the junior
refunding rights (that is, eligible issues maturing in 1966 and
1967) were entitled to exchange them for the 1973 and 1989-94
maturities.

Despite some surprise at the magnitude of the operation and
at the inclusion of a long-term bond, the market's reception of
the announcement was quite favorable. Long-term bond prices
adjusted lower initially, but a good demand developed for rights
and "when issued" securities, and this gave rise to lively trading
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during the subscription period, which extended from September
9 to September 13. The market for outstanding bonds stabilized
at the new price levels, and offerings—which arose mainly on
swaps for the securities being offered by the Treasury—were
readily absorbed by professional short-covering, some Treasury
buying for trust accounts at the lower price levels, and private
investment demand.

The total amount of eligible securities exchanged was $6.5
billion, or 28 per cent of public holdings; exchanges included
$1.6 billion for the 3% per cent bonds of 1968, $3.7 billion
for the 4 per cent bonds of 1973, and $1.3 billion for the 4x/8 per
cent bonds of 1989-94. The market took the results in stride,
although there was some surprise at the large demand for long-
term bonds. The volume of offerings coming into the market re-
mained light, and after some initial hesitation prices edged higher
in response to a good investment and professional demand for
both new and outstanding issues.

Prices fluctuated narrowly over the balance of September and
into early October, when a more cautious atmosphere emerged
throughout the market. Signs of strength in the economy gen-
erated uncertainty about long-term interest rates, and the general
upward price movement that had been under way in the Gov-
ernment bond market since mid-September came to a halt. The
cautious atmosphere was heightened by some congestion in the
short-term market, in which the Treasury raised $2.5 billion in
September and October. The brighter business outlook was re-
flected in a range of economic indicators, including a rise in
stock prices to new high levels; furthermore, scattered price
increases led to discussion of the possible emergence of infla-
tionary tendencies. In this general atmosphere, the somewhat
lower free reserve figures recorded in October, coupled with a
3-month bill rate close to the 3Vi per cent discount rate,
prompted market discussion of a possible further shift in Federal
Reserve policy.

Expanded offerings of the longer-term bonds issued in the
advance refunding came into the market well before dealer
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holdings had been distributed. With investment demand for
other intermediate- and long-term issues quite limited, these of-
ferings could be absorbed only at declining prices. Treasury trust
account purchases at declining prices had the additional effect of
slowing the price decline, but the shift in market psychology and
outlook was such that dealers continued to reduce their inven-
tories, which as noted above had been swollen by sizable holdings
of the advance refunding issues. As in the short-term area, the
market tended to stabilize toward the end of October, but a cau-
tious atmosphere prevailed. On October 23 the Federal Reserve
average of long-term bond yields stood at 4.07 per cent, 8 basis
points above the July 31 level.

Prices of corporate bonds, meanwhile, moved narrowly from
August through October, except for a sharp initial price reaction
when the Treasury's advance refunding offering of 4Vs per cent
bonds was announced. The narrow yield spread between the
offering rate on the new Treasury bonds and rates on outstand-
ing high-grade corporate issues prompted upward yield adjust-
ments of as much as 10 basis points on recently marketed cor-
porate bonds. The improved technical position of the market,
coupled with an expansion in demand and a light calendar of
new offerings in September, permitted a partial recovery. Prices
moved irregularly thereafter, weakening again toward the close
of October. Borrowing through the corporate bond market in
the 3 months totaled $2.5 billion, compared with $2.2 billion in
the same period of 1962. Moody's Aaa corporate bond series
rose 3 basis points from late July to 4.32 per cent on October 31.

Tax-exempt obligations weakened in September as heavy in-
ventories and an expanding calendar of new offerings added to
the price declines in this sector. After a brief period of stability
in early October, prices began to decline again later in the
month as caution and uncertainty dominated all segments of the
capital market. New State and local government offerings dur-
ing the period aggregated about $2.4 billion, compared with
$1.6 billion in the same period of 1962. Average yields on
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Moody's Aaa municipal bonds rose to 3.16 per cent by October
31, an increase of about 8 basis points over the 3 months.

Late October through December: Policy steady, with further economic

expansion. The Federal Reserve's policy posture held steady in
the final months of the year. The economic background was es-
sentially unchanged as domestic business continued to post solid
gains while the balance of payments remained in deficit. There
were some shifts in the relative importance of the background
factors, however. Thus it was becoming evident that the payments
deficit in the third quarter had been much reduced from the
highly unfavorable second-quarter rate, and while the deficit was
still regarded as a serious problem for monetary policy, it now ap-
peared that short-term interest rates in the United States were
in reasonable balance with comparable foreign rates. At the
same time, some concern was cropping up on the domestic side
in regard to potentially inflationary developments and occasional
evidences of deteriorating credit quality. But on balance these
elements indicated no immediate need for a change in policy.
The assassination of President Kennedy in November was a
further consideration in holding policy unchanged over the
balance of the year.

Within the context of the firmer money market conditions
already attained, the Federal Reserve provided about $1.3 bil-
lion of reserves net to the banking system from late October
through December to meet the substantial reserve needs asso-
ciated with the seasonal rise in credit demands. Provision of this
large volume of reserves posed no particular problem from the
standpoint of short-term interest rates, and the System Account
Management was able to reduce substantially its use of various
technical devices to keep bill rates up—devices that it had found
necessary to use rather extensively through the first 9 months
or so of the year.

Indeed, the System Account Management was able to meet
more than $1.1 billion of the seasonal needs for reserves through
net purchases of Treasury bills, with no downward impact on
rates. In fact, bill rates moved to new high levels for the year, and
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concern lest any further rise disturb the balance between domes-
tic and foreign rates prompted the Treasury to reduce the size
of its weekly auctions for 2 weeks in November. The Federal
Reserve also purchased $198 million of coupon issues during
the period and made almost $2 billion of new repurchase agree-
ments to supply temporary reserve needs. It also stepped up its
operations in bankers' acceptances toward the year-end, when
these instruments were in seasonally heavy supply. Outright
Federal Reserve holdings of acceptances reached a peak of $70
million at the end of the year, while holdings of acceptances
under repurchase agreements were at a peak of $96 million near
the year-end.

Federal Reserve operations generally maintained a steadily
firm tone in the money market from late October to the year-
end. Free reserves fluctuated fairly widely at times as patterns
of reserve distribution changed, or as significant changes
occurred in the rate at which the economy utilized reserves.
Free reserves averaged about $130 million, and member bank
borrowing from the Federal Reserve Banks held around the
$325 million average level that had been recorded since August.
An active demand for reserves kept the Federal funds rate al-
most continuously at IV2 per cent. Against this background
of consistently firm conditions, the stresses and strains that so
often converge on the money market in the final month or two
of the year, especially in December, were accommodated with-
out noteworthy market pressures.

From late October through early November, Federal Re-
serve operations were complicated both by the bearish atmos-
phere in the securities market and by the substantial money
flows generated by payments for the $1 billion bill "strip" on
October 28 and for $1 billion of 1-year bills- on November 4.
In addition, there was a persistent tendency for reserves to fall
short of day-to-day projections. Subsequent revisions of these
estimates indicated more vigorous growth in required reserves
than was allowed for in the projections of usual seasonal and
growth trends. In these circumstances, and with the money
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market under rather continuous pressure, the System Account
Management supplied reserves relatively freely, meeting reserve
drains as they occurred or even at times anticipating them—
in contrast to the practice of supplying funds on a delayed basis
earlier in the year when short-term rates were considerably
more of a problem. The Federal Reserve provided about $1
billion of reserves to the market from October 24 to November
6 through outright purchases of $543 million of Treasury bills
and $123 million of coupon issues, and through a net increase
of $360 million in holdings of Government securities under re-
purchase agreements.

Such operations were successful not only in heading off heavy
pressures in the money market but also in cushioning the ad-
justment in securities markets to the change then in process in
the business outlook and in rate expectations. As indicated
earlier, this shift in expectations had already carried the 3-
month bill rate to 3.49 per cent on October 17, following the
"strip" auction. Then, after a brief technical recovery, the at-
mosphere deteriorated again, reflecting further development of
the conviction that domestic business was definitely improving
and also an emerging feeling that the Federal Reserve might
respond, or might be responding, by taking a firmer tack in
policy. In the short-term area, moreover, this shift in psychology
occurred almost simultaneously with the succession of Treasury
financing operations already described. Either of these influences
—the changed economic and interest rate outlook or the
sizable short-term financing undertaken by the Treasury—
would alone have exerted upward pressure on rates; together
they were mutually reinforcing.

Apart from the sizable Federal Reserve purchases in late
October and early November, demand for Treasury bills around
that time was light and was confined mainly to shorter maturities.
Meanwhile, the supply of longer bill issues remained heavy, with
distribution of the newly offered "strip" and 1-year bills pro-
ceeding slowly. In this atmosphere, bill rates moved steadily
upward as the higher rate levels after mid-October tended to
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generate expectations of still higher rates, including a possible
discount rate increase. The average rate on 3-month Treasury
bills rose to a 3.58 per cent peak on November 12.

The market atmosphere changed thereafter. On November 13
the Treasury announced that it would reduce its next weekly
bill auction by $100 million to avoid disturbing the exist-
ing balanced relationship between domestic and international
money market rates. It made a similar reduction in the next
regular auction, and in the 1-year bill auction held on November
27 it permitted commercial banks to credit Treasury tax and
loan accounts for 50 per cent of their acquisitions. These actions
suggested to the market that no further increase in short rates
was desired by the Treasury, and indeed that the recent rate
adjustment had perhaps been overdone. The market recovered
as good investor demand developed at the higher rate levels,
and the 3-month bill moved down to 3.49 per cent by Novem-
ber 22.

Federal Reserve operations, after taking up $645 million of
reserves on November 12 and 13 to offset a sharp increase
caused by market factors, soon reversed direction as seasonal
forces began to absorb reserves in large volume. From Novem-
ber 18 through the week ending December 4, the Federal Re-
serve provided $1.1 billion of reserves, chiefly by purchasing
Treasury bills, including $844 million in the market. The Fed-
eral Reserve also bought $76 million of coupon securities, al-
though the reserve effect was partly offset by a decline in repur-
chase agreements outstanding.

The Federal Reserve was in the midst of meeting these reserve
needs on Friday afternoon, November 22. A market "go-around"
to purchase Treasury bills had been initiated, and dealers were
making offerings to the System Account Management when re-
ports from Dallas of an attack on President Kennedy began to
reach the market. When the Dow-Jones news ticker confirmed
the reports that the President had been shot, the Federal Re-
serve canceled its operation before any actual purchases were
made. A quick survey of the major dealers indicated that market
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activity had already dried up, pending clarification of the events
in Dallas. When the gravity of the situation became clear, the
System Account Management asked dealers to suspend trading
for the day. Trading in virtually all sectors of the financial
markets was suspended, and this prevented the possible spread-
ing of panic through the network of markets. The sharp drop
in stock prices in heavy trading during the brief span before
trading on the stock exchanges was suspended gave some in-
dication of the potential danger averted by the closing of the
financial markets.

A meeting of the General Committee of the New York Money
Market was held at the Federal Reserve Bank of New York late
Friday afternoon, following which that Bank, after consultation
with the Chairman of the Board of Governors of the Federal
Reserve System, released a statement indicating thai the leaders
of the financial community agreed that there was no need for
special action in the financial markets. It was further indicated
that the Federal Reserve had ample power to deal with any
situation that might arise and that close cooperation would be
maintained with foreign central banks.

Confidence in the nation and its institutions and in the con-
tinuity of the U.S. Government was manifest throughout the
country as President Johnson succeeded to office. The pause for
reflection afforded by the week-end and the special day of mourn-
ing on Monday, November 25, gave time for the show of con-
tinuity to be felt with full force. Finally, the demonstration of
international financial cooperation, which contributed so impor-
tantly to the excellent performance of the dollar on the foreign
exchange markets, also helped impart a sense of confidence.

All of these factors contributed to the confident atmosphere
in which the financial markets reopened on Tuesday, November
26. Stock prices rose even more sharply than they had fallen
on Friday. Prices of Treasury obligations and other fixed-income
securities, in which trading had been stopped on Friday before
any backlash on prices could develop, opened steady to slightly
higher. The Manager of the System Open Market Account re-
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ported on market conditions at a special telephone meeting of
the Federal Open Market Committee on Tuesday morning and
indicated that in his judgment there was no need for unusual
Federal Reserve action. While the Committee, as a precautionary
measure, modified its instructions to provide for conducting op-
erations with a view to cushioning any unsettlement in the money
market that might result from the assassination, no special action
proved necessary.

On Tuesday, November 26, the Federal Reserve supplied re-
serves through Treasury bill purchases in a routine operation,
resuming the operation that had been interrupted the previous
Friday by the news from Dallas. The Federal Reserve completed
its substantial reserve-supplying operations by December 3, and
over the balance of the month alternately absorbed and sup-
plied reserves as necessary to offset seasonal movements. Op-
erations in the early December period were complicated by a
tendency for the money market to ease, at a time of year more
often noted for firmness. It appears that some money market
banks overprepared in relation to the seasonal demands actu-
ally placed on them; in contrast to their customary role as large
net purchasers of Federal funds, the New York banks as a group
were sometimes net sellers in this period. The effective rate on
Federal funds dropped as low as 2lA per cent on several days
during December 4-11, despite the Federal Reserve's action in
absorbing reserves through the termination of $385 million of
repurchase agreements over that period and through sales of
$214 million of Treasury bills in the market on December 10.

By mid-December the impact of Federal Reserve operations
and seasonal liquidity demands raised the Federal funds rate
again to 3V£ per cent, and firm money market conditions pre-
vailed over the rest of the year. The Federal Reserve provided
some additional reserves over the December 15 tax date through
repurchase agreements, thus contributing to the smooth operation
of the market during this period, and then recaptured these funds
through the termination of the agreements during the balance
of the year. Some new repurchase agreements were made in late
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December, but these too were largely withdrawn before the close
of the year. No sizable operations were required over the year-
end period, in contrast with some other recent years.

Treasury bill rates moved irregularly after early December.
The amount of new bills issued by the Treasury in the weekly
auctions was raised again to equal the maturities after the two re-
ductions in late November. Rates edged slightly higher over the
December tax date, with the 3-month issue reaching 3.54 per
cent, but no unusual pressures arose and rates moved a little
lower during the balance of the month. The monthly 1-year bill
issue was auctioned on December 30 at an average rate of 3.707
per cent, and the latest 91- and 182-day issues closed the year
at bid quotations of 3.53 and 3.65 per cent, up 60 and 68 basis
points, respectively, from December 31, 1962.

In the market for Treasury notes and bonds, the Treasury's
refunding of November 15 maturities was successfully arranged
in late October. Before the settlement date for the refunding,
however, market sentiment deteriorated, and bond prices
dropped to new low levels for the year in early November.
Thereafter, the market moved irregularly in relatively light trad-
ing, remaining stable following the assassination and the succes-
sion of the new administration.

The Treasury's November refinancing was routine. Cash sub-
scriptions were accepted on October 28 for a new 18-month,
3% per cent note to replace $7.6 billion of maturing issues, of
which $3.5 billion were publicly held. Market response to the of-
fering was favorable, and nonpreferential subscriptions were al-
lotted on a 21 per cent basis. The Federal Reserve exchanged its
entire $3.9 billion holdings of the November 15 maturities for the
new note. The day after the books closed, the new 3% per cent
note was bid at a %2 premium in "when-issued" trading, but
subsequent demand ran below expectations and the premium
gave way for a time to a small discount.

The lackluster performance of the new 3% per cent Treasury
note in secondary trading both reflected and contributed to the
heavier atmosphere that emerged in late October and early No-

168

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



FEDERAL RESERVE SYSTEM

vember. In the first place, movements in business indicators at
this time were interpreted by the market as presaging a rise in
economic activity and credit demands. Moreover, the proximity
of the 3-month Treasury bill rate to the Federal Reserve discount
rate led to considerable discussion of a possible increase in the
discount rate. Both the increase in margin requirements on cor-
porate stock purchases, made effective November 6, and the rela-
tively low levels of published free reserve figures produced appre-
hension concerning a general firming in monetary policy.

In addition to this shift in sentiment there was a bulge in cor-
porate and municipal offerings; and dealer holdings of Govern-
ment securities remained sizable. Although selling of Treasury
issues was relatively light, demand was also modest. In this
atmosphere dealers sought to reduce their inventories, partic-
ularly of the 4 and 4Vs per cent bonds taken in the September
advance refunding and still held in some volume. Price declines
of as much as 3A point in the period from late October to No-
vember 6 carried most issues to new lows for the year; the
average yield on long-term bonds reached 4.12 per cent on
November 6.

A steadier and more confident tone began to develop in mid-
November. Reports indicating official satisfaction with the levels
of rates and with the improvement in the bill market following the
Treasury's reduction in the weekly bill auctions contributed to
this improved atmosphere. Investment demand also increased,
both outright and on year-end tax swaps, and the technical
position of the market was much improved following the long
period of liquidation of dealer inventories. It was in this im-
proved atmosphere that the market received the shattering news
of the President's assassination on Friday, November 22; as
indicated earlier, this improved atmosphere was quickly re-
asserted when the market opened on Tuesday, November 26.

Prices of Treasury issues tended lower again through much
of December, against a background of additional reports of
economic improvement. Prices reached new lows for the year just
before Christmas and then recovered slightly in the closing
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days of the year as the higher yields attracted some additional
demand, including professional short-covering. The average
yield on long-term Treasury bonds was 4.15 per cent on De-
cember 31, 28 basis points higher than a year earlier, and only
1 basis point below the year's high on December 20.

The markets for corporate and municipal obligations also
showed some heaviness late in the year, but steadied again by
the year-end. Expectations of increased credit demands were
assessed by the market as having a particularly adverse impact
on the municipal sector, and widespread price-cutting resulted
in yield increases of as much as 20 basis points for some tax-
exempt issues in early November. The market recovered in late
November, however, and remained fairly firm through Decem-
ber. New issues aggregated $1.1 billion for the 2 months, vir-
tually unchanged from the same period of 1962. Average yields
on Moody's Aaa municipal bonds, after reaching a peak of 3.18
per cent on November 13, declined to 3.11 on December 31,
compared with 2.94 at the close of 1962.

The corporate bond market also weakened in early Novem-
ber, but then steadied in the latter part of that month. Demand
improved following an early-December release of slow-moving
issues from the marketing syndicates. Average yields on Moody's
Aaa corporate bonds rose 4 basis points for the 2 months to 4.37
per cent on December 31, compared with 4.21 at the close of
1962. New offerings in November and December totaled $1.8
billion, including $820 million of private placements; in the same
period of 1962 offerings totaled $1.7 billion, including $1.2 bil-
lion of private placements.
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REVIEW OF OPEN MARKET OPERATIONS
IN FOREIGN CURRENCIES

Total foreign exchange transactions of the Federal Reserve in
1963—including purchases and sales directly with foreign cen-
tral banks as well as in the market, but excluding drawings and
repayments under the swap lines—amounted to $1.4 billion, as
shown in the table on page 176. This compares with transactions
of $500 million in the last 10 months of 1962, following the
resumption of such operations by the Federal Reserve.

At the opening of 1963 the Federal Reserve had swap facili-
ties totaling $900 million with the central banks of France, Eng-
land, the Netherlands, Belgium, Canada, Switzerland, Germany,
Italy, and Austria, and with the Bank for International Settle-
ments. By the close of the year the central banks of Sweden and
Japan had joined the network, and the total facilities had been
raised to $2,050 million, as shown in the following table.

The largest of the individual increases in the swap lines during
the year—and one which may well have marked a milestone in
international financial cooperation—was that raising the line be-
tween the Federal Reserve and the Bank of England from
$50 million to $500 million. Less dramatic, but nevertheless
significant, were the substantial increases in the arrangements
with several major continental central banks and the BIS. In addi-
tion, the maturity structure of the network was extended, with
several of the arrangements being placed on a 6-month or 1-year
standby basis.

During 1963 the swap arrangements were often drawn upon
to cushion the impact of swings in the payments positions of the
major industrial countries. Not only were the facilities employed
extensively by the Federal Reserve in defense of the dollar and
of the U.S. gold stock, but in addition three foreign central banks
used them to help smooth changes in their own countries' pay-
ments and reserve positions. While none of these drawings by
foreign central banks were large, they demonstrated the feasi-
bility and desirability of the mutual use of the swap network as
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a means of selectively expanding international liquidity to meet
temporary needs.

As in 1962, the bulk of Federal Reserve exchange operations
involved use of the swap arrangements in direct transactions
with foreign central banks to even out fluctuations in the amounts
of dollars accumulated by these banks in their own foreign ex-

FEDERAL RESERVE RECIPROCAL CURRENCY ARRANGEMENTS

Other party to agreement

Bank of France . . . .
Bank of England
Netherlands Bank ,

National Bank of Belgium
Bank of Canada
Bank for International

Settlements

Swiss National Bank
German Federal Bank
Bank of Italy
Austrian National Bank

Bank of Sweden
Bank of Japan

Total

Date
of

original
agreement

1962

Mar. 1
May 31
June 13

June 20
June 26

July 16

July 16
Aug. 2
Oct. 18
Oct. 25

1963

Jan. 17
Oct. 29

Amount
(In millions of dollars)

Original

50
50
50

50
250

100

100
50
50
50

50
150

Dec. 31,
1963

100
500
100

50
250

150

150
250
250
50

50
150

2,050

Term of
arrange-
ment (in
months)1

3
12
3

6
12

3

3
3
6
3

3
3

1 Term is that stated in latest renewal of agreement.

change markets. There were also occasions, however, when the
System Account Management intervened through foreign central
banks in their markets, and directly in the New York foreign ex-
change market, to maintain orderly conditions and restrain specu-
lative pressures. The most striking operation of this type occurred
on Friday afternoon, November 22, following the report of the
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attack on President Kennedy. The initial shock of the news had
temporarily paralyzed the New York foreign exchange market,
and there was clear risk that the panic selling that had hit the
stock market might spread to the gold and foreign exchange
markets as well.

To provide firm assurance of the continuity of U.S. interna-
tional financial policy, the System Account Management immedi-
ately offered in the market sizable amounts of most of the major
foreign currencies at the rates prevailing just before the tragedy.
The Bank of Canada simultaneously and on its own initiative
took similar steps, which were then reinforced by Federal Reserve
actions in New York, to stabilize the Canadian dollar-U.S. dollar
rate. As the market realized that the Federal Reserve with the co-
operation of foreign central banks was fully prepared to defend
existing rate levels, speculative reactions subsided, and the mar-
ket closed with a firm tone. By the end of the day, total Federal
Reserve intervention in the New York market amounted to no
more than $23 million in all currencies. Intervention by the Bank
of Canada to support the U.S. dollar on November 22 amounted

FEDERAL RESERVE NET DEBTOR POSITION UNDER
RECIPROCAL CURRENCY ARRANGEMENTS

(In millions of dollar equivalent)

Other party to agreement

German Federal Bank
Swiss National Bank ,
Bank for International Settlements.
Netherlands Bank

National Bank of Belgium.
Bank of Italy
Austrian National Bank...

All parties.

End of year

1962 1963

46
55

15
50
50

216

59
75

145
80

15
1-50

324

1 Net creditor position.
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to U.S. $24 million; half of these acquisitions were subsequently
taken over by the Federal Reserve.

Well before the close of Friday afternoon arrangements had
been completed for a joint program of official intervention on
both sides of the Atlantic to deal with any speculative develop-
ments. As this coordinated intervention became clear to the
European markets, trading remained quiet and orderly at stable
rates on Saturday morning as well as on Monday (when the New
York market remained closed on the national day of mourning).
No further Federal Reserve intervention, and only limited inter-
vention by foreign central banks, was required.

Throughout the year the Federal Reserve was also active on
the exchanges in efforts to cushion the potentially disturbing
effects of short-term capital movements arising out of speculative
flurries, seasonal pressures, and changing money market condi-
tions in the major financial centers. Such operations, involving
mainly drawings and repayments on the swap lines, were heavily
concentrated in German marks, Swiss francs, and Netherlands
guilders. At the beginning of the year, as shown in the accom-
panying table, the Federal Reserve had a net debtor position
of $216 million under the swap lines. In the following months it
paid off most of its swap drawings, and by September 25 its
net debtor position was down to $20 million. Thereafter it
became necessary to make heavy net drawings in order to deal
with repatriations of dollar investments by European commer-
cial banks for year-end window-dressing purposes -9 a speculative
flow of funds to the Netherlands resulting from guilder revalua-
tion rumors, and a tightening of the continental European
money markets. As of the end of 1963, the net debtor position
of the Federal Reserve under the swap lines had risen to $324
million. This total was reduced to $145 million at the end of
February 1964 and further repayments are anticipated during
the next few months.

During 1963 the Federal Reserve Bank of New York also
continued to intervene on behalf of the U.S. Treasury in the for-
eign exchange markets both here and—through foreign central
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banks—abroad. Operations for the Treasury were concentrated
in the forward markets in an effort to influence the timing and
direction of short-term capital flows between money market cen-
ters. The total of all Treasury foreign exchange operations during
the year was $900 million.

German marks. From early January through late July there
was almost continuous buying pressure on the German mark,
which strengthened from $0.24945/s on January 7 to $0.2515 V6
on June 20. Underlying the mark's strength were a substantial
improvement in the German foreign trade position and large in-
flows of long-term capital for investment in relatively high-yield-
ing German bonds and in German equities. Early in 1963, the
outward flow of German funds that had been repatriated at the
end of 1962 helped to ease the upward pressure on the mark, but
in March tight money market conditions developed in Germany
and there was a substantial inflow of short-term funds.

The pressures on the mark-dollar exchange rate were mod-
erated in closely coordinated actions by the German Federal
Bank and the Federal Reserve Bank of New York. From early
March through August the German Federal Bank acquired a
substantial amount of dollars at rates well below the ceiling on
the mark and thus helped to maintain a calm and orderly atmos-
phere in the market. On the U.S. side, the Federal Reserve Bank
of New York intervened heavily for both Treasury and Federal
Reserve account. For this purpose, it used accumulated mark
balances as well as amounts that became available through draw-
ings on the Federal Reserve swap arrangement, through the par-
tial reversal of a Treasury swap of marks for Swiss francs that
had been arranged in December 1962, and through the place-
ment with the German Federal Bank of U.S. Treasury bonds
denominated in marks.

In April, Treasury and Federal Reserve disbursements of pre-
viously accumulated mark balances amounted to $16.5 million
equivalent. Then in May and June the Federal Reserve drew the
entire $150 million equivalent of marks available under its swap
with the German Federal Bank, and by July 5 it had disbursed
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TYPES OF FOREIGN CURRENCY TRANSACTIONS OF THE
FEDERAL RESERVE, 1963

(In millions of dollars)

Currency

Drawings and
repayments under

swap lines

German mark g
Swiss franc |
Netherlands guilder I
Pound sterling •*
Canadian dollar $
Belgian franc | .
French franc '?
Italian lira |
Austrian schilling k.

Draw-
ings

286.0
230.0
150.0
35.0
20.0

21.5
50.0

All currencies. 792.5

Repay-
ments

226.0
115.0
80.0
35.0
20.0

12.5
50.0
50.0

588.5

Foreign exchange operations

Under swap lines

Disburse-

291.7
230.0
146.8

13.6
16.3
25.0
21.5

744.9

Acquisi-
tions

176.0
95.0
67.3
13.6
16.3
25.0
21.5
50.0
50.0

514.7

Other operations 1

Pur-
chases

3.0
2.0

22.0

50.0

77.0

Sales

3.3
1.9

13.0

18.2

Total

474.0
328.9
214.1

62.2
32.6
50.0
43.0

100.0
50.0

1,354.8

i In the market and directly with foreign central banks.
NOTE.—Excludes transactions with U.S. Treasury.

$143 million of these drawings. The partial reversal of the
German mark-Swiss franc swap made available to the Treasury
$13.2 million equivalent, which was disbursed in June and July.
On July 11 the Treasury issued to the German Federal Bank
$25 million equivalent in 2-year mark bonds, which provided
funds for further intervention during the remainder of the month.

Despite this shift to the Treasury in the financing of U.S.
operations in marks, the Federal Reserve was still faced with
the need to liquidate as early as possible its commitments under
the fully drawn $150 million swap arrangement. The German
Federal Bank would have been agreeable to an extension of the
swap drawings pending the expected reversal of the flow of
funds. As this appeared likely to take some time, however, the
Federal Reserve and the Treasury—in line with the general policy
of reserving swap facilities for countering flows that gave evi-
dence of being quickly reversible—felt it desirable at this point
to substitute a medium-term U.S. Treasury borrowing in the
form of a further issue of 2-year mark bonds, in place of a por-
tion of the short-term obligations of the Federal Reserve to the
German Federal Bank. Accordingly, on August 28 the Treasury
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issued to the German Federal Bank $50 million of such bonds
and immediately sold the proceeds to the Federal Reserve, which
used them to reduce its swap drawing. This was the first instance
of a refunding of a Federal Reserve swap drawing through
medium-term Treasury borrowing.

During August and early September, when buying pressure
on the mark tapered off, the System Account Management was
able to purchase from the German Federal Bank $25 million of
marks, which were employed to reduce the swap drawing to $75
million. The remainder was fully liquidated by October 28,
mainly with marks acquired from the German Federal Bank
when it needed dollars for the account of the German Defense
Ministry for the purchase of U.S. military equipment.

In November the German Federal Bank once again took in
substantial amounts of dollars, as German banks began repatriat-
ing funds for the year-end. Consequently, the Federal Reserve
made new drawings on the swap line (which had been expanded
to $250 million on October 10), both to absorb dollars held by
the German Federal Bank and to acquire marks to sell in the
New York market. Marks were also sold in the New York
market for U.S. Treasury account.

The inflow of funds to Germany persisted through mid-
December, by which time Federal Reserve drawings on the swap
line had risen to $136 million (including $10 million drawn to
cover spot sales made in New York on November 22, following
the assassination of President Kennedy). Once again, however,
the German Defense Ministry's need for dollars enabled the
System Account Management to acquire marks, in this instance
totaling $70 million equivalent, during the remainder of Decem-
ber. These marks, supplemented by acquisitions through the
German Federal Bank on December 30 as year-end pressures
were reversed, were used to reduce the net commitments under
the swap to $59 million at the close of the year. Early in January
a further reverse flow of funds to Germany enabled the Federal
Reserve to acquire sufficient additional marks through the Ger-
man Federal Bank to repay completely the outstanding swap
drawings by January 9, 1964.
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Swiss francs. At the opening of 1963 the Federal Reserve had
Swiss franc commitments totaling $105 million equivalent
under swap drawings from the Swiss National Bank and the
Bank for International Settlements, and the U.S. Treasury had
Swiss franc forward contracts totaling $83 million equivalent
that had arisen from sales to Swiss commercial banks through
the Swiss National Bank.

As has been pointed out by both U.S. and Swiss officials, the
strength of the Swiss franc in recent years has been attributable
mainly to recurrent inflows of short-term capital associated with
international tensions. Whenever these inflows have tapered off,
the underlying deficit in the Swiss balance of payments has
emerged and generated sizable demands for dollars to finance
imports and other payments. During the spring and early summer
of 1963, such a demand for dollars reappeared and brought
about a strengthening of both the spot and the forward dollar
rates against the Swiss franc. Under these conditions the Federal
Reserve and the Treasury rapidly reduced their short positions
in Swiss francs, and by June 20 these positions had been
eliminated.

The Treasury accelerated the liquidation of its $83 million
of forward contracts outstanding on January 1, 1963, by issuing
to the Swiss Confederation an additional $76 million of Swiss
franc bonds. By providing the Confederation with franc-denomi-
nated assets, these bonds correspondingly reduced the need for
the Confederation to invest in dollar assets abroad, and conse-
quently its need to have recourse to the forward market to ac-
quire Swiss franc cover for such investments.

The Federal Reserve, for its part, liquidated $80 million of
the $105 million of swap drawings outstanding at the beginning
of the year by buying Swiss francs, both in the New York market
and directly from the Swiss National Bank, and by drawing down
existing U.S. official balances in Swiss francs. To speed up liqui-
dation of the final $25 million of the swap drawing, the Federal
Reserve in cooperation with the Treasury made use of the tech-
nique of swapping outright holdings of one currency for another.
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The Federal Reserve and the Treasury each swapped with the
BIS $13 million of previously acquired sterling for Swiss francs.
This was the first third-currency swap operation by the Federal
Reserve under the authorization granted by the Federal Open
Market Committee on May 28.

In late July, however, the Swiss franc strengthened once more
as the Swiss money market became somewhat tighter. To counter
the liquidity squeeze, Swiss commercial banks repatriated funds
placed abroad, and this inflow—combined with some renewed
speculative pressures—created a heavy demand for Swiss francs.
In closely coordinated operations in New York and Zurich, the
Swiss and U.S. authorities tempered these market pressures and
prevented unduly sharp movements in rates. Intervention took
the form mainly of U.S. Treasury placements of forward Swiss
franc contracts and purchases of spot dollars by the Swiss Na-
tional Bank in the Zurich market, both on a moderate scale.
Limited spot sales of Swiss francs were also undertaken in the
New York market both for Treasury account (with resources
provided by an additional swap with the BIS of $10 million of
sterling for Swiss francs) and for the account of the Swiss
National Bank. With some easing of the Swiss money market, the
exchange market returned to a more balanced position in August,
and the dollar rate held slightly above its floor.

In September the Swiss franc again advanced as a result of
inflows of funds to Switzerland associated with the usual market
gossip surrounding the annual meeting of the International
Monetary Fund, and also because of a flow of funds from Italy.
To help counter these pressures and to reduce Swiss official re-
serve gains, forward sales of Swiss francs for Treasury account
in the Swiss market were resumed, and during September some
$72 million equivalent was committed, raising to $105 million
equivalent the Treasury's forward Swiss franc commitments.
Nevertheless, the Swiss National Bank had to absorb substantial
amounts of dollars. In order to acquire Swiss francs to mop up
these excess dollar holdings of the Swiss National Bank, the Fed-
eral Reserve reactivated its swap arrangement with the BIS and
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drew $50 million on September 30 and $30 million on October 7.
Although there was a temporary easing of the influx after the
IMF meeting came to a close, further heavy flows of funds from
Italy occurred.

To cope with these pressures, the Treasury sold an additional
$44 million of forward Swiss francs, and on October 22 the
Federal Reserve drew the remaining $20 million of Swiss francs
available under the $100 million swap arrangement with the
BIS. Later in the month the Federal Reserve actuated its ar-
rangement with the Swiss National Bank by drawing $60 million
equivalent, while the Treasury funded $30 million of its maturing
forward Swiss franc contracts by selling to the Swiss Confedera-
tion a certificate of indebtedness denominated in Swiss francs.
In early November the Swiss franc came off its ceiling as a result
both of a slowing down in the movement of funds; from Italy
and of an easing in the Swiss money market, and the Federal
Reserve was able to acquire sufficient francs to reduce its draw-
ings on the Swiss National Bank and the BIS by $5 million each,
to $55 million and $95 million.

In the latter part of November the Swiss franc again advanced
toward its ceiling as Swiss banks began to repatriate funds for
year-end needs. By November 22 the rate was just below the
ceiling, and after the assassination of President Kennedy it moved
to the ceiling, at which level the Federal Reserve sold some $2
million of francs. On the same day the Federal Reserve swap
lines with the BIS and the Swiss National Bank were each in-
creased by $50 million to $150 million. The franc thereafter
remained at, or just below, its ceiling until the year-end.,

During December the Swiss National Bank engaged in a large
volume of swap transactions with the Swiss commercial banks
(buying dollars spot and selling them forward) to provide ac-
commodation for the year-end repatriation of funds, but in ad-
dition it had to absorb outright a substantial volume of dollars
in the spot market. The Federal Reserve mopped up most of these
excess dollar holdings on December 31 by drawing $70 million
of Swiss francs under the swap arrangements with the BIS and
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the Swiss National Bank. At the year-end the Federal Reserve's
swap commitments in Swiss francs totaled $220 million, and the
Treasury's forward market contracts $120 million.

Netherlands guilders. At the beginning of 1963 the dollar-
guilder market was quiet, and in February the Federal Reserve
repaid its outstanding drawing of $10 million equivalent on the
Netherlands Bank. Renewed buying pressure on the guilder de-
veloped in mid-March, however, and continued for more than
2 months. Part of the dollar influx into the Netherlands appar-
ently originated in foreign direct investment, but a more im-
portant cause was a gradual tightening of the Amsterdam money
market.

Short-term money rates rose sharply as Dutch commercial
banks were squeezed for liquidity. To ease the pressure on the
commercial banks, the Netherlands Bank in March agreed to
accept certain Netherlands Treasury paper under repurchase
agreements, and reduced the banks' cash reserve requirements
by 1 percentage point to 4 per cent for the monthly reserve
period ended April 21. Nevertheless the tightness continued, and
Dutch commercial banks repatriated short-term investments
from abroad in order to bolster their strained domestic liquidity
positions. The return flow of short-term funds was reflected both
in a strengthening of the spot rate for the guilder and in a narrow-
ing of the forward guilder premium.

In these circumstances it seemed appropriate to prevent
through central bank swap operations the potential unloading
of such repatriations on the Netherlands Bank. Accordingly,
from April 10 through May 28 the Federal Reserve gradually
disbursed a total of $44 million equivalent in guilders acquired
through drawings on the $50 million swap line with the Nether-
lands Bank. Most of these disbursements were effected through
exchange market operations, with the dual purpose of prevent-
ing the spot dollar rate from declining to the floor and of simul-
taneously absorbing dollars that would otherwise have flowed
to the Netherlands Bank.

By early June the tide began to turn, as the Netherlands Bank
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again reduced the commercial banks' cash reserve requirements
by 1 percentage point to 3 per cent and money market condi-
tions eased in the Netherlands. With the decline in Dutch money
rates and the strengthening of the Dutch commercial banks'
liquidity positions, the banks resumed placements of short-term
funds abroad, thereby pushing up the spot rate for the dollar and
widening the forward premium on the guilder. During the first
3 days of July the Federal Reserve was able to acquire $5 mil-
lion of guilders through market operations conducted by the
Netherlands Bank, and the dollar rate continued to strengthen
gradually throughout the summer months.

Although such favorable market conditions probably would
have permitted further gradual liquidation of most of the swap
drawing, the Netherlands Bank and the Federal Reserve pre-
ferred to take advantage of a $70 million debt prepayment by
the Netherlands Government to the U.S. Government on July
22. This prepayment, which resulted in an equivalent draft upon
the dollar reserves of the Netherlands Bank, enabled the System
Account Management to buy directly from the Netherlands Bank
enough guilders to liquidate its remaining commitment under the
swap drawing.

In September the guilder rate again turned upward, as a gen-
eral debate in the Netherlands over credit and wage policy gave
rise to widespread rumors that the guilder might be revalued.
These rumors set off a brief but very heavy speculative demand
for guilders, and the rate rose sharply until early October when
the revaluation rumors died down. During this period the Federal
Reserve drew $100 million of guilders on its swap line with the
Netherlands Bank (the arrangement was increased from $50
million to $100 million on October 2) and sold $15 million of
guilders in the New York market and $80 million to the Nether-
lands Bank to absorb dollars in excess of that bank's usual hold-
ings. In addition, $38.7 million of guilders were sold for 1-month
forward delivery for U.S. Treasury account through the Nether-
lands Bank in order to facilitate an outflow of funds from the
Netherlands.
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The guilder market became calmer later in October and No-
vember, and there was some outflow of funds from the Nether-
lands. As the guilder rate eased, the Federal Reserve Bank of
New York was able to acquire guilders to reduce the Federal
Reserve's swap commitment by $20 million to $80 million and
to meet part of the Treasury's forward contracts. The remainder
of the guilders needed to liquidate the Treasury's forward com-
mitments were acquired through a swap with the BIS of $17
million of the Treasury's holdings of marks for guilders. (These
marks had been acquired for possible market intervention in Oc-
tober through the reversal of an outstanding Treasury swap with
the BIS of marks against Swiss francs. The Swiss francs needed
for this latter operation were in turn acquired by swapping into
Swiss francs part of the lira balances that the Treasury was build-
ing up in anticipation of future maturities of lira bonds issued to
the Bank of Italy in 1962.)

In the latter part of November, however, the guilder strength-
ened again as a bond issue by the Netherlands Government
tightened the Dutch money market. Then on November 22,
following the assassination of President Kennedy, the Federal
Reserve sold in the New York market $3.2 million equivalent
of guilders out of existing balances. As the guilder again eased
at the end of the year, the Federal Reserve was able to resume
purchases of guilders, and at the beginning of January 1964
its swap commitment was reduced by $10 million to $70 million.

Sterling. The pound sterling strengthened in early January
1963, and there were numerous indications at that time that
seasonal inflows of dollars might considerably augment British
official reserves during the first half of the year. Accordingly, the
Federal Reserve drew about £ 9 million, or $25 million equiva-
lent, under its $50 million swap facility with the Bank of Eng-
land, and subsequently used £ 2 million, or $5.6 million equiva-
lent, of this drawing to support the dollar rate.

Late in January, however, the exchange market situation was
abruptly transformed when the British bid for membership in
the Common Market was rejected. The Federal Reserve re-
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versed gear and on February 1 purchased sufficient sterling to
restore its sterling balance to $25 million equivalent. Simultan-
eously, as speculative pressures on sterling gathered force, the
Bank of England disbursed the $25 million credited to its account
at the Federal Reserve under the initial swap drawing. Despite
sizable intervention by the Bank of England, the sterling rate
gradually declined during February and March. On March 29
the Federal Reserve Bank of New York, for U.S. Treasury ac-
count, purchased in the market £ 3 million, or $8.4 million
equivalent, thereby reinforcing the support operations of the
Bank of England.

The Bank of England might readily have drawn on the remain-
ing $25 million of the $50 million swap line, which the Federal
Reserve was prepared to increase. But the speculative outflow
from London was apparently directed in large part to continental
financial centers rather than to New York. The Bank of England
accordingly negotiated short-term credits of $250 million with
several continental European central banks in order to reinforce
British official reserves. These short-term credits, which cush-
ioned the decline in British reserves during February and March,
were reported early in April by Chancellor Maudling. This
announcement strengthened sterling, as the markets realized that
the central banks were acting together to defend the pound, and
the rate stabilized at slightly above par.

Later in the spring sterling eased again, and between May 6
and 20 during temporary declines in the rate the Federal Re-
serve Bank of New York, on behalf of both the Federal Reserve
and the Treasury, accumulated £ 6 . 5 million, or $18.2 million
equivalent, in order to build up U.S. official holdings. No
immediate need to employ these balances for intervention in the
dollar-sterling market was anticipated, however, cind as noted
earlier, it appeared advantageous several weeks later to swap
about £ 4 . 6 million each, or about $13.0 million equivalent each,
of the Treasury's and the Federal Reserve's holdings for Swiss
francs. This was done to accelerate repayment of the Federal
Reserve's earlier drawings on its swap line with the Swiss Na-
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tional Bank. In July a similar swap for $10 million equivalent
was carried out for account of the Treasury with sterling acquired
from the Bank of England.

Perhaps the most important single development in the sterling-
dollar relationship during the year was the increase in the swap
line between the Federal Reserve and the Bank of England from
$50 million to $500 million, announced on May 29. The magni-
tude of this increase greatly reinforced market confidence in the
stability of the sterling-dollar parity, and throughout the second
half of 1963 the sterling market was unusually quiet. The $25
million swap operation initiated in January 1963 was liquidated
by the Bank of England on July 16, and the $500 million swap
arrangement consequently reverted fully to a standby basis.

In August, as sterling again declined before stabilizing dur-
ing the fall months, the Federal Reserve Bank of New York
acquired in the market £2 .7 million, or $7.5 million equivalent,
of additional sterling balances for the System Open Market
Account and the Treasury. There were no further Federal
Reserve or Treasury operations in sterling until the afternoon
of November 22, when the Federal Reserve sold $8 million
equivalent of sterling in New York following the assassination of
President Kennedy. These sales were covered by a Federal Re-
serve drawing of $10 million equivalent of sterling on the swap
line with the Bank of England. An easing of sterling in December,
as continental commercial banks repatriated funds from the
United Kingdom for year-end positioning, enabled the Federal
Reserve to build up its sterling holdings and repay the swap
drawing before maturity.

Canadian dollars. Throughout 1963 both the Canadian and
the U.S. authorities kept a close watch on potentially disturbing
flows of short-term capital between the two countries. The desire
to minimize such flows appears to have been reflected in part in
adjustments in the Bank of Canada's discount rate in May, when
it was reduced to 3Vi per cent, and again in August, when it
was raised to 4 per cent following the increase in the Federal
Reserve discount rate and the increase in ceiling rates on time
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deposits under the Board's Regulation Q. With Canadian short-
term rates thus running only slightly above U.S. rates and with
the forward Canadian dollar at a small discount, the incentive
to move funds on a covered basis was relatively minor,

The completion in September of a $500 million Canadian
wheat sale to the Soviet Union introduced a new technical prob-
lem, which was quickly resolved. The sale naturally created a
heavy demand for Canadian dollars for future delivery against
U.S. dollars, because the sales contracts between the Soviet
Union and the international grain companies—which were act-
ing as intermediaries—called for settlement in U.S. dollars,
whereas the grain companies had to purchase the wheat from
the Canadian Grain Board with Canadian dollars. Consequently,
the forward Canadian dollar moved to a premium vis-a-vis the
U.S. dollar.

Such a premium on the forward Canadian dollar, coupled with
the existing interest differential in favor of Canadian money mar-
ket instruments, might well have generated a sizable flow of arbi-
trage funds from the United States to Canada. In these circum-
stances, acting in close cooperation, the U.S. and Canadian
authorities intervened to eliminate the forward premium on the
Canadian dollar and thus reduced the covered interest arbitrage
incentive in favor of Canada. In this connection, the Federal
Reserve Bank of New York engaged in swap transactions for
U.S. Treasury account, buying Canadian dollars spot and selling
them forward against U.S. dollars. Such operations helped to
meet market demands for forward Canadian dollars, and re-
duced to a minimum the flow of interest arbitrage funds during
the period. Shortly after their completion, the Federal Open
Market Committee on October 1 authorized the Federal Reserve
Bank of New York to engage in similar swap transactions for the
System Open Market Account. However, no such operations were
undertaken during 1963.

The first Federal Reserve operation in Canadian dollars in
1963 occurred on November 22 when the Federal Reserve sold
$2.3 million equivalent of Canadian dollars in the New York
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market as part of its stabilization efforts following the assassina-
tion of President Kennedy. Early in the following week the Sys-
tem Open Market Account sold $14 million equivalent of Cana-
dian dollars to the Bank of Canada to absorb some of the U.S.
dollars that the Bank of Canada had acquired during the crisis
period. The Canadian dollar resources for these operations were
acquired through a $20 million equivalent drawing on the swap
line with the Bank of Canada. In mid-December, when the
Canadian dollar weakened as a result of the usual year-end pres-
sures arising from heavy interest and dividend payments abroad,
the Federal Reserve was able to purchase from the Bank of
Canada the Canadian dollars necessary to cover these swap com-
mitments, and it repaid the $20 million drawing in advance of
maturity.

Belgian francs. The National Bank of Belgium has from the
beginning preferred to keep its swap with the Federal Reserve
fully drawn. This feature distinguishes the Belgian swap from
the other swap arrangements, which are drawn upon only when
needed and otherwise are left on a standby basis. The swap thus
has provided the National Bank of Belgium with a supplementary
dollar balance of $50 million and the Federal Reserve with an
equivalent balance of 2.5 billion Belgian francs.

In 1963, disbursements of the reciprocal balances created by
the swap were made by both parties for a combined total of
$70 million equivalent. These exchange operations generally
were quickly reversed, reflecting the fluctuations in the Belgian
balance of payments. At the end of the year as at the beginning,
the Federal Reserve's net commitment under the arrangement
totaled $15 million equivalent.

In May 1963 the U.S. Treasury issued to the National Bank
of Belgium 2-year bonds denominated in Belgian francs in the
amount of $30 million equivalent. These bonds were timed to
coincide with Belgian Government borrowings of dollars in
London and New York for internal financing requirements,
which would otherwise have resulted in accrual of surplus dollars
on the books of the National Bank of Belgium. These dollars,
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however, were immediately absorbed by the Treasury with the
Belgian franc proceeds of the bond issues.

During the year, total swings of $170 million in the Belgian
payments position were financed through the Federal Reserve
swap facility and the Treasury issue of Belgian franc bonds.
Although limited in scale, these coordinated exchange opera-
tions by the U.S. and Belgian exchange authorities demonstrated
how flexibly the recently developed international financial ma-
chinery can help to finance the payments swings that inevitably
accompany even a balanced growth of trade and payments.

French francs. The French franc remained firmly at its ceiling
throughout the first half of 1963 as the French balance of pay-
ments continued in substantial surplus, and there was no occasion
for Federal Reserve intervention in the market. The French sur-
plus moderated during the second half of the year, however, and
the Federal Reserve was able for the first time to engage in some
exploratory operations in French francs.

Between July 19 and 23, in an effort to test the market, the
Federal Reserve drew and disbursed a total of SI2.5 million
equivalent of French francs under the swap line v/ith the Bank
of France, which had been increased to $100 million on March 4.
This intervention lifted the dollar slightly off its floor, but it
quickly became apparent that very sizable disbursements would
be required to bring about any appreciable improvement of the
dollar rate, and intervention was accordingly suspended. Shortly
thereafter the System Account Management readily acquired
sufficient francs in the forward market through the Bank of
France to cover the outstanding swap drawings. (Such forward
purchases of currencies in which the Federal Reserve has swap
arrangements had been authorized by the Federal Open Market
Committee on May 28.)

No further opportunity for operations in French francs pre-
sented itself until October, when an active two-way market de-
veloped in Paris. In order to induce further improvement in the
dollar rate, the Federal Reserve asked the Bank of France to
sell at its discretion spot francs for the System Open Market
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Account, any sales to be covered by simultaneous drawings under
the swap arrangements. A total of $9 million equivalent of francs
were sold in this manner. These small-scale commitments were
quickly covered through forward purchases of francs.

Italian lire. On January 21, 1963, the Federal Reserve repaid
the $50 million equivalent of lire drawn in December 1962
under the swap arrangement with the Bank of Italy, as the antici-
pated return flow of funds from Italy occurred. Thereafter, there
were no operations in lire until the fall when the lira came under
pressure as a result of the Italian cabinet crisis and the continued
deficit in Italy's balance of payments.

In late October the Bank of Italy, in order to bolster its re-
serves, which were being depleted by operations in support of
the lira, drew $50 million on its swap line with the System Open
Market Account. This standby swap facility had earlier been in-
creased to $250 million. Meanwhile, in September and October
the U.S. Treasury purchased a total of $67 million equivalent of
lire from the Bank of Italy in order to provide support for the
Italian reserve position and in anticipation of the Treasury's
future need for lire to meet obligations arising out of the issuance
of lira-denominated bonds. As described earlier, the Federal Re-
serve Bank of New York, for Treasury Account, then swapped
$ 17 million of these lire against Swiss francs with the BIS in order
to reverse an equivalent swap of German marks against Swiss
francs.

In December, as the Italian deficit persisted, the Federal Re-
serve bought an additional $50 million of lire from the Bank of
Italy and simultaneously sold the lire forward to the U.S. Treas-
ury, which thereby reduced further its uncovered lira bond liabili-
ties. This was the first such transaction under a November 12
authorization of the Federal Open Market Committee for Fed-
eral Reserve spot purchases and concurrent forward sales to the
Treasury of currencies in which the Treasury has outstanding
indebtedness.

Austrian schillings. At the beginning of 1963 the Federal Re-
serve had outstanding a swap drawing of $50 million equivalent
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from the Austrian National Bank. During the 3-month term of
the drawing the Austrian balance of payments remained in sur-
plus, and no reversal of the flow of funds appeared in immediate
prospect. Accordingly, at maturity on January 24, 1963, the
drawing was entirely repaid with schillings bought from the Aus-
trian National Bank, and the swap arrangement was placed on a
standby basis.

In April the U.S. Treasury issued to the Austrian National
Bank a $25 million equivalent 18-month bond denominated in
Austrian schillings. A second such $25 million bond was issued
in December. In both cases the schilling proceeds were used to
absorb dollar holdings of the Austrian National Bank, which had
been increasing owing to Austria's balance of payments surplus.

Swedish kronor and Japanese yen. A Standby swap line of $50
million equivalent was negotiated with the Bank of Sweden in
January 1963, and one of $150 million equivalent with the
Bank of Japan in October. There were no Federal Reserve or
Treasury operations in either currency during 1963.

190

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



FEDERAL RESERVE SYSTEM

Examination of Federal Reserve Banks. The Board's Division of
Examinations examined the 12 Federal Reserve Banks and their
24 branches during the year as required by Section 21 of the
Federal Reserve Act. In conjunction with the examination of the
Federal Reserve Bank of New York, the Board's examiners also
made a detailed audit of the accounts and holdings of the System
Open Market Account, operated at that Bank in accordance
with policies formulated by the Federal Open Market Commit-
tee, and rendered a report thereon to the Committee. The pro-
cedures followed by the Board's examiners were surveyed and
appraised by a private firm of certified public accountants.

Examination of member banks. Although authorized to examine
all member banks, both State and national, neither the Federal
Reserve Banks nor the Board of Governors as a matter of prac-
tice examines national banks because the law charges the Comp-
troller of the Currency directly with that responsibility. The
Comptroller makes reports of examinations of national banks
available to the Board of Governors in Washington, and each
Federal Reserve Bank obtains from the Comptroller copies of
such reports of examination of national banks in its district as
it may need.

State member banks are subject to examinations made by di-
rection of the Federal Reserve Bank of the district in which they
are situated by examiners selected or approved by the Board.
The established policy is to conduct at least one regular exami-
nation of each State member bank, including its trust department,
during each calendar year, with additional examinations if con-
sidered desirable. Wherever practicable, joint examinations are
made in cooperation with the State banking authorities, or alter-
nate independent examinations are made by agreement with State
authorities. All but 13 of the 1,493 State member banks were
examined under the Federal Reserve System's 1963 program.

The Board of Governors makes its reports of examination of
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State member banks available to the Federal Deposit Insurance
Corporation, and the Corporation in turn conducts examinations
of insured nonmember State banks and makes its reports avail-
able to the Board. Reports of examination of State member banks
are also made available to the Comptroller of the Currency.

In its supervision of State member banks the Board receives,
reviews, and analyzes reports of examination of State member
banks and coordinates and evaluates the examination and super-
visory functions of the System. In addition, under provisions of
the Federal Reserve Act and other statutes, the Board passes on
applications for admission of State banks to membership in the
System and for permission, among other things, to (1) merge
banks, (2) form or expand bank holding companies, (3) estab-
lish domestic and foreign branches, (4) exercise expanded
powers to create bank acceptances, (5) establish foreign bank-
ing and financing corporations, or (6) invest in bank premises
in excess of 100 per cent of a bank's capital stock. Comments
with respect to some of the more important of these actions
appear below.

Federal Reserve membership. As of the December call date in
1963, member banks accounted for about 45 per cent of the
number of all commercial banks in the United Stales and nearly
62 per cent of all commercial banking offices, and held ap-
proximately 83 per cent of the total deposits in such banks.
State member banks accounted for 17 per cent of the number of
all State commercial banks and 31 per cent of the State bank-
ing offices, and held 64 per cent of total deposits in State
commercial banks.

Of the 6,108 member banks of the Federal Reserve System
at the end of 1963, 4,615 were national and 1,493 were State
member banks. There was a net increase of 61 member banks
during 1963. This reflected an increase of 112 national banks
and a decrease of 51 State members. The increase in national
banks resulted from the organization of 162 new national banks
and the conversion of 18 nonmember banks to national banks,
offset by 55 conversions to branches incident to mergers and
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absorptions and 13 conversions to nonmember banks; and the
State member decrease reflected 26 conversions to branches inci-
dent to mergers and absorptions, and 22 withdrawals from mem-
bership.

At the end of 1963, member banks were operating 10,370
branches, 966 more than at the close of 1962; this included 850
de novo establishments.

Detailed figures on changes in the banking structure during
1963 are shown in Table 19, page 234.

Bank mergers. Under Section 18(c) of the Federal Deposit In-
surance Act, as amended May 13, 1960, the Board passes upon
each merger, consolidation, acquisition of assets, or assumption
of liabilities in which the acquiring, assuming, or resulting bank
is to be a State member bank. Unless the Board finds that it must
act immediately to prevent the probable failure of one of the
participating banks, it must request reports from the Attorney
General, the Comptroller of the Currency, and the Federal De-
posit Insurance Corporation on the competitive factors involved
in each transaction. The Board in turn responds to requests by
the Comptroller or the Corporation for reports on competitive
factors involved when the acquiring, assuming, or resulting bank
is to be a national bank or an insured State nonmember bank.

During 1963 the Board approved 31 and disapproved 3 merg-
ers, consolidations, acquisitions of assets, or assumptions of lia-
bilities, and submitted 99 reports on competitive factors to the
Comptroller of the Currency and 37 to the Federal Deposit In-
surance Corporation. As required by Section 18(c) of the Fed-
eral Deposit Insurance Act, a description of each of the 31 cases
approved by the Board, together with other pertinent information,
is shown in Table 21 on pages 237-71.

Statements and orders of the Board with respect to all bank
merger and bank holding company applications, whether ap-
proved or disapproved, are released immediately to the press and
the public and are published later in the Federal Reserve Bulletin.
These include comprehensive presentations of the factors con-
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sidered, the conclusions reached, and the vote of each Board
member present. Dissenting statements, if any, are appended.

Bank holding companies. During 1963, pursuant to Section
3 (a) (1) of the Bank Holding Company Act of 1956, the Board
approved 2 applications for prior approval to become a bank
holding company and denied 1 application. Pursuant to Section
3 (a) (2) of the Act, the Board approved the acquisition by 5
bank holding companies of voting shares in 5 banks (2 related
bank holding companies, one of which controlled the other, filed
applications to acquire shares of one of the banks), and denied
applications by 2 holding companies with respect to 3 banks.

Under Section 4(c) (6) of the Act, the Board, after hearings,
granted requests by 2 holding companies for determinations that
the activities of 8 subsidiaries were so closely related to the bank-
ing activities of their respective holding company systems as to
be proper incidents thereto and as to make it unnecessary for the
prohibitions of Section 4 to apply in order to carry out the pur-
poses of the Act. To provide necessary current information, an-
nual reports for 1962 were obtained from all registered bank
holding companies.

During 1963, pursuant to the Banking Act of 1933, the Board
authorized the issuance to holding company affiliates of member
banks of 10 voting permits for general purposes and 16 for lim-
ited purposes. In accordance with established practice, a number
of holding company affiliates were examined by examiners for
the Federal Reserve Banks in whose districts the principal offices
of the holding companies are located.

Section 301 of the Banking Act of 1935 provides that the
term "holding company affiliate" shall not include—except for
the purposes of Section 23A of the Federal Reserve Act, which
restricts loans to affiliates and loans on or investments in the stock
or obligations of affiliates—any organization that is determined by
the Board not to be engaged, directly or indirectly, as a business
in holding the stock of, or managing or controlling, banks, bank-
ing associations, savings banks, or trust companies. The Board
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made such determinations with respect to 25 organizations dur-
ing 1963.

Foreign branches of member banks. At the end of 1963, 10 mem-
ber banks had in active operation a total of 160 branches in 42
foreign countries and overseas areas of the United States: 5 na-
tional banks were operating 124 of these branches, and 5 State
member banks were operating 36. The number and location of
these branches were as follows:

Latin America 73
Argentina 16
Bahamas 2
Brazil 15
Chile 2
Colombia 5
Dominican Republic . . . . 3
Ecuador 2
Guatemala 2
Jamaica 1
Mexico 4
Panama 9
Paraguay 3
Peru 1
Trinidad 1
Uruguay 2
Venezuela 4
Virgin Islands (British). . 1

Continental Europe 12
Belgium 2
France 4
Germany 3
Italy 1
Netherlands 1
Switzerland 1

England 14

Africa
Liberia
Nigeria

Near East
Lebanon
Saudi Arabia

Far East
Hong Kong
India
Japan
Malaysia
Okinawa
Pakistan
Philippines
Thailand

U.S. Overseas Areas and
Trust Territories

Canal Zone
Guam
Puerto Rico
Truk Islands
Virgin Islands

. 3

. 1

. 2

. 4

. 3
1

. 31

. 3

. 4
10

. 5
1

. 2

. 5
1

. 23

. 2

. 1
15

1
4

Total 160

Under the provisions of the Federal Reserve Act (Section
25 as to national member banks and Sections 9 and 25 as to
State member banks), the Board during 1963 approved 22 ap-
plications made by member banks for permission to establish
branches in foreign countries.
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During the year a member bank opened branches at locations
formerly operated by its wholly owned foreign banking sub-
sidiary in Paris, France; Duesseldorf, Germany; Hong Kong,
Colony of Hong Kong; Kuala Lumpur and Singapore, Federa-
tion of Malaysia; Guatemala City, Guatemala (2) ; and Beirut,
Lebanon. Another opened branches in Port of Spain, Trinidad,
and Santiago de los Caballeros, Dominican Republic. A third
opened branches in Quito, Ecuador; Bogota, Colombia; Geneva,
Switzerland; Buenos Aires, Argentina; and Delhi, India. Thir-
teen of these branches had been authorized before 1963.

Acceptance powers of member banks. During the year the Board
approved the application of 1 member bank, pursuant to the pro-
visions of Section 13 of the Federal Reserve Act, for increased
acceptance powers. The bank was granted permission to accept
commercial drafts or bills of exchange to an amount not exceed-
ing at any time, in the aggregate, 100 per cent of its paid-up and
unimpaired capital stock and surplus, and also full permission
to accept drafts or bills of exchange drawn for the purpose of
furnishing dollar exchange as required by the usages of trade in
such countries, dependencies, or insular possessions of the United
States as may have been designated by the Board of Governors.

Foreign banking and financing corporations. In 1963, 1 corpora-
tion was organized under State law and opened for business to
operate under agreement with the Board pursuant to Section 25
of the Federal Reserve Act relating to investment by member
banks in the stock of corporations engaged principally in inter-
national or foreign banking. At the end of 1963 there were 5
corporations operating under agreements with the Board pur-
suant to Section 25.

During the year examiners for the Board examined 3 "agree-
ment" corporations with head offices in New York and 1 with
its head office in San Francisco. Two of these have an English
fiduciary affiliate. Another has a branch in England, and it owns:
the stock of 2 banks organized under the laws of, and operating
in, Liberia and the Republic of South Africa; the stock of 2 trust

196

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



FEDERAL RESERVE SYSTEM

companies, 1 organized under the laws of the Bahamas and 1
of Canada; and 50 per cent of the stock of a bank in Canada.
The fifth "agreement" corporation is a national member bank in
the Virgin Islands, which is owned by a State member bank in
Philadelphia.

During 1963, under the provisions of Section 25(a) of the
Federal Reserve Act, the Board issued final permits to 8 corpo-
rations to engage in international or foreign banking or other
international or foreign financial operations. Seven of these cor-
porations commenced operations in 1963; 1 other corporation
that began operations in 1963 had received its final permit in
1962. At the end of 1963 there were 30 corporations in active
operation under Section 25(a): 20 have home offices in New
York City, 1 in Boston, 3 in Philadelphia, 1 in Pittsburgh, 2 in
Chicago, 2 in Detroit, and 1 in Seattle. Examiners for the Board
of Governors examined 26 of these corporations during the year.

Twenty-two of these corporations have no subsidiaries or for-
eign branches. One has a Canadian investment and development
subsidiary, a branch in France, and an English fiduciary affiliate
that has a branch in Canada. Another owns the stock of: a bank
organized under the laws of, and operating in, the Republic of
South Africa; a trust company organized under the laws of the
Bahamas; and a Brazilian corporation that holds stock of a
Brazilian bank. Another owns substantially all of the stock of
a bank organized under the laws of, and operating in, Italy.
One has a finance and investment subsidiary organized under
the laws of Panama with headquarters in Bermuda; 1 has an
Argentine finance company subsidiary; 1 has a Bahaman sub-
sidiary; and another has a French investment banking subsidiary.

Bank Examination School. In 1963 the Bank Examination School
conducted two sessions of the School for Examiners and four
sessions of the School for Assistant Examiners. This School,
established in 1952 by the three Federal bank supervisory agen-
cies, has been conducted jointly by the Board of Governors of
the Federal Reserve System and the Federal Deposit Insurance
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Corporation since withdrawal of the Office of the Comptroller
of the Currency in 1962.

Since the establishment of this program in 1952. 2,191 men
have attended the various sessions. This number includes rep-
resentatives of the Federal bank supervisory agencies; another
Federal agency; the State Banking Departments of California,
Connecticut, Indiana, Louisiana, Maine, Michigan, Mississippi,
Montana, Nebraska, New Hampshire, New Jersey, New Mexico,
New York, North Dakota, Ohio, Oklahoma, Oregon, Pennsyl-
vania, Rhode Island, Tennessee, Virginia, and Washington; the
Treasury Department of the Commonwealth of Puerto Rico; and
four foreign countries.

LEGISLATION ENACTED

Authority to issue $1 and $2 Federal Reserve notes. The Act of
Congress approved June 4, 1963 (Public Law 88-36), in addi-
tion to repealing the silver purchase acts and the related tax on
transfers of silver bullion, amended Section 16 of the Federal
Reserve Act so as to authorize the issuance of $1 and $2 Federal
Reserve notes. The purpose of this legislation is to make mone-
tary silver available for coinage by substituting Federal Reserve
notes for silver certificates. Before this amendment, the law
limited the issuance of Federal Reserve notes to denominations
of $5 and up.

Federal Reserve notes in the $ 1 denomination were first issued
in November 1963. Issuance of a $2 denomination note is not
contemplated. This denomination was included so that Fed-
eral Reserve notes would be authorized in all present denomi-
nations of paper money.

PROPOSED LEGISLATION

Lending authority of Federal Reserve Banks. On August 21, 1963,
the Board of Governors recommended legislation to the Bank-
ing and Currency Committees of the Congress that would
broaden substantially the kinds of security on which credit can
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be advanced by the Federal Reserve Banks. Present law per-
mits advances on collateral other than certain limited types of
paper only at an interest rate Vi of 1 per cent higher than the
normal discount rate.

The Board's recommendation followed an extensive review
within the Federal Reserve System of the law, regulation, and
practices governing member bank borrowing from the Federal
Reserve Banks. The proposed legislation would do away with
technical requirements regarding "eligibility" of collateral for
such borrowings that have become outmoded since the enact-
ment of the Federal Reserve Act of 1913. Subject to regula-
tion by the Board of Governors, the Reserve Banks would be
authorized to make loans to member banks based primarily on
the soundness of the paper offered as security and the appro-
priateness of the purpose for which credit is sought.

The proposed legislation was embodied in bills S. 2076 and
H.R. 8505, introduced by Senator Robertson and Representa-
tive Kilburn, respectively.

Bank Holding Company Act of 1956. The Board is required by
Section 5(d) of the Bank Holding Company Act of 1956 (12
U.S.C. 1844) to include in its ANNUAL REPORT to Congress
any recommendations for changes in that Act that the Board
thinks would be desirable. In a Special Report submitted to
Congress on May 7, 1958 (published in the Federal Reserve
Bulletin of July 1958), the Board recommended a number of
amendments to the Bank Holding Company Act designed to
improve its effectiveness, facilitate its administration, and clarify
ambiguities. The Board believes that the suggested amendments
(with the exception of Recommendation 15, which was with-
drawn in the Board's ANNUAL REPORT for 1960) merit early con-
gressional consideration and legislative action.

The Board particularly emphasizes the desirability of prompt
amendment of the Holding Company Act in the following re-
spects:

1. The present definition of "bank holding company" cov-
ers only situations involving 2 or more banks. In the Board's
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judgment, this definition is not adequate to control certain po-
tential evils toward which the Act is directed, in that it permits
common corporate control of banking and nonbanking inter-
ests. Accordingly, the Board reiterates its recommendation (1958
Special Report, Recommendation 1) that the Act be amended
to subject a corporation to regulation as a bank holding com-
pany if it controls 25 per cent or more of the stock of a single
bank.

2. The Act exempts a company that was registered under
the Investment Company Act of 1940 before May 15, 1955,
and certain of its related corporations. As pointed out in Rec-
ommendation 7 of the 1958 Special Report, this exemption has
no logical basis. It has been actively utilized to expand a bank
holding company system, free from regulatory control, in a
manner inconsistent with the basic principles of the Bank Hold-
ing Company Act. The Board therefore urges prompt amend-
ment of the Act to eliminate this unwarranted exemption.

The Act also excludes from its coverage (a) companies with
most of their resources "in the field of agriculture" and (b)
companies "operated exclusively for religious, charitable, or
educational purposes." As pointed out in Recommendations 8
and 9 of the 1958 Special Report, however, the principal dan-
gers with which the statute is concerned—unregulated expansion
of corporate ownership of banks, and ownership of banking and
nonbanking interests by the same organization—are not obvi-
ated by the fact that a holding company is engaged chiefly in
agriculture or is operated for religious, charitable, or educa-
tional purposes. Accordingly, these exemptions also should be
repealed.

3. In administering the Act the Board has confirmed its
view (explained in Recommendation 23 of the 1958 Special
Report) that Section 6 of the Act should be repealed or, at
least, amended. That provision, broadly speaking, prohibits in-
trasystem investments and extensions of credit by banks in hold-
ing company systems. This constitutes a severe and, in the
Board's judgment, an unnecessary restriction upon the opera-
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tions of banks controlled by holding companies, and therefore
should be repealed or amended as soon as possible.

4. Before enactment of the Bank Holding Company Act of
1956, Federal regulation of bank holding companies was based
principally on provisions of the Banking Act of 1933 relating
to "holding company affiliates." As pointed out in Recommenda-
tion 25 of the 1958 Special Report, the effectiveness of the laws
relating to holding company affiliates is open to question, and
it is doubtful whether, in view of the enactment of the Bank
Holding Company Act, these laws are sufficiently useful to jus-
tify their retention. Eliminating them would remove the con-
fusion and the administrative burden that result from the ex-
istence of two sets of laws relating to the same general subject
but based on different definitions of what constitutes a holding
company.

LITIGATION
First Oklahoma Bancorporation, Oklahoma City, Oklahoma. In De-

cember 1962 and January 1963, petitions were filed in the U.S.
Court of Appeals for the Tenth Circuit (Denver, Colorado) for
review of an order of the Board, issued under the Bank Holding
Company Act, approving the formation of a bank holding com-
pany by First Oklahoma Bancorporation, Inc. Pursuant to con-
sent action voluntarily taken by petitioners in each case, the
Court, on February 26 and April 8, 1963, dismissed the appeals.

Whitney Holding Corporation, New Orleans, Louisiana. Following
Board action of May 3, 1962, authorizing Whitney Holding
Corporation, New Orleans, Louisiana, to become a bank hold-
ing company by acquiring stock of 2 Louisiana banks—1 a
proposed new national bank—a petition for review of the action
was filed in the U.S. Court of Appeals for the Fifth Circuit (New
Orleans). In a separate action instituted in the U.S. District
Court for the District of Columbia, the petitioners in the Fifth
Circuit appeal obtained an order enjoining the Comptroller of
the Currency from issuing a certificate authorizing the proposed
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national bank to open for business. The injunction order was
affirmed by the U.S. Court of Appeals for the District of Colum-
bia Circuit, and by order dated October 17, 1963, the Court
of Appeals denied petitions for rehearing before the entire court,
which had been filed on behalf of the Comptroller and the
proposed national bank.

A decision by the Fifth Circuit Court of Appeals on the
petition for review of the Board's May 3 action was being with-
held at year-end, pending determination as to any review pro-
ceedings that might be pursued in the District of Columbia case.

First Wisconsin Bankshares Corporation, Milwaukee, Wisconsin; The
Marine Corporation, Milwaukee. On December 17, 1963, the U.S.
Court of Appeals for the Seventh Circuit (Chicago, Illinois)
unanimously affirmed actions of the Board denying applications
by First Wisconsin Bankshares Corporation for approval of its
acquisition of the stock of 2 banks in Wisconsin—The American,
Bank and Trust Company, Racine, and Merchants & Savings
Bank, Janesville. On the same date, the Court unanimously
affirmed the Board's denial of an application of The Marine
Corporation for approval of the acquisition of stock of The
Beloit State Bank, Beloit, Wisconsin. In both cases the Court
issued opinions setting forth reasons for its decisions.

Wm. D. Bryan v. Federal Open Market Committee, et al. This
action was commenced on August 16, 1963, in the U.S. District
Court for Montana. Plaintiff sought (1) to have the powers exer-
cised by the Federal Open Market Committee declared to have
been delegated unconstitutionally by Congress, and (2) to have
the Committee and its individual members restrained from pur-
chasing and selling U.S. Government securities on the open mar-
ket. As of the end of the year, an answer or other pleading on
behalf of the Committee was due on January 20, 1964.

RESERVE BANK OPERATIONS

Earnings and expenses. Current earnings, current expenses, and
the distribution of net earnings of each Federal Reserve Bank

202

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1963



FEDERAL RESERVE SYSTEM

during 1963 are shown in detail in Table 7 on pages 222-23,
and a condensed historical statement is shown in Table 8 on
pages 224-25. The table below summarizes the earnings, the ex-
penses, and the distribution of net earnings for 1963 and 1962.

EARNINGS, EXPENSES, AND DISTRIBUTION OF NET EARNINGS
OF FEDERAL RESERVE BANKS, 1963 AND 1962

(In thousands of dollars)

Item 1963

Current earnings I 1,151,120
Current expenses § 187,273

Current net earnings

Net additions to or deductions from (—) current net
i 1

earnings

963,847

615

Net earnings before payments to Treasury ; 964,462
I

Dividends paid * 28,912
Paid Treasury (interest on F.R. notes) j 879,685

Transferred to surplus 55,864

1962

1,048,508
176,136

872,372

- 5 6

872,316

27,412
799,366

45,538

1 Includes net profits on sales of U.S. Govt. securities of $312,000 in 1963 and $1,990,000
in 1962.

Current earnings of $1,151 million in 1963 were $103 million,
or 10 per cent, more than in 1962. Of the increase, $99 million
represented larger earnings on U.S. Government securities; earn-
ings on discounts and advances were $5 million higher than in
1962. In each instance the larger earnings were due mainly to
a rise in average holdings during the year. Earnings on foreign
currencies amounted to $2 million, compared with $4 million
in 1962.

Current expenses of $187 million were about 6 per cent higher
than in 1962. Current net earnings increased $91 million, or 10
per cent over 1962.

The effect on current net earnings of profit and loss additions
and deductions was negligible. Net earnings before payments to
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the Treasury totaled $964 million, an increase of 11 per cent
from 1962.

Statutory dividends to member banks amounted to $29 mil-
lion, about $2 million more than in 1962. This rise reflected an
increase in the capital and surplus of member banks and a con-
sequent increase in the paid-in capital of the Federal Reserve
Banks.

Payments to the Treasury as interest on Federal Reserve notes
amounted to $880 million, 10 per cent more than in 1962. The
remaining $56 million of net earnings was added to Reserve
Bank surplus accounts in order to bring them up to the level of
subscribed capital.

Expenses of the Federal Reserve Banks include costs of $242
for 3 regional meetings in connection with the Treasury Depart-
ment Savings Bond program.

RESERVE BANK EARNINGS ON LOANS AND SECURITIES, 1961-63

Item and year

Average daily holdings: 1

1961
1962
1963

Earnings:
1961
1962
1963

Average rate of interest:
1961
1962 . .
1963

Total
Discounts

and
advances

Accept-
ances

U.S.
Government

securities

In millions of dollars

27,517
29,703
32,085

941.3
1,044.7
1,148.8

83
137
269

2.5
4.1
8.9

41
42
53

1.2
1.3
1.7

27,393
29,524
31,763

937.6
1,039.3
1,138.2

In per cent

3.42
3.52
3.58

3.01
3.02
3.30

2.83
2.97
3.28

3.42
3.52
3.58

1 Based on holdings at opening of business.
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Holdings of loans and securities. Average daily holdings of loans
and securities during 1963 amounted to $32,085 million—an
increase of $4,382 million over 1962. Holdings of U.S. Govern-
ment securities accounted for $2,239 million of the increase, and
discounts and advances for $132 million.

The average rate of interest on holdings of U.S. Government
securities increased slightly, from 3.52 to 3.58 per cent; the
average rate on discounts and advances increased from 3.02 to
3.30 per cent owing to the change in the discount rate from 3 to
ZVi per cent in July and to heavier borrowings in the last half of
the year. The preceding table shows holdings, earnings, and
average interest rates on loans and securities held by the Federal
Reserve Banks during the past 3 years.

Volume of operations. Table 10 on page 226 shows the volume
of operations in the principal departments of the Federal Reserve
Banks for 1960-63. The volume of checks handled continued to
rise and reached another new high in 1963. Increased usage of
electronic check-handling equipment at 12 offices and new in-
stallations at 6 offices further reduced the manual burden of
processing checks.

The number of pieces of coin received and counted decreased
substantially, reflecting the severe and continuing shortage of
coin. The supply of newly minted coin increased over 1962, but
member banks still deposited considerably less coin than in recent
years. Conversely, the number of pieces of currency received and
counted and the aggregate dollar value increased, establishing
record highs.

The number of issues, redemptions, and exchanges of U.S.
Government securities approximated the previous high reached
in 1957, and the dollar value of these transactions continued an
upward trend, reaching another new high.

Loan guarantees for defense production. Under the Defense Pro-
duction Act of 1950, the Departments of the Army, Navy, and
Air Force, the Defense Supply Agency of the Department of
Defense, the Departments of Commerce, Interior, and Agricul-
ture, the General Services Administration, the National Aero-
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nautics and Space Administration, and the Atomic Energy Com-
mission are authorized to guarantee loans for defense production
made by commercial banks and other private financing institu-
tions. The Federal Reserve Banks act as fiscal agents of the
guaranteeing agencies under the Board's Regulation V.

During 1963 the agencies authorized the issuance of 17 guar-
antee agreements covering loans totaling $30 million. Loan
authorizations outstanding on December 31, 1963, totaled $159
million, of which $139 million represented outstanding loans and
$20 million additional credit available to borrowers. Of total
loans outstanding, 75 per cent on the average was guaranteed.
During the year approximately $166 million was disbursed on
guaranteed loans, most of which are revolving credits.

Authority for the V-loan program, unless extended, will ter-
minate on June 30, 1964.

Table 14 shows guarantee fees and maximum interest rates
applicable to Regulation V loans.

Foreign and international accounts. Assets held for foreign account
at the Federal Reserve Banks increased by $1,973 million in
1963. At the end of the year they amounted to $20,719 million:
$11,038 million of earmarked gold; $8,675 million of U.S. Gov-
ernment securities (including securities payable in foreign cur-
rencies) ; $171 million in dollar deposits; $92 million of bankers'
acceptances purchased through Federal Reserve Banks; and
$743 million of miscellaneous assets. The latter item includes
mainly dollar bonds issued by foreign countries and international
organizations. Assets held for international organizations rose
by $65 million to $8,093 million.

A gold collateral loan of $1 million outstanding at the
beginning of 1963 was repaid. New arrangements—including a
standby commitment—amounted to $87 million, of which $32
million was outstanding at the end of the year. Loans on gold are
made to foreign monetary authorities to help them meet dollar
requirements of a temporary nature.

The Federal Reserve Bank of New York continued to act as
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depositary and fiscal agent for international organizations. As
fiscal agent of the United States, the Bank continued to operate
the Exchange Stabilization Fund pursuant to authorization and
instructions of the Secretary of the Treasury. Also on behalf of
the Treasury Department, it administered foreign assets control
regulations pertaining to assets in the United States of Cuba
(since July 8, 1963), Communist China, and North Korea, and
their nationals, and to transactions with those countries and
their nationals.

Bank premises. During 1963 the Board authorized construction
of a new building for the New Orleans Branch.

With the approval of the Board, properties adjacent to the
Federal Reserve Banks of Richmond and Kansas City and the
Charlotte and Birmingham Branches were acquired for future
expansion, and a site for a new building was purchased for the
Little Rock Branch.

Table 6 shows the cost and book value of bank premises owned
and occupied by the Federal Reserve Banks and real estate
acquired for banking-house purposes.

The accounts of the Board for year 1963 were audited by the
public accounting firm of Haskins & Sells.

ACCOUNTANTS' OPINION

Board of Governors of the
Federal Reserve System:

We have examined the balance sheet of the Board of Governors of
the Federal Reserve System as of December 31, 1963 and the related
statement of assessments and expenditures for the year then ended. Our
examination was made in accordance with generally accepted auditing
standards, and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary in the
circumstances.
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In our opinion, the accompanying financial statements present fairly
the financial position of the Board of Governors of the Federal Reserve
System at December 31, 1963 and its assessments and expenditures for
the year then ended, in conformity with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.

Haskins & Sells
Washington, D. C.

January 28, 1964.

BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

B A L A N C E S H E E T , D E C E M B E R 3 1 , 1963

ASSETS
OPERATING FUND:

Cash $ 947,084
Miscellaneous receivables and travel advances 13,222
Stockroom and cafeteria inventories—at cost 20,964

Total operating fund 981,270

PROPERTY FUND—At cost:
Land and improvements 792,852
Building 4,065,296
Furniture and equipment 757,780

Total property fund 5,615,928

TOTAL $6,597,198

LIABILITIES AND FUND BALANCES

OPERATING FUND:
Current liabilities:

Accounts payable and accrued expenses $ 314,993
Income taxes withheld 229,011
Accrued payroll 132,011 $ 676,015

Fund balance:
Balance, January 1, 1963 167,926
Excess of assessments over expenditures for the year.. 137,329 305,255

Total operating fund 981,270

PROPERTY FUND:
Fund balance, January 1, 1963 5,522,393
Expenditures for additions 106,043
Property adjustments and disposals (12,508)

Total property fund 5,615,928

TOTAL $6,597,198
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

STATEMENT OF ASSESSMENTS AND EXPENDITURES

FOR THE YEAR ENDED DECEMBER 31, 1963

ASSESSMENTS LEVIED ON FEDERAL RESERVE BANKS:
For Board expenses and additions to property $ 7,572,800
For expenditures made on behalf of the Federal Reserve Banks. . . 8,340,270

Total assessments 15,913,070

EXPENDITURES:
For printing, issue and redemption of Federal Reserve notes,

paid on behalf of the Federal Reserve Banks 8,340,270
For expenses of the Board:

Salaries $4,805,670
Retirement and insurance contributions 718,869
Traveling expenses 323,549
Consumer Finances Survey 266,315
Legal, consultant and audit fees 65,501
Other contractual services 72,336
Printing and binding—net 306,331
Equipment and other rentals 241,889
Telephone and telegraph 105,111
Postage and expressage 103,184
Stationery, office and other supplies 73,189
Heat, light and power 51,601
Operation of cafeteria—net 50,057
Repairs, maintenance and alterations 82,339
Books and subscriptions 22,354
Insurance 1,696
System membership, Center for Latin American

Monetary Studies 18,000
Miscellaneous—net 21,437 7,329,428

For property additions 106,043

Total expenditures 15,775,741

EXCESS OF ASSESSMENTS OVER EXPENDITURES FOR THE YEAR $ 137,329
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was a year of notable achievement for the domestic
economy but one of little improvement in the deficit

in the U.S. balance of international payments. Gains in the do-
mestic economy were even more rapid than in 1963. Contributing
to these gains was an innovation in fiscal policy, which resulted in
a large tax cut that became effective after economic activity had
already been expanding for 3 years. This expansive fiscal policy
was supported by a monetary policy that remained stimulative;
continuation of such a monetary policy was possible partly be-
cause expansion in the economy appeared to be proceeding on an
orderly and sustainable basis.

In contrast to the marked progress in the domestic economy in
1964, the deficit in the U.S. balance of payments declined only
slightly from that in the preceding year. In the first half of 1964,
substantial gains were achieved in the balance on current account.
In the final quarter, however, very large outflows of private capital
occurred, mainly in the form of foreign bond issues in this country
and U.S. bank credits to foreigners. At the same time, the pound
sterling experienced critical difficulties, and uncertainties about
sterling were communicated to the dollar through disorderly
markets that developed for the pound and subsequently for gold.

At home, the economy extended its vigorous upward surge for
the fourth successive year without undergoing cyclical interrup-
tion or showing much evidence of overheating or of important
imbalances. By the end of 1964, the expansion from the cyclical
trough in February 1961 had become one of the longest periods
of advance on record. In the past, periods of cyclical expansion
have rarely endured for more than 3 years. Furthermore, the
economy was still expanding, and commodity prices and produc-
tion costs were continuing to be relatively stable.

During the first three quarters of 1964, the gross national prod-
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uct (annual rate in current prices) increased by $10 billion a
quarter. Although this rapid rate of growth was interrupted by
strikes in the automobile industry during the fourth quarter, when
GNP increased at a rate of only $6 billion, for the year as a whole
GNP totaled $623 billion, 6.6 per cent more than in 1963. In
constant dollars the rise was 4.8 per cent, a considerably larger in-
crease than the 3.4 per cent in 1963 or the average for the postwar
period as a whole. Industrial production averaged 6 per cent
higher than in 1963. And at the year-end, when production was
being stimulated by a building up of steel inventories as well as
by attempts in the automobile industry to make up the lost
output, the Federal Reserve Board's index of industrial produc-
tion was 8 per cent above a year earlier.

Gains were made in 1964 in the utilization of resources, but
both industrial capacity and manpower appeared adequate to
permit further sizable increases in output. With both output and
capacity expanding, the margin of excess capacity was being nar-
rowed, but only slowly. While bottlenecks in supply developed as
demands increased, they were neither widespread nor unrespon-
sive to market forces or to administrative measures taken to deal
with them, including sales from Government stockpiles.

Employment as well as production rose sharply during the
year. Increases were widespread among industries and occupa-
tions, and in all regions of the country. The increase in employ-
ment in manufacturing, resulting in shortages of skilled labor in
some instances, was large, particularly in durable goods indus-
tries, and it was accompanied by a further lengthening of the
average workweek. Outside of manufacturing, employment in-
creased steadily, except in agriculture.

At the end of the year the unemployment rate was down to 5 per
cent. This was one-half of 1 per cent below a year earlier, but still
above the administration's interim target of 4 per cent. The sharp-
est reduction in unemployment was among adult men, to a 3.5
per cent rate at the year-end. There was also a significant decline
in the number of long-term unemployed. This decline reflected
the substantial improvement in demands for workers in indus-
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trial centers. Among youths, in contrast, unemployment re-
mained close to the high 1963 rate.

Meanwhile, growth in the labor force was larger than in the
preceding years, and output per worker continued to increase at
an unusually rapid rate. With further labor as well as plant
resources to be drawn upon, and with wages and prices remaining
relatively stable, the domestic policy problem continued to be
more one of achieving full utilization of manpower than one of
preventing undue pressure on available resources.

In labor markets, increases in labor compensation continued
to be varied but were roughly in line with the increases being
achieved gradually in productivity in the economy. In manufac-
turing, average labor costs per unit were slightly lower than in
1963. Profit margins as well as aggregate profits increased further.

With supplies and productive capacity generally adequate
throughout 1964, commodity prices on the whole remained stable
for the seventh consecutive year. There were selective upward ad-
justments, largely offset in the over-all price indexes by selective
downward adjustments for other products. In markets for non-
ferrous metals, prices increased sharply as demand pressures,
both domestic and foreign, were reinforced by interruptions to
supplies caused by strikes in this country and by political develop-
ments abroad. In the case of copper, however, supplies at the year-
end were increasing, and prices in free markets were easing.

The broad stability in commodity prices during 1964 was note-
worthy in view of the stimulative effects of the large reduction in
Federal income taxes on both individuals and corporations and
the accommodative posture of monetary policy. Monetary policy
permitted an expansion of 8 per cent in commercial bank credit
and of 4 per cent in the money supply. For both measures, the
increases were similar to those in 1963 when over-all economic
activity had increased less. Interest rates on long-term funds were
generally stable during 1964, while yields on short-term securi-
ties rose late in the year when international financial develop-
ments became threatening.

Personal income rose at a rapid rate throughout the year. The
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tax cut gave a sizable boost to disposable personal income, which
for the year was 7.3 per cent higher than in 1963. Most of the in-
crease represented a real gain in purchasing power, since the level
of the consumer price index averaged 1.3 per cent higher than in
the preceding year.

Increases in expenditures in 1964 were widespread among
major categories of purchases. Accelerated rates of increase in
consumer purchases of goods and in business outlays for fixed
investment were especially important in the rapid economic
growth achieved during the year. Consumer purchases of dura-
ble goods were substantially larger than in 1963. Purchases of
new automobiles, including imports, reached a record 8.1 million
units, as compared with 7.7 million in 1963. Purchases of non-
durable goods were up nearly 6 per cent, the largest rise in 13
years.

Despite these increases in consumer spending and the usual
large growth in outlays for services, consumer expenditures at
times did not keep pace with the rise in disposable income, and
the rate of saving averaged higher than in 1963. The saving rate
was especially high—around 8 per cent of disposable income—
in the second quarter just after the tax cut, and again in the fourth
quarter when consumer purchases of goods lagged, largely be-
cause of the limited availability of automobiles.

Outlays by State and local governments continued the steady
expansion that has characterized this sector throughout the post-
war period. On the other hand, Federal Government purchases
of goods and services were relatively stable. Residential construc-
tion activity, particularly building of multifamily units, declined
after the early part of 1964, but for the entire year it slightly ex-
ceeded the level in 1963.

Stimulated by the step-up in consumer and other demands and
by widespread confidence in the business outlook, businesses ex-
panded their capital investment programs, and outlays for fixed
capital rose much more rapidly than in 1963. By late 1964 the
rate of such new outlays was a third larger than at the 1961 cycli-
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cal low. The rise in industrial production during the year led to
increased pressures on capacity in some industries, and this also
contributed to the expansion in capital outlays and to plans for
further increases in outlays in 1965. Other stimulants to capital
spending were the continued high profit margins, the ample sup-
plies of funds available to corporations from both external and
internal sources, and the continuing cost and competitive pres-
sures to modernize.

Business inventory accumulation, which often is a strategic
factor in business cycle fluctuations, was quite small in the first
three quarters of 1964, and stock-sales ratios declined to unusu-
ally low levels. Late in the year, however, the rate of inventory
accumulation rose sharply, in part because of anticipatory buy-
ing of steel against the possibility of a strike in that industry by
May of 1965.

The deficit in the U.S. balance of payments for the year totaled
$3.0 billion, exclusive of special transactions, as compared with
$3.3 billion the year before and $3.6 billion in 1962. A marked
further improvement in the U.S. surplus on trade and other cur-
rent transactions accompanied the sharply higher levels of eco-
nomic activity abroad reached early in 1964. But at the same
time the strength of demands from abroad, together with higher
interest rates and restrictions on credit availabilities in Europe,
led to exceptionally large outflows of U.S. private capital all
through the year and especially in the closing months.

Toward the end of 1964 the international payments system was
disturbed by a heavy speculative attack on sterling, prompted in
part by the emergence of a large deficit in Great Britain's interna-
tional transactions. While this attack was repulsed by the con-
certed efforts of monetary authorities and international institu-
tions, foreign exchange markets were still unsettled at the year-
end. Although uneasy conditions in these markets reflected mainly
the continuing uncertainties about the British payments position,
an element in this uneasiness was the persistently large deficit in
the U.S. balance of payments.
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During 1964 Federal Reserve authorities sought to influence
the cost and availability of borrowed funds and the growth in the
nation's liquidity so as to contribute both to continued orderly
and sustainable expansion in the domestic economy and to
further improvement in the U.S. balance of payments with the
rest of the world. It is through their influence on credit conditions,
liquidity, and the level and structure of interest rates that central
banks such as the Federal Reserve make their maximum contri-
bution toward the achievement of the ultimate economic goals of
nations.

The posture of U.S. monetary policy throughout much of 1964
was little changed from that adopted in mid-1963 when Federal
Reserve Bank discount rates and maximum rates payable by com-
mercial banks on time deposits were raised. In the midsummer
of 1964, however, the Federal Open Market Committee began
to supply reserves to the banking system a little less freely,
thereby permitting some firming in money market rates of inter-
est. In late November Reserve Bank discount rates were raised
again, as were the maximum interest rates that banks may pay
on their time and savings deposits.

The November actions were taken in response to the increase
of 2 percentage points in the Bank of England's discount rate
after a crisis developed in sterling. They represented a precaution-
ary move by U.S. authorities to maintain the international
strength of the dollar by assuring that a reasonable alignment in
interest rates would continue among world money markets.

OPEN MARKET OPERATIONS AND DISCOUNT POLICY

Throughout the year the Federal Open Market Committee con-
ducted operations in such a way as to assure adequate supplies of
funds in the credit and capital markets at relatively stable costs
and to facilitate further growth in the money supply and over-all
liquidity. Under these conditions there was also a substantial fur-
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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY ACTIONS IN 1964

Period

January-
mid-August

Mid-August-
late November

Late November

Late November-
December

Action

Increased the System's holdings
of U.S. Government securities,
after having reduced them sea-
sonally early in the year. On
balance, total holdings rose
about $1.1 billion, $300 million
of which represented net pur-
chases of securities with matur-
ities of over 1 year. Member
bank borrowings averaged
about $275 million.

Increased the System's holdings
of U.S. Government securities
by about $1.5 billion, of which
$600 million represented net
purchases of securities with ma-
turities of more than 1 year.
Member bank borrowings av-
eraged about $350 million.

Raised discount rates from 3Vi
to 4 per cent. Raised maximum
interest rates payable on sav-
ings deposits held for less than
1 year from 2>l/i to 4 per cent
and those on other time de-
posits from 4 to 4*/i per cent
for maturities of 90 days or
more and from 1 to 4 per cent
for maturities of 30-89 days.

Increased the System's holdings
of U.S. Government securities
by about $765 million, part of
which represented securities ac-
quired under repurchase agree-
ments. Member bank borrow-
ings averaged about $275
million.

Purpose

To provide for moderate growth
in the reserve base, bank credit,
and the money supply for the
purpose of facilitating continued
expansion of the economy while
fostering improvement in the
capital account of U.S. inter-
national payments, after offset-
ting seasonal downward pres-
sures on short-term interest
rates early in the period.

To maintain slightly firmer con-
ditions in the money market
with a view to minimizing the
outflow of funds attracted by
higher short-term interest rates
abroad while offsetting reserve
drains and providing for growth
needs of the domestic economy.

To counter possible capital out-
flows that might be prompted by
any widening spread between
money market rates in this coun-
try and the higher rates abroad,
following a rise in official and
market rates in London, while
at the same time ensuring that
the flow of savings to commer-
cial banks remains ample for the
financing of domestic investment.

To offset seasonal reserve drains
and to accommodate further
moderate expansion in aggre-
gate bank reserves while ensur-
ing that the rise in money market
rates following the discount rate
actions did not restrict the avail-
ability of domestic credit.
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ther expansion of bank credit, since the higher ceiling rates pay-
able on time and savings deposits enabled commercial banks to
compete successfully for a large portion of the nation's savings.

During the spring months the continuation of a stimulative
monetary policy, coupled as it was with a sizable cut in both in-
dividual and corporate income tax rates, was appropriate for
several reasons: the desirability of achieving fuller use of man-
power and other resources; the absence of price inflation; and some
improvement in the country's balance of international payments.

In the first 5 months of 1964 the rates of growth in bank credit
and money were a little less than in the last 5 months of 1963.
Time and savings deposits at commercial banks also increased
somewhat less rapidly, as did savings balances at financial inter-
mediaries generally. Meanwhile, short- and long-term interest
rates showed little net change, after having advanced during most
of 1963. Such fluctuations in rates as did occur in the first half of
the year reflected mainly changing market expectations regard-
ing such factors as the likely stimulative character of the pro-
grams outlined in the administration's budget and economic mes-
sages and possible changes in the Bank of England's discount
rate, this country's balance of payments deficit, and Federal Re-
serve monetary policy following the large tax cut.

Then in June and July the money supply grew at a rapid rate
—about 8.5 per cent per year. This increased rate apparently re-
flected larger needs of business for cash for transactions and also
increased temporary saving in money form by consumers follow-
ing the tax cut.

In mid-August it also became clearer that the balance of pay-
ments deficit in the second and third quarters was running much
larger than the quite low total achieved in the first quarter. In
this situation the Federal Open Market Committee decided at its
meeting on August 18 to modify its policy objectives in the direc-
tion of slightly firmer money market conditions, including mod-
erately lower free reserves and moderately higher short-term
interest rates.
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From then until late November the money market was kept
under a little more pressure. During this period the growth in the
money supply dropped sharply from its high June-July rate.
Growth in savings and bank credit continued substantial, how-
ever, and long-term interest rates changed little. The balance of
payments deficit continued large in the third quarter and de-
teriorated thereafter, reflecting increased short- and long-term
capital outflows. In November, to deal with the crisis developing
in sterling, the Bank of England raised its discount rate to 7
per cent.

It was in this situation that increases in discount rates were
announced by the Board of Governors of the Federal Reserve
System and the Bank of Canada, and that the increases in maxi-
mum interest rates payable by U.S. commercial banks on time
and savings deposits were announced by the Board of Governors
and the Federal Deposit Insurance Corporation. Changes in
these rates were as follows:

Per cent

Discount rate:
Bank of England
Federal Reserve Banks
Bank of Canada

Maximum rates payable on time and savings
deposits by U.S. commercial banks:

Savings deposits held for:
1 year or more 4
Less than 1 year 3x/i

Other time deposits payable in:1

90 days or more 4
30 to 89 days 1

From

5
3 %
4

To

7
4
41/4

41/2
4

1 "Other time deposits" are defined by regulation as those
having a maturity of at least 30 days.

All of the U.S. actions were directed primarily to the inter-
national payments situation and were intended to reduce the pos-
sibility of an outflow of volatile foreign balances. They were not
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intended to restrict the availability of domestic credit, and any
accompanying tendencies for the cost of credit to rise were
moderated by reserve-supplying actions of the Federal Open
Market Committee.

The actions raising the maximum rates on time and savings
deposits permitted commercial banks to continue to compete for
savings and idle money. The increase in permissible rates on time
deposits with maturities of 30 to 89 days was made particularly
large in order to allow banks to compete more successfully for
short-term deposits that might otherwise be lodged abroad.

Bank credit and the money supply expanded more slowly in
December than in November, when expansion had been high,
but longer-term rates of interest remained generally unchanged.
The slower rate of expansion in bank credit was due in large part
to the timing of Treasury financing operations.

OPERATIONS IN LONGER-TERM GOVERNMENT SECURITIES

Since the early part of 1961, the Federal Open Market Com-
mittee has supplied some reserves to commercial banks through
purchases of longer-term Government securities—those with ma-
turities of more than a year—in order to minimize downward
pressures on short-term interest rates for balance of payments
reasons. In 1964, $1.0 billion of longer-term issues were pur-
chased for the System Open Market Account. This volume rep-
resented about 10 per cent of the System's gross purchases of all
maturities of Government securities and an estimated 2 per cent
of purchases of longer-term Government securities by all market
participants.

As in earlier years, open market purchases of longer-term is-
sues were concentrated in issues maturing in less than 10 years.
Purchases were largest in August and September, when the Sys-
tem Account began to provide a large volume of reserves to the
banking system to meet seasonal needs. In the early part of this
period Treasury bill rates were under downward pressure for a
time. As the weeks progressed, the bond market came under some
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upward rate pressure as it attempted to digest not only the large
supply of bonds taken by market participants in the Treasury's
July advance refunding but also the continuing heavy volume of
municipal security issues and the somewhat larger volume of
offerings by corporations.

A chronological review of operations of the Federal Open
Market Account in domestic securities during the year 1964 ap-
pears on page 129.

FOREIGN EXCHANGE OPERATIONS

The Federal Open Market Committee continued in 1964 to direct
its foreign exchange operations toward maintaining orderly condi-
tions in the markets for the dollar and, with the cooperation of
central banks abroad, for major foreign currencies. Through the
operations of the System Open Market Account the Committee
intervened in foreign exchange markets when it was necessary to
meet speculative or temporary pressures. The transactions were
not intended to act as correctives for basic balance of payments
difficulties of the United States or other countries.

The foreign exchange activities of the System Open Market
Account were facilitated by the continued use of reciprocal cur-
rency arrangements, or "swaps," between the Account and 11
foreign central banks and the Bank for International Settlements.
Under these arrangements, covered short-term reciprocal ad-
vances of currencies can be made between the Federal Reserve
and the foreign banks, thereby providing each institution with
foreign exchange resources for use in its operations. During 1964
these arrangements were enlarged by $300 million, bringing the
total network to $2,350 million. Of this enlargement, $250 mil-
lion represented part of the international financial assistance
package for the United Kingdom negotiated during the crisis in
sterling in November.

During 1964 drawings of foreign currencies by the System
Open Market Account totaled $475 million, $318 million less
than in 1963. By the year-end, repayments had reduced its out-
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standing drawings to $345 million. Drawings by foreign central
banks, which also involve acquisitions of foreign currencies by
the System Account, totaled $1,550 million during 1964, $200
million of which remained outstanding on December 31.

Against the $545 million of foreign exchange commitments
arising from foreign central banks as well as System swap draw-
ings, plus other net forward exchange commitments of $99
million, the Federal Reserve held foreign exchange balances
totaling $295 million at the end of 1964. Altogether, therefore,
the System Open Market Account had net liabilities in foreign
exchange arising from its foreign exchange operations of $349
million at the end of 1964 as compared with net liabilities of
$357 million at the beginning of the year.

A review of operations of the Federal Open Market Account
in foreign currencies in 1964 will be found on page 161.
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KIN \ f

Funds supplied through credit and equity markets in 1964
reached a record volume of $70.5 billion, up from $62.3 billion
in 1963. This was the fourth consecutive year of rise in the net
amounts of new credit extended. Although the year-to-year rise
in credit growth was markedly less in 1963 and 1964 than it

NOTE.—Flow of funds data. Private includes foreign borrowers. Public borrowing consists
of net increase in U.S. Govt. (including nonguaranteed obligations of U.S. Govt. agencies)
and State and local govt. debt.

had been in the first 2 years of the current economic expansion,
the continuing uptrend contrasts with earlier postwar cycles when
peak rates of credit expansion were reached soon after the cycli-
cal rise was under way.

At the beginning of the present expansion in 1961, increased
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borrowing by public authorities—Federal, State, and local—ac-
counted for almost all the growth in total financing. Then, com-
mencing in 1962, there was a large rise in private financing. The
fact that the total has continued to expand reflects in part the
maintenance of a large volume of net new borrowing by all levels
of government. In contrast with its sharp declines in previous
economic recoveries, public financing has continued at about
the same level for all 4 years of the present expansion. In addi-
tion, private credit demands have been enlarged year by year, as
vigorous economic growth has continued.

The ability of credit and equity markets to meet this sustained
high demand for funds has reflected, in turn, the character of the
continuing economic expansion. Supplies of loanable funds have
been very large, with savings in financial form reaching record
proportions again in 1964. Internal flows to corporations from
depreciation allowances and retained earnings also reached new
highs and remained unusually large even in relation to the rising
volume of capital expenditures. At the same time, with prices re-
maining generally stable, especially at the wholesale level, and
with continuing margins of unutilized resources, it was consid-
ered appropriate for the Federal Reserve to make additional
reserves available to banks so that they could continue to accom-
modate demands for credit.

Under these circumstances, the record volume of new financing
has been carried out with very little change in interest costs. Dur-
ing 1964 long-term yields fluctuated narrowly and without dis-
cernible trend, while short-term market rates moved moderately
higher, particularly following the late-November increase in the
Federal Reserve discount rate.

DEMANDS FOR FUNDS

The higher volume of credit obtained in 1964 as compared with
1963 did not reflect any pronounced shift in financing patterns.
Credit demands by all major sectors of the economy either in-
creased or were maintained at the previous year's high levels.
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Borrowers in 1964 relied somewhat more on loans and short-
term securities and somewhat less on capital market instruments
than they had in previous years of this expansion. Bank loans,
excluding mortgage loans, expanded somewhat faster; the U.S.
Treasury relied more heavily on short-term issues for new
money; and although foreign issuers obtained smaller amounts
in U.S. capital markets, the reduction was more than offset by
their greater borrowing from U.S. banks.

Consumers. During 1964 consumers made net repayments on
loans obtained to purchase or carry securities, but they added
$24.4 billion to their other outstanding debt—moderately more

CONSUMER DEBT reaches record level in '64 ; rises less than income
or financial assets

ANNUAL INCREMENTS

DISPOSABLE

INCOME

DISPOSABLE'

NOTE.—Flow of funds data. Increase in financial assets is net of sales and has been ad-
justed for change in security credit outstanding. Increase in consumer debt is net of such
credit.
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than in 1963. At the same time the very large rise in disposable
income resulting from the March drop in income tax rates and
the continuing economic expansion permitted them to raise both
their capital spending and their acquisitions of financial assets
considerably above 1963 levels.

As usual, mortgage financing was the most important source
of long-term credit to the consumer sector; mortgages on 1- to
4-family properties increased by $16.2 billion, exceeding the
previous year's rise of $14.9 billion, which had been the record
up to that time. At the same time, consumers added nearly $7
billion to their short- and intermediate-term credit, slightly more
than the previous record amount. Instalment credit rose by more
than $5.5 billion, the same as in 1963, and both extensions and
repayments of such credit were at record levels. Repayments on
instalment debt amounted to 14.0 per cent of total disposable
personal income, up from 13.7 per cent in 1963.

About the same proportion of new cars were sold on credit in
1964 as in 1963, but the $2.3 billion rise in instalment debt on
autos was somewhat less than in the preceding year. The increase
in each of these years was well below the record $3.7 billion
growth in 1955.

Business. Nonfinancial businesses (including farm businesses)
obtained nearly $30 billion of funds in credit and equity markets
in 1964, considerably more than in 1963. This increase in exter-
nal financing was attributable especially to a larger volume of
business borrowing at banks and to the sale of two large equity
issues by communications companies. Net new issues of long-
term debt securities by business corporations also rose slightly
from the previous year.

Expansion in mortgage debt on business properties about
matched the large 1963 total. In recent years such loans have
become a much more important source of long-term financing,
reflecting the high and rising levels of commercial and multi-
family residential building as well as the availability of favorable
financing terms and arrangements. The 1964 expansion in busi-
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ness mortgage debt, estimated at $13.0 billion, compares with
an increase of only $5.0 billion as recently as in 1960.

For the year as a whole, total corporate security issues for new
capital amounted to a record $12.5 billion, one-sixth more than
in 1963. The two equity offerings of communications com-
panies mentioned above accounted for much of the gain. Except
for offerings by this industry, capital issues by nonfinancial cor-
porations were about the same as in 1963, and those of manu-

NONFINANCIAL BUSINESSES raised more funds in credit and equity
•markets in '64 .. ," .• . '.+•.:...'.... /v ; : - . . / . ; •..."' . * .^z^^- - ; ; : v3\ : /C; / , , ,v :

NOTE.—Flow of funds data. Nonfinancial business consists of corporate and unincorpo-
rated sectors, including farms.

facturing companies were the smallest since 1960. On the other
hand, flotations by public utilities (gas, electric, and water
companies) increased moderately from the small volume sold
in 1963. In addition, there was a substantial increase in sales of
capital notes and debentures by commercial banks, which had
begun to use this form of financing more actively in the latter
part of 1963.

Business borrowing at commercial banks expanded more
rapidly during 1964 than it had earlier in the current cycle. At
times loan demand was heavy, and for the year as a whole the
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increase in business loans amounted to an estimated $5.9 billion,
about one-fourth more than in 1963. This dollar figure includes
loans extended to foreign as well as to domestic business firms
and bank holdings of bills accepted for foreigners as well as for
domestic customers.

Governments. As in most other recent years, State and local
government units were large-scale issuers of long-term securities
in 1964, as they raised funds to finance a wide variety of public
facilities. The year's net increase of $6.5 billion in State and local
government debt nearly matched the high 1963 total, while
total new security offerings reached the record volume of $10.8
billion. As in 1963, relatively low interest rates attracted some
advance refunding of issues sold earlier at high coupons, but the
total of such issues was far below the previous year's record.

During the calendar year 1964 the Federal Government in-
curred a cash deficit of $5.8 billion, which was somewhat more
than in 1963. Reflecting the March income tax cut, cash receipts
from the public rose by only $2.5 billion in 1964 compared with
an increase of $6.4 billion the year before. Spending was up
moderately, largely as a result of higher outlays early in the year;
during the second half, cash payments were running at rates
scarcely above those of a year earlier.

To finance the year's deficit, the Treasury undertook net cash
borrowing of $6.3 billion, which permitted some increase in its
cash balance. Continuing attempts to limit capital outflows by
keeping upward pressure on short-term interest rates in this
country again led to the concentration of new borrowing in the
short-term sector. Treasury bills outstanding increased by $4.9
billion. In addition, Treasury notes maturing in 18 months ac-
counted for most of the offerings in regular refundings and also
for some new cash borrowing.

In order to maintain a balanced maturity structure of the debt,
the Treasury again relied on advance refundings. There were
two during the year—the largest in July—and these together
shifted $12.3 billion of securities maturing in less than 3 years
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into longer-term issues. Most of the new issues fell into the 5-
to 10-year maturity area, but investors took $1.9 billion matur-
ing in more than 20 years. These figures exclude the results of
the advance refunding announced in late December but not
effected until January 1965.

For the first time in several years, this process of debt lengthen-
ing in Treasury refundings failed to offset completely the large
additions to shorter-term debt and the shifts of outstanding
securities into shorter-term categories caused by the passage of
time. The total of marketable debt maturing within 5 years rose
somewhat on balance, and the average maturity of the market-
able public debt fell slightly—to 5 years at the end of 1964.

SUPPLY OF FUNDS

To meet the heavy demands for credit in 1964, record savings
flows were available from the nonfinancial sectors of the economy.
Of the total flows, a high—although reduced—proportion took
the form of claims on financial intermediaries, as the chart on
page 23 shows. The money supply rose by 4 per cent on balance,
slightly more than in 1963. Commercial banks were able to meet
expanding loan demands during the year while curtailing their
new investments only moderately.

Nonfinancial sectors. The nonfinancial sectors of the economy,
in addition to using substantial amounts of credit, also generate
large amounts of current saving, part of which they use for their
own purposes and part of which they make available to others
through credit markets. Thus, consumers as a group typically
add far more to their financial assets annually than they add to
indebtedness through the use of credit. Businesses borrow from
others and also generate substantial amounts of funds from cur-
rent operations; most such funds are used internally, but some
usually enter the credit markets, either directly or through depos-
its with financial intermediaries. With both the personal saving
of individuals and the internal funds of corporations reaching
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new annual highs in 1964, saving in financial form by all non-
financial sectors of the economy rose to $59.4 billion, over one-
tenth more than in the preceding year.

Corporate profits before taxes continued to increase during
the first half of the year, though less rapidly than in 1963, but
leveled off and then declined in the second half, mainly because
of the reduction in automobile sales. Augmented by the reduction
of 2 percentage points in the Federal corporate income tax rate,
which became effective as of the beginning of the year, retained
earnings increased by nearly one-third. Meanwhile, depreciation
allowances continued their steady growth.

For the year as a whole, corporate internal funds—retained
earnings and depreciation allowances—totaled $41 billion, one-
tenth above the previous record flow in 1963. Plant and equip
ment expenditures rose slightly more than this, but the flow of
internal funds to corporations as a group remained unusually
large relative to capital outlays.

Corporations use their internal funds principally to reduce
reliance upon credit markets for external financing rather than
to lend to others. However, to the extent that they add to their
holdings of liquid reserves, corporations make funds available
to other users of credit. Such additions last year were primarily
in the form of negotiable certificates of deposit and other private
short-term investments. There was also some increase in U.S.
corporate holdings of liquid assets abroad. Corporations' hold-
ings of U.S. Government securities were reduced on balance, but
their demand deposits showed a small increase, in contrast with
a sharp decline in 1963.

Consumers directly or indirectly are the ultimate holders of most
financial assets, and their net additions to such holdings in 1964
amounted to an unprecedented $47.7 billion. High and rising
levels of income and the ready availability of credit to finance
capital expenditures have made possible a rapid growth in their
asset holdings. Throughout the current expansion, the growth in
financial saving has been directed largely into interest-bearing
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rates on depositary-type savings. In the present expansion, this
tendency has been delayed and greatly modified. Very large
flows of saving to all depositary institutions, and particularly to
commercial banks, occurred in 1962 after changes in Regulation
Q raised the rates that banks were permitted to offer on time
and savings accounts. These changes were followed by vigorous
rate competition among all types of savings institutions. The
result was the greatly expanded flows in depositary form. In
1964, as in 1963, consumer saving in this form continued at
these advanced rates. Growth in time and savings deposits at
commercial banks has been at a level below the peak reached in
1962, but net inflows of depositary-type savings at other institu-
tions have continued to increase. With continuing availability of
credit, yields in securities markets—particularly on longer-term
instruments—have not risen relative to the returns available on
depositary savings. Hence, the incentive for consumers to shift
funds into market instruments has been reduced.

Nonbank institutional investors. A record amount of savings
was made available to institutions for investment in 1964.
Reserves of life insurance companies and of pension funds con-
tinued to grow by record amounts, and for depositary-type in-
stitutions the aggregate expansion in time and savings accounts
also reached a new peak.

As in other recent years, life insurance companies competed
vigorously for mortgages with the savings institutions that spe-
cialize in mortgage lending. During the year insurance companies
increased their mortgage holdings by a record $4.4 billion, up
sharply from a $3.7 billion rise a year earlier. Funds made avail-
able to business borrowers—largely on long-term bonds acquired
through private placements—exceeded $2.6 billion, about the
same as in 1963. Lending by insurance companies to foreign
borrowers, both corporations and governments, decreased sub-
stantially. Holdings of short-term U.S. Government securities
changed little, as compared with a substantial decline in 1963,
but the liquidity of life insurance companies as a group remained
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claims on depositary-type institutions. These increased by nearly
$24 billion during 1964. At the same time, however, consumers
added to their holdings of marketable securities. When allowance
is made for the reduced amount of security credit used, the in-
crease in such holdings amounted to nearly $8 billion, the largest
increase since 1959.

During past cyclical expansions, consumers typically have
shifted their saving toward the purchase of market instruments as
rates of return on such instruments have risen more rapidly than

RECORD flNANCfAL SAVING bT ,onfinaB<ial sectors;

NOTE.—Flow of funds data. Saving through intermediaries includes time and
savings accounts at commercial banks and other savings institutions and increase in private
insurance and pension fund reserves.
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quite low. At the same time, advance commitments of funds to
borrowers continued to climb.

In the first quarter of 1964, growth in savings shares at savings
and loan associations fell far short of the record increase a year
earlier, but thereafter inflows reached or exceeded the rates for
comparable periods of 1963. At about $10.5 billion, the year's
growth in share capital was slightly less than that recorded in
1963.

Despite the close comparability of their savings inflows in
1963 and 1964, mortgage lending by savings and loan associa-
tions declined to $10.2 billion in 1964. This was down nearly
one-sixth from the peak volume in 1963, when associations aug-
mented the funds made available by savers with a record rise in
borrowing from the Federal home loan banks. This heavy bor-
rowing was not repeated in 1964, although outstanding indebted-
ness edged up slightly further, and the liquidity position of
savings and loan associations remained low by historical stand-
ards. The closer matching in 1964 of mortgage lending to sav-
ings inflows may have reflected in part some tightening both in
standards applicable to borrowing from the Federal home loan
banks and in lending policies of savings and loan associations.

Among depositary-type institutions mutual savings banks were
the only ones that experienced a sharp increase in savings inflows
in 1964. This favorable experience was accounted for in part by
the permission granted New York savings banks at the beginning
of the year to offer rates of return on savings more competitive
with those available from other savings institutions. Net growth
in deposits at all mutual savings banks increased by nearly one-
third, to $4.3 billion, and for the first time in some years these
banks were able to acquire a record volume of mortgages without
drawing down liquidity reserves or reducing other types of asset
holdings.

Commercial banks. Throughout the current expansion com-
mercial banks have supplied an unusually large proportion of the
total credit raised. This has been the counterpart of their ex-
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panded role as recipients of savings from the nonfinancial sectors,
and it reflects the increased appeal of rates paid on time and
savings deposits as well as the developing popularity of a new
marketable, liquid instrument—the negotiable certificate of de-
posit. Although down considerably from peak rates of 1962 and
early 1963, commercial banks' proportionate shares both of total
new financing and of increases in depositary savings remained at
high levels in 1964. The estimated dollar increase of $20.2 billion
in total bank credit was the largest since the Korean War ended
in 1953, though only moderately larger than the increases of
1962 and 1963.

Massive increases in time and savings deposits since 1961 are
also responsible in part for the shifts that have taken place over
the same period in the types of bank assets held. The rising cost
of such deposits, along with the presumption that at least the
savings deposit component of the total would be relatively stable,
has led to increased emphasis by many banks on investment in
longer-term, higher-yielding assets, including such capital mar-
ket instruments as municipal bonds and mortgage loans.

Since 1961, holdings of securities other than U.S. Government
obligations (principally State and local government bonds) have
risen by three-fifths, and real estate loans have risen by more than
two-fifths. Together, these two types of assets have accounted for
close to one-half of the total expansion in bank loans and invest-
ments over the same period.

For 1964 as a whole, commercial banks added $3.6 billion to
their holdings of State and local government obligations; in the
second half the pace of their acquisitions rose sharply from the
reduced level to which such investment had fallen in late 1963
and early 1964. Mortgage loans continued to rise substantially,
though at a somewhat slower rate than in 1963—$4.4 billion in
1964, compared with a record $4.9 billion a year earlier.

Loans other than on real estate rose by $13.4 billion in 1964.
Consumer loans increased by $2.8 billion, slightly less than in
1963. The rise in business loans amounted to $5.9 billion, con-
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siderably more than in the preceding year. Domestic demand for
business loans has been dampened in the current expansion, com-
pared with previous cycles, by the larger internal flows of cor-
porations and by more conservative management of inventories,
but the share of the total loan expansion accounted for by busi-

RECORD '64 INCREASE in banks' earning assets reflects large loan
expansion

- 20

NOTE.—Flow of funds data. Because of minor conceptual differences, totals shown differ
slightly from figures given in text.

ness loans in 1964 was the highest in the last several years. In
part, this resulted from increased lending by U.S. banks to foreign
businesses. The total increase in bank credit extended to for-
eigners (including that to commercial banks abroad, which is
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not reported in the figure for bank credit expansion shown
above) amounted to about $2 billion during 1964. This was a
much larger rise than in any other recent year.

BANK LIQUIDITY AND RESERVES

Banks were able to satisfy the increasing demand for loans in
1964 and also to add substantially to their holdings of mort-
gages and municipal securities without much change, on balance,
in their liquidity positions, as measured by the relationship of
secondary reserves to deposits. Following a sharp decline in
1963, bank holdings of U.S. Government securities declined by
an additional $1.0 billion, to a total of $62.4 billion at the end
of 1964. For most of the year, holdings of Government securities
maturing within 1 year declined, and conventional liquidity
ratios fell as deposits expanded. Late in the year, however, banks
added substantially to their holdings of short-term Government
securities, and ratios based on these holdings at the year-end
were actually slightly above those at the end of 1963. Total port-
folios of Government securities maturing in less than 5 years
declined further from year-end to year-end, but increased hold-
ings of other securities supplied some additional liquidity be-
cause a sizable proportion of these are relatively short-term and
reasonably marketable.

Loan-to-deposit ratios, customarily regarded as an inverse
measure of liquidity, have continued to rise. During 1964 the
ratio for all member banks reached a postwar high of 62 per cent
in July and again toward the end of the year. While larger
banks continue to carry more loans in relation to their deposits,
the greater relative increase in loan-to-deposit ratios in recent
years has been at the smaller banks. This suggests that an in-
creasing number of banks are moving toward a fully loaned
position and that future loan expansion therefore is likely to be
tied more closely to the availability of additional reserves.

That banks were able to maintain their acquisitions of capital
market assets at high levels while other loan demands were rising
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reflected not only the continuing rapid growth in deposits but
also the availability of additional reserves to support such de-
posits. The increase in reserves during the year amounted to 4.2
per cent, compared with 3.5 per cent in 1963. As in other recent
years, however, the greater growth in time deposits—which are
subject to lower reserve requirements than demand deposits—
permitted the relatively moderate increase in reserves to support
a much larger proportionate expansion in commercial bank
credit; in 1964, such credit rose by about 8 per cent.

On balance, the 1964 increase in reserves was supplied entirely
by Federal Reserve open market operations. Excess reserves on
the whole continued to exceed borrowings at the Reserve Banks,
but by a falling margin, and free reserves therefore tended to
decline over the year. After the discount rate was raised in late
November, borrowing to obtain reserves became less attractive,
since its cost exceeded that of liquidating short-dated Treasury
bills; the consequent decline in borrowing, facilitated by Fed-
eral Reserve open market operations, raised the level of net free
reserves.

MONEY AND LIQUID ASSETS

During 1964 the money supply—defined as currency plus
demand deposits—rose by 4 per cent, slightly above the 1963
rate of expansion and the largest relative increase in any year
since the Korean War. The growth rate over the course of the
year, on a seasonally adjusted basis, was not uniform. It was well
below the year's average early in the year and much above the
average during June and July. Then the rate dropped back to
slightly over 4 per cent for the rest of the year.

Compared with earlier periods, the recent rate of growth in the
money supply appears to have become more closely tied to ex-
penditures, income, and other factors producing changes in needs
for money with which to transact business. Throughout the cur-
rent economic expansion, individuals and businesses have greatly
increased their reliance on time and savings deposits and other

29

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

money substitutes for meeting liquidity needs. Funds have un-
doubtedly been shifted out of inactive demand deposits in the
process, with the result that remaining balances have been more
closely related to transactions needs. Thus, quickening rates of
growth in the money supply during both 1963 and 1964 probably
reflected the need for larger demand deposits to support an in-
creasing volume of transactions, while a variety of events ac-
counted for the short-run irregularities in the timing of increases.

A pick-up in demand deposits at reserve city banks during the
summer and fall suggests that business firms, which had reduced
their demand balances in 1962 and 1963, may have joined con-
sumers in adding to their holdings of money. Since corporations
are important holders of time certificates of deposit, the marked
slowing since spring in the very rapid growth rate experienced
by this type of deposit also seems consistent with such a de-
velopment.

Turnover of demand deposits at 343 centers outside New York
City continued to increase into early 1964, then became stable
at a level somewhat above 35 times per year on a seasonally
adjusted basis. For 1964 as a whole, turnover averaged about 6
per cent higher than in 1963.

Even at the less rapid rates of growth prevailing during most
of 1964, time and savings deposits at commercial banks rose by
$14.2 billion. The total outstanding at the year-end climbed to
$ 126.5 billion on a seasonally adjusted basis. At this level it slightly
exceeded for the first time the total of demand deposits held by
the public. In the fourth quarter the expansion in time and sav-
ings deposits accelerated to a seasonally adjusted annual rate of
15.8 per cent, compared with an increase of 12.6 per cent for
the year as a whole.

Increases were not uniform among types of deposit. For in-
stance, savings accounts of the passbook type rose by 7.3 per
cent at weekly reporting member banks in 1964, compared with
a gain of 9.1 per cent in 1963. These are the deposits most di-
rectly affected by stiffer competition from other savings institu-
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tions, particularly mutual savings banks, where rates paid on
savings were increased at the beginning of the year. At other
savings institutions growth rates on comparable types of individ-
ual saving were better maintained, and the year's increase of
about 11 per cent in savings shares and deposits of all types com-
bined nearly matched earlier rates of expansion.

NOTE.—Seasonally adjusted. Money supply and time deposits, monthly aver-
ages of daily figures. Other assets, end of period. Figures for money supply consist of:
demand deposits at all commercial banks (except those due to domestic commercial banks
and the U.S. Govt.); foreign demand balances at F.R. Banks; and currency in the hands
of the public. For savings institutions: deposits of the nonbank public in mutual savings
banks and the Postal Savings System and shares in savings and loan associations. For com-
mercial banks: time and savings deposits, other than domestic interbank and U.S. Govt. For
liquid U.S. Govts.: savings bonds and marketable securities (Treasury and Federal agency)
maturing within 1 year held by investors other than (a) commercial and mutual savings
banks, (b) U.S. Govt. agencies, and (c) beginning in February 1960, savings and loan
associations.

Other time deposits at commercial banks continued to grow
much faster than individual savings accounts. Time certificates
of deposit, which compete directly with short-term market instru-
ments, increased by about one-third during the year. This was less
than half the 1963 rate, however. The growth in such deposits
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slowed in periods of peak corporate needs for cash, such as on tax
and dividend dates, and at times when rising market yields in-
creased the attractiveness of alternative investment outlets. After
the November change in Regulation Q permitted yields on CD's
that were competitive with those for 30- to 90-day market instru-
ments, issuance of certificates in these shorter maturity ranges
became feasible for the first time.

INTEREST RATES

During most of 1964, interest rates were generally stable. Market
forces, however, caused some shifts in the relative attractiveness
of competing outlets for funds.

Among liquid assets, the 3-month Treasury bill rate, which
had advanced to around 3.50 per cent in July 1963, fluctuated
around that level until November 1964, and the structure of
yields on other short-term market instruments adjusted corre-
spondingly. Except at mutual savings banks, rates offered on
depositary accounts by most institutions leveled off after the suc-
cessive upward adjustments of the preceding 2 years, but they
remained competitive with alternative market yields available to
individual and business holders.

Most long-term rates, which had moved up moderately during
1963, showed little further net change during 1964. Yields on
U.S. Government bonds fluctuated in a narrow range and at the
end of December were unchanged from a year earlier. For State
and local government obligations, yields drifted downward after
the spring. Secondary market yields on corporate bonds of high-
est quality rose somewhat, but yields on new issues fluctuated
without trend. Yield variations for these issues depended for the
most part on the marketability of particular issues.

Mortgage rates remained essentially unchanged in 1964, fol-
lowing a persistent decline from the beginning of 1960 to early
1963. The decline, which took place in the face of sharply in-
creased mortgage credit expansion, had reflected both the heavy
flow of savings to institutions specializing in mortgage lending
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and the pressures felt by diversified lenders to find higher-yielding
outlets for funds.

In 1964 commercial banks and savings and loan associations
increased their mortgage portfolios less than in the preceding
year, but there was a sufficient volume of mortgage money avail-
able to finance about the same aggregate volume of lending as in

LONG-TERM YIELDS changed little in 1964

r ? ; r, A "~,'. '

f A N 0 X O f A t Aon

US G O V T BONDS

but SHORT-TERM YIELDS rose sharply late In year

NOTE.—Monthly averages, except for FHA (based on quotation for 1 day
each month). Yields on FHA mortgages are F.R. computations for average secondary prices
reported by FHA; corporate bonds, weighted average of new publicly offered bonds rated
Aaa, Aa, and A by Moody's Investors Service and adjusted to an Aaa basis; State and local
govt. Aaa issues, from Moody's; U.S. Govt. bonds are issues maturing or callable in 10
years or more; Treasury bills, market yields on 3-month bills.
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1963, and at stable rates. Contributing to this stability was the
neutral role played by the Federal National Mortgage Associa-
tion; mortgage holdings of this agency changed little in 1964,
following substantial sales to private lenders in the previous year.

The stability of interest rates was tested late in November
when international financial developments led to the increase in
the Federal Reserve discount rate and to higher maximum rates
payable on time and savings deposits at commercial banks. Rates
on short-term market instruments rose promptly, but by less than
the discount rate increase, and for the month of December the
yield on 3-month Treasury bills averaged 3.84 per cent.

The initial reactions among longer-term rates were less marked
than those in the short-term market, and after a short period of
uncertainty, yields on longer-term securities returned to the levels
existing before the change in the discount rate. Indeed, yields on
top-quality State and local government obligations later fell be-
low 3 per cent, their lowest level for the year.

For 1964 as a whole, the term structure of interest rates was
compressed further, reducing the already narrow spread between
returns available on long- and short-term securities. At the same
time, yield spreads among long-term instruments shifted some-
what during the year in response to supply factors and to the
relatively stronger demand by investors for particular types of
issues. As in other recent years, the combined result of market
forces and regulatory action was to maintain the ready availa-
bility of funds for long-term borrowers while exerting further
upward pressure to keep short-term rates competitive with those
abroad.
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BALANCE OF PAYMENTS

The adverse payments balance of the United States in its trans-
actions with the rest of the world remained large in 1964. Ex-
cluding special receipts such as advance payments on military
sales and nonscheduled repayments of debt by foreign gov-
ernments, it totaled $3 billion. A record surplus on current
transactions in goods, services, remittances, and pensions was
attained early in 1964 and was well maintained throughout
the year. In the first half of the year, however, an excep-
tionally large increase in outflows of private U.S. short-term
capital offset the gain in the current-account surplus, and the
deficit totaled $900 million on a seasonally adjusted basis; this
was about the same as the reduced rate of deficit in the last half
of 1963. The deficit increased to more than $2 billion in the
second half of 1964, mainly as a result of a further expansion
in net outflows of private capital.

The further enlargement of the surplus on trade and other
current transactions in 1964 testified to continuing progress in
some of the adjustments necessary to reduce the payments defi-
cit. Nevertheless these adjustments did not proceed fast enough
to overcome the effects of rising outflows of private capital. The
marked expansion in these outflows in 1964 was influenced by
the increase of credit restraints abroad associated with cyclical
changes in foreign business conditions, and possibly also by the
uncertainties created by the sterling crisis, which emerged late
in the year. The large outflows of private capital in 1964 also
represented a continuation of the strong upward trend in such
outflows in recent years. This trend has been aided by the heavy
flow of savings and the more ready availability of credit in the
United States and by the growing integration of international
markets for money and credit. In summary, over-all progress
toward achieving equilibrium in the balance of payments cannot
yet be termed satisfactory.
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CURRENT-ACCOUNT TRANSACTIONS

Rapid increases in economic activity abroad in late 1963 and
into early 1964 helped importantly to raise the U.S. current-
account surplus to a record level of more than $7 billion in 1964.
Merchandise exports reached a seasonally adjusted annual rate
of $24.3 billion in the first half of 1964, one-seventh higher than
a year earlier. As expansion in economic activity in industrial
countries abroad slowed beginning in the spring, so too did the
expansion of U.S. exports. But growing sales to Latin America
and other nonindustrial countries helped to raise exports after the
spring, and towards the end of the year exports to industrial
countries began to pick up again. In the second half of the year,
total exports averaged nearly $26 billion at a seasonally adjusted
annual rate.

Merchandise imports began to rise again in the spring after
having changed little in the latter half of 1963. For the year as
a whole imports totaled $18.6 billion and were nearly 10 per
cent higher than in 1963. The continuing expansion of imports
—attributable largely to growth of domestic production and in-
comes—was one of the factors contributing to the higher pay-
ments deficit in the second half of the year.

Besides an increase in the trade surplus of $1.5 billion,
income received from U.S. investments in foreign countries
also was much higher in 1964. In recent years, growth in invest-
ment income has been rapid, reflecting the large outflows of U.S.
capital into direct investments and other earning assets abroad.
In 1964, net receipts on investments totaled $3.9 billion and
were $600 million higher than in 1963.

PRIVATE CAPITAL MOVEMENTS

The net outflow of U.S. private capital in 1964 exceeded $6 bil-
lion and was nearly $2 billion more than in 1963. Net extensions
of credit abroad by U.S. commercial banks were twice as large as
in the preceding year, and they accounted for one-third of the
total private capital outflows. By the early months of 1964 grow-
ing pressures of demand on productive resources in major in-
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INCREASED CAPITAL OUTFLOWS limit reduction in payments
deficit
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NOTE.—Over-all balance is the balance on regular types of transactions (Commerce Dept.)
and equals difference between balances in upper panels, plus errors and omissions (unre-
corded transactions and statistical discrepancies) not shown. Current-account balance equals
balance on goods, services, and pensions and remittances. Net U.S. Govt. capital outflow
includes grants and changes in associated U.S. liabilities, and excludes receipts from prepay-
ments on U.S. Govt. loans. Private capital outflows are net of all foreign capital inflows
other than changes in foreign liquid assets in United States. Data for 1964 are partly
estimated by Federal Reserve.
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dustrial countries abroad had been reflected in higher and rising
interest rates. In many instances, financial policies restricting the
availability of credit—in order to curb internal price increases
and drains on external reserves—were an important element in
the upward movement of interest rates. At the same time, the
continued relative availability of credit in this country facilitated
the accommodation of increased foreign demands for bank loans
and acceptance financing.

The rise in interest rates abroad attracted a large flow of U.S.
short-term investment funds into time deposits with foreign com-
mercial banks and into finance paper and other money market
instruments abroad, especially in the first half of the year; the
bulk of this short-term flow continued to be into assets denomi-
nated in U.S. dollars.

Outflows of liquid funds fell off in the second half of 1964,
but lending to foreigners by U.S. banks continued at a rapid
pace throughout the year, with a marked growth in outflow of
term loans. The adaptation of term loans to the requirements
of foreign borrowers has been an important influence in en-
larging outflows of these loans.

Purchases by U.S. investors of new foreign security issues re-
mained at moderate levels until the enactment of the interest
equalization tax in September. A very large volume of Canadian
issues, which were exempted from the tax, were then offered and
placed in the fourth quarter. Some of these issues had been de-
layed until their exemption from the tax had become certain.
As in the latter part of 1963, U.S. investors' purchases of out-
standing foreign securities during 1964 were less than their sales
of such securities.

In addition to larger outflows of long- and short-term bank
credit and of short-term liquid funds, direct investments by U.S.
corporations in foreign branches and affiliates increased further.
There was also a large advance payment by U.S. power com-
panies to Canada for future water benefits in the Columbia River
basin.
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Accompanying the record outflow of U.S. private capital was
a $1.5 billion increase in foreign private (and international in-
stitutions') holdings of liquid assets in the United States. This
exceptionally large inflow of funds represented primarily inter-

ijBfriii|ri|arply in 1964j

NOTE.—Purchases of foreign securities include net purchases of new issues
and of outstanding foreign securities by U.S. residents less redemptions. Bank credit in-
cludes long- and short-term loans and acceptance credits. Liquid funds include all short-
term, foreign-currency-denominated claims on foreigners reported by banks and nonfinancial
concerns in the United States; short-term, dollar-denominated claims (other than bank
credits and collections outstanding) reported by banks; and short-term, dollar-denominated
claims on Canada and the United Kingdom reported by nonfinancial concerns. Data for
1964 are partly estimated by Federal Reserve.

39

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

bank balances. Part of the growth in these balances seems to
have been associated with movements of foreign funds into Euro-
dollar deposits held with commercial banks in other countries,
including foreign branches of U.S. banks.

FINANCING THE DEFICIT

Official financing of the payments deficit by means of changes
in U.S. reserve assets and in liabilities to foreign official institu-
tions and through special intergovernmental transactions totaled
$1.5 billion in 1964. This involved a reduction of only $125 mil-
lion in the U.S. gold stock. The U.S. position in the International
Monetary Fund decreased by $265 million, mainly because the
United States made its first drawings on its quota in the IMF; the
foreign currencies drawn were subsequently sold to countries
making repayments to the Fund. U.S. official holdings of con-
vertible currencies, on the other hand, increased by $220 million.

Besides this net decline in U.S. reserve assets, foreign official
holdings of liquid dollar assets, including marketable U.S. Gov-
ernment securities, increased by $700 million while net purchases
by foreign central banks and governments of nonmarketable U.S.
Treasury bonds and notes denominated in foreign currencies
totaled $340 million. Special transactions in the form of advance
repayments on U.S. Government loans and of advance payments
for U.S. military sales by foreign governments amounted to $280
million, far less than in preceding years.

The remaining portion of the deficit on regular transactions
was financed by the net increase, mentioned earlier, of $1.5 bil-
lion in U.S. liquid liabilities to foreign private holders and in-
ternational nonmonetary institutions. This was the largest in-
crease in these liabilities since 1959.
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RECORD Ob POLIC\ AC'I IONS
OF THF BOARD OF CJOVI'RNORS

January 29, 1964

Amendment to Regulation D, Reserves of Member Banks.

Effective January 29, 1964, Regulation D was amended by deleting the
last sentence of Section 204.2(b): "The word 'banks' in the term 'due
from other banks' refers to incorporated banks and does not include pri-
vate banks or bankers."

Votes for this action: Messrs. Martin, Balderston,
Mills, Robertson, Shepardson, and Mitchell. Votes
against this action: None.

This technical amendment was adopted to conform the terms
of Regulation D to an interpretation, also adopted on January 29,
1964, in which the Board held, among other things, that the term
"other banks" in Section 19, paragraph 11, of the Federal Reserve
Act includes State-supervised private banks, and that balances
due from such institutions therefore may be deducted by a mem-
ber bank from its gross demand deposits in estimating required
reserve balances.

August 24, 1964

Amendments to Regulation G, Collection of Noncash Items, and
Regulation J, Check Clearing and Collection.

Effective September 1, 1964, Regulations G and J were amended in
certain technical respects.

Votes for this action: Messrs. Balderston, Mills,
Robertson, and Daane. Votes against this action:
None.

The purposes of the amendments were: (1) to provide that a
Federal Reserve Bank in a State in which the Uniform Commer-
cial Code is in effect shall receive the same warranties from send-
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ing banks in States in which the Code is not in effect as such
Reserve Bank is required by the Code to give to banks to which
it forwards items for payment; and (2) to make it clear that a
Federal Reserve Bank sending items to another Reserve Bank
does so subject to the same terms and conditions as those on
which the items are sent by member banks and nonmember clear-
ing banks to Federal Reserve Banks.

November 23, 1964

Increase of rates on discounts and advances by Federal Reserve Banks.

Effective November 24, 1964, the Board approved actions taken by the
Boards of Directors of the Federal Reserve Banks of Boston, New York,
Philadelphia, Chicago, and St. Louis establishing a rate of 4 per cent (an
increase from 3Vi per cent) on discounts and advances to member banks
under Sections 13 and 13a of the Federal Reserve Act.

Votes for this action: Messrs. Martin, Balderston,
Mills, Shepardson, and Daane. Vote against this ac-
tion: Mr. Robertson.

Pursuant to the policy established by this action, the Board
subsequently approved the same rate for the remaining Federal
Reserve Banks effective on the following dates:

Atlanta November 25, 1964
Cleveland November 27, 1964
Richmond November 27, 1964
Dallas November 27, 1964
San Francisco November 27, 1964
Minneapolis November 30, 1964
Kansas City November 30, 1964

Effective on the same dates, the Board approved for the respective
Federal Reserve Banks a rate of 41/2 per cent on advances to member
banks under Section 10(b) of the Federal Reserve Act. In addition, the
Board approved increases at all of the Banks in rates on advances to
individuals, partnerships, and corporations other than member banks
under the last paragraph of Section 13 of the Act.
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(In accordance with provisions of the Federal Reserve Act, the Fed-
eral Reserve Banks establish rates on discounts for and advances to mem-
ber banks at least every 14 days, and submit such rates to the Board for
review and determination. Prior to this date, no changes had been made
in these rates since those referred to on pages 38-41 of the Board's ANNUAL
REPORT for 1963.)

This action—aimed at preserving the strength of the dollar
internationally—was taken within a matter of hours following
announcement by the Bank of England of an increase in its dis-
count rate from 5 per cent to 7 per cent, a move that the Bank
of England had felt compelled to make in view of recent specu-
lative pressures on the pound sterling in the foreign exchange
markets. The increase in the Federal Reserve discount rate was
in response to the increase in the Bank of England's discount
rate and was designed to counter possible capital outflows from
the United States that might be prompted by any further widening
of the spread between interest rates in this country and those avail-
able in money centers abroad. While the discount rate increase
therefore was prompted by international considerations, the
Board in approving the discount actions taken by the directors of
the respective Federal Reserve Banks noted the general strength
and continued expansion of the domestic economy. It concluded
that the domestic effects of the increase would not be deleterious
and that the System should not delay in taking this step toward
maintaining the international strength of the dollar.

Governor Robertson dissented because his analysis of both
the domestic and the international financial situation suggested
to him that such action was unwise and, in any event, premature.
It was his view that while the increase in the British discount
rate was necessary, an immediately following increase in the
Federal Reserve discount rate (1) could not be justified on eco-
nomic grounds, (2) might lessen the effectiveness of the British
action, and (3) might trigger a ratcheting of rate increases in
other countries.

45

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

November 23, 1964
Amendment of Regulation Q, Payment of Interest on Deposits.

Effective November 24, 1964, the Board approved revision of the
Supplement to Regulation Q to reflect the following actions:

An increase from 4 per cent to AV2 per cent in the maximum rate of
interest permitted to be paid by member banks on time deposits with
maturities of 90 days or more.

Votes for this action: Messrs. Martin, Balder-
ston, Mills, Robertson, Shepardson, and Daane.
Votes against this action: None.

An increase from 1 per cent to 4 per cent in the maximum rate of
interest permitted to be paid by member banks on time deposits with
maturities of less than 90 days.

Votes for this action: Messrs. Martin, Balder-
ston, Mills, Shepardson, and Daane. Vote against
this action: Mr. Robertson.

Elimination of the maximum rate of ZVi per cent on savings deposits
that had remained on deposit for less than 12 months.

Votes for this action: Messrs. Martin, Balder-
ston, Mills, Robertson, Shepardson, and Daane.
Votes against this action: None.

A maximum rate of interest of 4 per cent permitted to be paid by
member banks on savings deposits.

Votes for this action: Messrs. Martin, Balder-
ston, Mills, and Daane. Votes against this action:
Messrs. Robertson and Shepardson.

The action increasing the maximum rates of interest per-
mitted to be paid by member banks of the Federal Reserve Sys-
tem on time and savings deposits was designed to insure that
the flow of savings through commercial banks would remain
ample for the financing of domestic investment, and in the case
of time deposits also to insure that U.S. banks would have ade-
quate leeway to compete for funds, including short-term money,
that might otherwise be attracted abroad out of interest rate
considerations.
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The increase from 4 per cent to AV2 per cent in the maximum
permissible rate on time deposits of 90 days maturity or more
was adopted as being of particular significance in enabling U.S.
banks to retain or attract funds that otherwise might flow to
money markets abroad. The increase to 4 per cent in the maxi-
mum rate payable on time deposits with maturities of less than
90 days was based on a conclusion that banks were under con-
siderable competitive pressure to increase time deposit rates
down to short maturities and that they should be permitted to
accommodate their customers with shorter-term certificates of
deposit at rates that would prove competitive. The 4 per cent
maximum was believed to be realistic.

The decision to establish a maximum rate of 4 per cent on
savings deposits, including those on deposit for less than 12
months, reflected a view that such a maximum rate would en-
able member banks to give some recognition to holders of sav-
ings deposits without disturbing unduly the prevailing relation-
ships between rates paid on savings deposits by commercial
banks and by savings institutions such as mutual savings banks
and savings and loan associations. It was felt that a higher maxi-
mum rate might have the practical effect of compelling some
banks to pay the maximum rate for competitive reasons against
their own judgment. It was also suggested that a maximum rate
higher than 4 per cent might tend to complicate Treasury
financing problems. Elimination of the maximum rate of 3Y2
per cent on savings that had remained on deposit for less than
a year also was favored on the ground that the split rate un-
necessarily complicated bookkeeping procedures at member
banks.

While Governor Robertson had opposed the increase in the
discount rate, he joined the other members of the Board in a
unanimous view that in light of the discount action, some change
in the maximum interest rates permitted under Regulation 0
was warranted by the need to prevent a run-off of time deposits.
However, he dissented from the action increasing from 1 per
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cent to 4 per cent the maximum permissible rate on time deposits
with maturities of less than 90 days, because he believed that a
ceiling as high as 4 per cent for such maturity deposits would
invite still more "hot" money into the banks and encourage the
replacement of maturing certificates of deposit with new certifi-
cates of shorter original maturities, thus aggravating bank deposit
volatility and pressures upon bank liquidity positions.

Governors Robertson and Shepardson favored an increase
in the maximum rate on savings deposits to AVi per cent, the
same as the maximum permissible rate approved for time deposits
with maturities of 90 days or more. They could see no justifica-
tion for discriminating against small savers by prescribing a 4 per
cent rate ceiling on savings deposits while authorizing a 4Vi
per cent rate on other time deposits held almost exclusively by
large business concerns.

Simultaneously with the Board's action raising the permissible
rates for member banks under Regulation Q, the Federal Deposit
Insurance Corporation effected similar changes in its regulation
applicable to nonmember insured banks.

December 16, 1964

Action with respect to capital accounts of the Federal Reserve Banks.

Effective December 31, 1964, the Board determined that the surplus
of the Federal Reserve Banks should be maintained at a level equal to
100 per cent of the paid-in capital of the respective Banks rather than
100 per cent of subscribed capital.

Votes for this action: Messrs. Martin, Balderston,
Robertson, Shepardson, and Mitchell. Vote against
this action: Mr. Mills.

Prior to 1933 the terms of the Federal Reserve Act required
the Federal Reserve Banks to pay to the Government a franchise
tax equal to 90 per cent of their earnings, after accumulation of
surplus equal to subscribed capital (which is twice the amount
of paid-in capital). The Congress eliminated this tax to enable
the Reserve Banks to rebuild their surplus accounts after they
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paid half of their surplus ($139 million) for capital stock of the
Federal Deposit Insurance Corporation, as provided in the Bank-
ing Act of 1933.

By the end of 1946 the surplus accounts of the Reserve Banks
totaled $440 million and their subscribed capital $374 million.
Consequently, the Board considered it appropriate to accomplish
the same results as the franchise tax had accomplished, by estab-
lishing, under the authority of the fourth paragraph of Section
16 of the Federal Reserve Act, such rates of interest on outstand-
ing Federal Reserve notes not covered by gold certificate collat-
eral as would make it possible to transfer to the Treasury ap-
proximately 90 per cent of the earnings of each Federal Reserve
Bank after payment of necessary expenses and statutory dividends,
and after such provisions as might be necessary to restore the
surplus of each Bank to 100 per cent of subscribed capital if it
fell below that figure.

At the end of 1959 the combined subscribed capital of the
Federal Reserve Banks stood at $777 million and combined sur-
plus at $868 million. The Board's review of the situation resulted
in a decision that the maintenance of surplus at a level equal to
100 per cent of subscribed capital would be sufficient to meet any
foreseeable needs of the Reserve Banks. Accordingly, the 1959
payments to the Treasury as interest on Federal Reserve notes
consisted of (1) all net earnings after dividends and after provi-
sion for building up surplus to 100 per cent of subscribed capital
at those Banks where it was below that amount, and (2) the
amounts by which surplus at the other Reserve Banks exceeded
subscribed capital.

From the end of 1959 to December 16, 1964, the paid-in
capital of the Federal Reserve Banks rose from $387 million to
$522 million as a result of increases in the capital and surplus
of member banks; it was apparent that at the end of 1964 the
surplus of the Federal Reserve Banks would be slightly over $1
billion. After examination of the attendant circumstances, includ-
ing the risks to which operations of the Federal Reserve Banks
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were currently subject, the Board concluded that the maintenance
of surplus accounts of Federal Reserve Banks at an amount equal
to their paid-in capital would be adequate. The Board therefore
took steps the effect of which was to cause payments to the Treas-
ury by the Federal Reserve Banks as interest on outstanding Fed-
eral Reserve notes for the year 1964 to total $1,582 million. This
total consisted of all earnings after the payment of dividends and
necessary expenses, plus amounts necessary to reduce surplus to
the level of paid-in capital, instead of subscribed capital.

In dissenting from this action Governor Mills pointed out that
the Federal Reserve Banks had been established as corporate
entities, with capital accounts envisaged as a protective shield
against risks. He considered the level of Reserve Bank capital
funds not out of line with risks inherent in their operations, in-
cluding the discount function and foreign currency transactions.
While any impairment of capital resulting from losses could be
restored from future earnings, this would be at the expense of
payments that would otherwise be made to the Treasury.

December 16, 1964

Adoption of Regulation F, Securities of Member State Banks.

Effective January 1, 1965, the Board issued Regulation F pursuant to
the provisions of the Securities Acts, Amendments of 1964.

Votes for this action: Messrs. Martin, Balderston,
Mills, Robertson, Shepardson, and Mitchell. Votes
against this action: None.

Prior to enactment of the Securities Acts, Amendments of
1964, approved August 20, 1964 (Public Law 88-467), the
"disclosure" requirements of the Securities Exchange Act of
1934 applied only to securities traded on exchanges. Under sub-
section 12(g) of the amended Act, these requirements were made
applicable also to the issuer of a class of equity securities held
of record by at least 750 persons (if the issuer had total assets
exceeding $1 million), even though the equity security in ques-
tion was traded on the "over-the-counter market" and not on a
securities exchange. (After a lapse of 2 years, the Act will apply
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in any such case where a class of equity security is held of record
by at least 500 persons.)

The amended Act applied to bank stocks as well as to the
equity securities of other corporations, and administration of the
new law, in its application to bank stocks, was placed with the
three Federal bank supervisory authorities. The Board of Gov-
ernors was given responsibility for implementing the law in its
application to State banks that are members of the Federal Re-
serve System, and Regulation F was adopted pursuant to this
responsibility. The regulation related to the registration of stock,
filing of reports, solicitation of stockholder proxies, and dis-
closure of transactions in bank stocks by so-called "insiders."

Drafts of the Board's regulatory proposals were published in
the Federal Register in August and September 1964, with an
invitation for comments. Responses were received from repre-
sentative groups of bankers, securities analysts, and accountants,
as well as from a number of individuals and concerns. In an-
nouncing subsequently the adoption of Regulation F, the Board
stated that "Further consideration of the preliminary proposals,
in the light of suggestions received, resulted in a number of
changes that are reflected in the regulation as now adopted. The
Board recognizes, in addition, that experience in dealing with so
new and complex an area may point to the need for further al-
terations, and it will be prepared to act expeditiously to remedy
any deficiencies that may develop."

The Board further stated that "Of the Federal Reserve Sys-
tem's nearly 1,500 State-chartered member banks, it has been
estimated that there are about 200 banks whose stock is held
by a sufficient number of persons to require registration. In adopt-
ing the new regulation the Board has sought to assure investors
of adequate information regarding bank stocks in accordance
with the public disclosure principles of the Securities Exchange
Act, and at the same time to avoid imposing unnecessary burden
and expense on the reporting banks." Along with the new Regula-
tion F, the Board issued instructions governing the form and
content of required financial reports.
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RECORD OF POLICY ACTIONS

OF THF FFDFRAI. OPFN M4RKFT COMMITTF.F

The record of policy actions of the Federal Open Market
Committee is presented in the ANNUAL REPORT of the Board
of Governors pursuant to the requirements of Section 10 of the
Federal Reserve Act. That Section provides that the Board shall
keep a complete record of the actions taken by the Board and
by the Federal Open Market Committee on all questions of
policy relating to open market operations, that it shall record
therein the votes taken in connection with the determination
of open market policies and the reasons underlying each such
action, and that it shall include in its ANNUAL REPORT to the
Congress a full account of such actions.

In the pages that follow, there are entries with respect to the
policy actions taken at the 19 meetings of the Federal Open
Market Committee during the calendar year 1964, including the
votes on the policy decisions made at those meetings as well as a
resume of the basis for the decisions, as reflected by the minutes
of the Committee.

It will be noted from the record of policy actions that in some
cases the decisions were by unanimous vote and that in other
cases dissents were recorded. The fact that a decision In favor of
a general policy was by a large majority, or even that: it was by
unanimous vote, does not necessarily mean that all members of
the Committee were equally agreed as to the reasons for the par-
ticular decision or as to the precise operations in the open market
that were called for to implement the general policy.

The policy directives of the Federal Open Market Committee
are issued to the Federal Reserve Bank of New York as the Bank
selected by the Committee to execute transactions for the System
Open Market Account. Both the Manager of the System Open
Market Account and the Special Manager of the Account for
foreign currency operations attend the meetings of the Com-
mittee. In the area of domestic open market activities the Bank
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operates under two separate policy directives from the Open
Market Committee—a continuing authority directive and a cur-
rent economic policy directive. At the beginning of the calendar
year the continuing authority directive in effect was as follows:

1. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York, to the extent necessary to carry
out the current economic policy directive adopted at the most recent
meeting of the Committee:

(a) To buy or sell U.S. Government securities in the open market,
from or to Government securities dealers and foreign and international
accounts maintained at the Federal Reserve Bank of New York, on a
cash, regular, or deferred delivery basis, for the System Open Market
Account at market prices and, for such Account, to exchange maturing
U.S. Government securities with the Treasury or allow them to mature
without replacement; provided that the aggregate amount of such securi-
ties held in such Account (including forward commitments, but not in-
cluding such special short-term certificates of indebtedness as may be
purchased from the Treasury under paragraph 2 hereof) shall not be
increased or decreased by more than $1 billion during any period between
meetings of the Committee;

(b) To buy or sell prime bankers' acceptances of the kinds designated
in the Regulation of the Federal Open Market Committee in the open
market, from or to acceptance dealers and foreign accounts maintained
at the Federal Reserve Bank of New York, on a cash, regular, or deferred
delivery basis, for the account of the Federal Reserve Bank of New York
at market discount rates; provided that the aggregate amount of bankers'
acceptances held at any one time shall not exceed $75 million or 10 per
cent of the total of bankers' acceptances outstanding as shown in the most
recent acceptance survey conducted by the Federal Reserve Bank of New
York;

(c) To buy U.S. Government securities with maturities of 24 months
or less at the time of purchase, and prime bankers' acceptances with
maturities of 6 months or less at the time of purchase, from nonbank
dealers for the account of the Federal Reserve Bank of New York under
agreements for repurchase of such securities or acceptances in 15 calen-
dar days or less, at rates not less than (a) the discount rate of the Federal
Reserve Bank of New York at the time such agreement is entered into,
or (b) the average issuing rate on the most recent issue of 3-month
Treasury bills, whichever is the lower; provided that in the event Govern-

53

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

ment securities covered by any such agreement are not repurchased by
the dealer pursuant to the agreement or a renewal thereof, they shall be
sold in the market or transferred to the System Open Market Account;
and provided further that in the event bankers' acceptances covered by
any such agreement are not repurchased by the seller, they shall continue
to be held by the Federal Reserve Bank or shall be sold in the open
market.

2. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York to purchase directly from the
Treasury for the account of the Federal Reserve Bank of New York (with
discretion, in cases where it seems desirable, to issue participations to one
or more Federal Reserve Banks) such amounts of special short-term
certificates of indebtedness as may be necessary from time to time for the
temporary accommodation of the Treasury; provided that the rate charged
on such certificates shall be a rate V\ of 1 per cent below the discount rate
of the Federal Reserve Bank of New York at the time of such purchases;
and provided further that the total amount of such certificates held at
any one time by the Federal Reserve Banks shall not exceed $500 million.

This directive was amended on several occasions during the
year. As noted in the entries for the respective dates, the limit
on changes in holdings of securities in the System Open Market
Account during any period between meetings of the Committee,
specified in paragraph (a) of Section 1, was raised to $1.5 billion
on January 7, restored to $1 billion on February 11, and raised
once more to $1.5 billion on March 3, where it remained
throughout the rest of the year; certain clarifying revisions were
made in the language of the preamble and paragraph (a) of
Section 1 on March 3; and the limit on System Account holdings
of bankers' acceptances, specified in paragraph (b) of Section
1, was increased from $75 million to $125 million on November
10.

The current economic policy directive was changed frequently
during the year, as shown in the respective policy record entries.
The current economic policy directive that was in effect at the
beginning of 1964 instructed the Federal Reserve Bank of New
York as follows:

It is the Federal Open Market Committee's current policy to accommo-
date moderate growth in bank credit, while maintaining conditions in the
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money market that would contribute to continued improvement in the
capital account of the U.S. balance of payments. This policy takes into
consideration the fact that domestic economic activity is expanding fur-
ther, although with a margin of underutilized resources; and the fact that
the balance of payments position is still adverse despite a tendency to
reduced deficits. It also recognizes the increases in bank credit, money
supply, and the reserve base of recent months.

To implement this policy, System open market operations shall be con-
ducted with a view to maintaining about the same conditions in the money
market as have prevailed in recent weeks, while accommodating moderate
expansion in aggregate bank reserves.

In the foreign currency area, the Federal Reserve Bank of
New York operates under (1) an authorization regarding open
market transactions in foreign currencies, (2) a statement of
guidelines for System foreign currency operations, and (3) a
continuing authority directive on System foreign currency opera-
tions.

The authorization regarding open market transactions in for-
eign currencies in effect at the beginning of and throughout the
year read as follows:

AUTHORIZATION REGARDING OPEN MARKET TRANSACTIONS

IN FOREIGN CURRENCIES

Pursuant to Section 12A of the Federal Reserve Act and in accordance
with Section 214.5 of Regulation N (as amended) of the Board of Gov-
ernors of the Federal Reserve System, the Federal Open Market Com-
mittee takes the following action governing open market operations inci-
dent to the opening and maintenance by the Federal Reserve Bank of
New York (hereafter sometimes referred to as the New York Bank) of
accounts with foreign central banks.

I. Role of Federal Reserve Bank of New York
The New York Bank shall execute all transactions pursuant to this

authorization (hereafter sometimes referred to as transactions in foreign
currencies) for the System Open Market Account, as defined in the Regu-
lation of the Federal Open Market Committee.

II. Basic Purposes of Operations
The basic purposes of System operations in and holdings of foreign

currencies are:
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(1) To help safeguard the value of the dollar in international exchange
markets;

(2) To aid in making the existing system of international payments
more efficient and in avoiding disorderly conditions in exchange
markets;

(3) To further monetary cooperation with central banks of other
countries maintaining convertible currencies, with the International
Monetary Fund, and with other international payments institu-
tions;

(4) Together with these banks and institutions, to help moderate
temporary imbalances in international payments that may ad-
versely affect monetary reserve positions; and

(5) In the long run, to make possible growth in the liquid assets avail-
able to international money markets in accordance with the
needs of an expanding world economy.

III. Specific Aims of Operations
Within the basic purposes set forth in Section II, the transactions shall

be conducted with a view to the following specific aims:
(1) To offset or compensate, when appropriate, the effects on U.S.

gold reserves or dollar liabilities of disequilibrating fluctuations in
the international flow of payments to or from the United States,
and especially those that are deemed to reflect temporary forces
or transitional market unsettlement;

(2) To temper and smooth out abrupt changes in spot exchange rates
and moderate forward premiums and discounts judged to be dis-
equilibrating;

(3) To supplement international exchange arrangements such as those
made through the International Monetary Fund; and

(4) In the long run, to provide a means whereby reciprocal holdings
of foreign currencies may contribute to meeting needs for inter-
national liquidity as required in terms of an expanding world
economy.

IV. Arrangements with Foreign Central Banks
In making operating arrangements with foreign central banks on Sys-

tem holdings of foreign currencies, the New York Bank shall not commit
itself to maintain any specific balance, unless authorized by the Federal
Open Market Committee.

The Bank shall instruct foreign central banks regarding the investment
of such holdings in excess of minimum working balances in accordance
with Section 14(e) of the Federal Reserve Act.
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The Bank shall consult with foreign central banks on coordination of
exchange operations.

Any agreements or understandings concerning the administration of
the accounts maintained by the New York Bank with the central banks
designated by the Board of Governors under Section 214.5 of Regulation
N (as amended) are to be referred for review and approval to the Com-
mittee, subject to the provision of Section VIII, paragraph 1, below.

V. Authorized Currencies
The New York Bank is authorized to conduct transactions for System

Account in such currencies and within the limits that the Federal Open
Market Committee may from time to time specify.

VI. Methods of Acquiring and Selling Foreign Currencies
The New York Bank is authorized to purchase and sell foreign cur-

rencies in the form of cable transfers through spot or forward trans-
actions on the open market at home and abroad, including transactions
with the Stabilization Fund of the Secretary of the Treasury established
by Section 10 of the Gold Reserve Act of 1934 and with foreign monetary
authorities.

Unless the Bank is otherwise authorized, all transactions shall be at
prevailing market rates.

VII. Participation of Federal Reserve Banks
All Federal Reserve Banks shall participate in the foreign currency

operations for System Account in accordance with paragraph 3 G (1)
of the Board of Governors' Statement of Procedure with Respect to For-
eign Relationships of Federal Reserve Banks dated January 1, 1944.

VIII. Administrative Procedures
The Federal Open Market Committee authorizes a Subcommittee con-

sisting of the Chairman and the Vice Chairman of the Committee and
the Vice Chairman of the Board of Governors (or in the absence of the
Chairman or of the Vice Chairman of the Board of Governors the mem-
bers of the Board designated by the Chairman as alternates, arid in the
absence of the Vice Chairman of the Committee his alternate) to give
instructions to the Special Manager, within the guidelines issued by the
Committee, in cases in which it is necessary to reach a decision on opera-
tions before the Committee can be consulted.

All actions authorized under the preceding paragraph shall be promptly
reported to the Committee.

The Committee authorizes the Chairman, and in his absence the Vice
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Chairman of the Committee, and in the absence of both, the Vice Chair-
man of the Board of Governors:

(1) With the approval of the Committee, to enter into any needed
agreement or understanding with the Secretary of the Treasury
about the division of responsibility for foreign currency operations
between the System and the Secretary;

(2) To keep the Secretary of the Treasury fully advised concerning
System foreign currency operations, and to consult with the Secre-
tary on such policy matters as may relate to the Secretary's re-
sponsibilities;

(3) From time to time, to transmit appropriate reports and informa-
tion to the National Advisory Council on International Monetary
and Financial Problems.

IX. Special Manager of System Open Market Account
A Special Manager of the Open Market Account for foreign currency

operations shall be selected in accordance with the established procedures
of the Federal Open Market Committee for the selection of the Manager
of the System Open Market Account.

The Special Manager shall direct that all transactions in foreign
currencies and the amounts of all holdings in each authorized foreign
currency be reported daily to designated staff officials of the Committee,
and shall regularly consult with the designated staff officials of the Com-
mittee on current tendencies in the flow of international payments and on
current developments in foreign exchange markets.

The Special Manager and the designated staff officials of the Committee
shall arrange for the prompt transmittal to the Committee of all statisti-
cal and other information relating to the transactions in and the amounts
of holdings of foreign currencies for review by the Committee as to con-
formity with its instructions.

The Special Manager shall include in his reports to the Committee a
statement of bank balances and investments payable in foreign curren-
cies, a statement of net profit or loss on transactions to date, and a sum-
mary of outstanding unmatured contracts in foreign currencies.

X. Transmittal of Information to Treasury Department
The staff officials of the Federal Open Market Committee shall transmit

all pertinent information on System foreign currency transactions to
designated officials of the Treasury Department.

XI. Amendment of Authorization
The Federal Open Market Committee may at any time amend or

rescind this authorization.
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The guidelines for System foreign currency operations in effect
at the beginning of the year were as follows:

GUIDELINES FOR SYSTEM FOREIGN CURRENCY OPERATIONS

1. Holdings of Foreign Currencies
Until otherwise authorized, the System will limit its holdings of foreign

currencies to that amount necessary to enable its operations to exert a
market influence. Holdings of larger amounts will be authorized only
when the U.S. balance of international payments attains a sufficient sur-
plus to permit the ready accumulation of holdings of major convertible
currencies.

Holdings of a currency shall generally be kept sufficient to meet for-
ward contracts in that currency (exclusive of contracts made under
parallel arrangements with foreign monetary authorities which provide
their own cover) expected to mature in the following 3-week period.

Foreign currency holdings above a certain minimum shall be invested
as far as practicable in conformity with Section 14(e) of the Federal Re-
serve Act.

2. Exchange Transactions
System exchange transactions shall be geared to pressures of payments

flows so as to cushion or moderate disequilibrating movements of funds
and their destabilizing effects on U.S. and foreign official reserves and
on exchange markets.

In general, these transactions shall be geared to pressures connected
with movements that are expected to be reversed in the foreseeable future;
when expressly authorized by the Federal Open Market Committee, they
may also be geared on a short-term basis to pressures connected with
other movements.

Subject to express authorization of the Committee, the Federal Re-
serve Bank of New York may enter into reciprocal arrangements with
foreign central banks on exchange transactions ("swap" arrangements),
which arrangements may be wholly or in part on a standby basis.

Drawings made by either party under a reciprocal arrangement shall
be fully liquidated within 12 months after any amount outstanding at that
time was first drawn, unless the Committee, because of exceptional cir-
cumstances, specifically authorizes a delay.

The New York Bank shall, as a usual practice, purchase and sell
authorized currencies at prevailing market rates without trying to estab-
lish rates that appear to be out of line with underlying market forces.
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If market offers to sell or buy intensify as System holdings increase
or decline, this shall be regarded as a clear signal for a review of the
System's evaluation of international payments flows. This review might
suggest a temporary change in System holdings of a particular convertible
currency and possibly direct exchange transactions with the foreign central
bank involved to be able to accommodate a larger demand or supply.

Starting operations at a time when the United States is not experienc-
ing a net inflow of any eligible foreign currency may require that initial
System holdings (apart from sums that might be acquired from the
Stabilization Fund) be purchased directly from foreign central banks.

It shall be the practice to arrange with foreign central banks for the
coordination of foreign currency transactions in order that System trans-
actions do not conflict with those being undertaken by foreign monetary
authorities.

3. Transactions in Spot Exchange
The guiding principle for transactions in spot exchange shall be that,

in general, market movements in exchange rates, within the limits estab-
lished in the International Monetary Fund Agreement or by central bank
practices, index affirmatively the interaction of underlying economic
forces and thus serve as efficient guides to current financial decisions,
private and public.

Temporary or transitional fluctuations in payments flows may be
cushioned or moderated whenever they occasion market anxieties, or
undesirable speculative activity in foreign exchange transactions, or ex-
cessive leads arid lags in international payments.

Special factors making for exchange market instabilities include (i)
responses to short-run increases in international political tension, (ii)
differences in phasing of international economic activity that give rise to
unusually large interest rate differentials between major markets, or (iii)
market rumors of a character likely to stimulate speculative transactions.

Whenever exchange market instability threatens to produce disorderly
conditions, System transactions are appropriate if the Special Manager,
in consultation with the Federal Open Market Committee, or in an
emergency with the members of the Committee designated for that pur-
pose, reaches a judgment that they may help to re-establish supply and
demand balance at a level more consistent with the prevailing flow of
underlying payments. Whenever supply or demand persists in influencing
exchange rates in one direction, System transactions should be modified,
curtailed, or eventually discontinued pending a re-assessment by the Com-
mittee of supply and demand forces.
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4. Transactions in Forward Exchange
Occasion to engage in forward transactions will arise mainly when

forward premiums or discounts are inconsistent with interest rate differ-
entials and are giving rise to a disequilibrating movement of short-term
funds, or when it is deemed appropriate to supplement existing market
facilities for forward cover as a means of encouraging the retention or
accumulation of dollar holdings abroad.

Proposals of the Special Manager to initiate forward operations shall
be submitted to the Committee for advance approval.

For such operations, the New York Bank may, where authorized, take
over from the Stabilization Fund outstanding contracts for forward sales
or purchases of authorized currencies.

The New York Bank may also, where authorized, purchase currencies
through forward transactions for the purpose of allowing greater flexi-
bility in covering commitments under reciprocal currency agreements.

The New York Bank may further, where authorized, purchase and sell
currencies through forward as well as spot transactions for the purpose
of settling commitments denominated in one currency by means of
utilizing the Bank's holdings of another currency.

5. Exchange Rates
Insofar as practicable, the New York Bank shall purchase a currency

through spot transactions at or below its par value, and should lower the
rate at which it is prepared to purchase a currency as its holdings of that
currency approach the established maximum.

The Bank shall also, where practicable, sell a currency through spot
transactions at rates at or above its par value, and should raise the rate
at which it is prepared to sell a currency as its holdings of that currency
approach zero.

Spot transactions at rates other than those set forth in the preceding
paragraphs shall be specially authorized by the members of the Committee
designated in Section VIII of the Authorization for Open Market Trans-
actions in Foreign Currencies.

A revision was made in these guidelines at the meeting of
October 20, 1964, as noted in the entry for that date.

The continuing authority directive with respect to foreign
currency operations in effect at the beginning of 1964 was as
follows:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
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currencies in accordance with the Guidelines on System Foreign Currency
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 arrangements shall
not exceed $2.05 billion equivalent at any one time, and provided further
that the aggregate amount of foreign currencies held as a result of out-
right 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

The Federal Reserve Bank of New York is also authorized and directed
to operate in any or all of the foregoing currencies in accordance with
the Guidelines and up to a combined total of $150 million equivalent, by
means of:

(a) purchases through forward transactions, for
the purpose of allowing greater flexibility in
covering commitments under reciprocal cur-
rency agreements;

(b) purchases and sales through forward as well as
spot transactions, for the purpose of utilizing
its holdings of one currency for the settlement
of commitments denominated in other curren-
cies; and

(c) purchases through spot transactions and sales
through forward transactions, for the purpose
of restraining short-term outflows of funds in-
duced by arbitrage considerations.

The Federal Reserve Bank of New York is also authorized and directed
to make purchases through spot transactions, including purchases from
the U.S. Stabilization Fund, and concurrent sales through forward trans-
actions to the U.S. Stabilization Fund, of any of the foregoing currencies
in which the U.S. Treasury has outstanding indebtedness, in accordance
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with the Guidelines and up to a total of $100 million equivalent. Pur-
chases may be at rates above par, and both purchases and sales are to
be made at the same rates.

This directive was amended on two occasions during the year,
as noted in entries for October 20 and November 24. The effects
of the amendments were to specify an additional purpose for
which forward transactions in foreign currencies were authorized
and to modify the amounts of the dollar limits specified for for-
eign currency operations.

January 7, 1964

1. Authority to effect transactions in System Account.

As 1963 ended, economic activity was continuing to advance
at a moderate pace, consumer prices were rising slowly further,
and wholesale prices were little changed at about the level that
had prevailed for 6 years. The unemployment rate had been rela-
tively stable for 2 years; in 1963 it averaged 5.7 per cent of the
civilian labor force and in 1962, 5.6 per cent. Stock market
prices were at record levels, and interest rates on Government
securities and high-grade corporate and municipal bonds were
higher than a year earlier. For example, yields on longer-term
high-grade bonds were up Vs to VA of a percentage point, and
yields on 3-month Treasury bills were about % of a point higher.
Not all interest rates had advanced, however; in particular, mort-
gage yields were little changed from their April levels and were
below those of December 1962. Recent estimates suggested that
the deficit in the U.S. balance of international payments was
reduced appreciably in the second half of 1963 to an annual
rate of about %\Vi billion, and that the deficit for the year as a
whole might have been below $3 billion. While still large, this
would be the smallest deficit for any year since 1957.

Gross national product in the fourth quarter of 1963 was un-
officially estimated at a $597-598 billion annual rate, 5Vi per
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cent above a year earlier. Much of the recent strength in activity
was attributable to high levels of consumer spending. After a
slight dip in November, retail sales increased substantially to a
record volume in December, as gains were recorded in all du-
rable and most nondurable categories.

Business spending continued relatively cautious despite re-
portedly widespread optimism about the outlook. There had been
some increase in the rate at which manufacturers increased in-
ventories in October and November, but a survey indicated that
they planned to reduce the rate of inventory accumulation in the
first quarter of 1964. Business plans for fixed capital outlays
called for little change from the record fourth-quarter level in
the first quarter of the new year and a modest rise in the second
quarter.

In the financial area, bank credit expansion in December was
substantially smaller than in November, according to preliminary
estimates. The seasonally adjusted money supply changed little
from the first half of November to the first half of December,
and growth in time and savings deposits appeared to have
slackened markedly in December. Free reserves averaged about
$150 million in the final 4 weeks of the year, compared with a
little over $100 million in the preceding 4 weeks. Money mar-
ket conditions on the whole were steadier than usual for this
season of the year.

Yields on 3-month Treasury bills had fluctuated in a narrow
range in December and early January, holding slightly above
the 3Vi per cent discount rate on most days in that period.
Treasury note and bond yields edged up to new 1963 highs
before leveling off late in December, and corporate bond yields
reached their highest levels in over a year at the end of that
month. It was reported that the Treasury might forego part of
its anticipated January cash financing because of an unex-
pectedly strong cash position, and that it was actively consider-
ing an advance refunding in the immediate future.

Tentative weekly figures on U.S. international payments in
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December indicated a surplus of about $450 million in that
month, and implied a fourth-quarter deficit at an annual rate
even below the reduced third-quarter figure. While part of the
December surplus may have represented temporary transfers
of funds for window-dressing purposes, trade figures through
November suggested that some of the recent improvement in
the payments balance was due to higher exports. On the other
hand, outstanding short-term bank loans to foreigners increased
sharply in October and November.

Economic activity abroad continued to expand. Inflationary
developments appeared to be threatening in a number of Euro-
pean countries and continued to be evident in less developed
areas.

The Committee agreed that no change should be made in its
monetary and credit policy at this meeting, although several
members indicated that they would have favored some shift
toward less ease at this time on both domestic and international
grounds if Treasury financing had not been in immediate pros-
pect. These members felt that the recent rates of growth in bank
reserves, bank credit, money supply, and nonbank liquidity
were greater than justified by the needs of the domestic economy
and had contributed to the large volume of foreign lending by
U.S. banks. They also noted that rising foreign interest rates
associated with efforts of the authorities in several countries to
curb domestic inflationary pressures might induce increased
short-term capital outflows. Even taking the Treasury financ-
ing into account, these members felt that it would be appropriate
to reduce free reserves from the somewhat higher levels of recent
weeks and to counter any downward seasonal pressures on short-
term interest rates.

Other members, emphasizing the absence of boom conditions
and psychology, the continued high level of domestic unemploy-
ment, the broad stability of commodity prices, and the recent
improvement in the payments balance, felt that a shift to less
ease would be undesirable even apart from the prospective
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Treasury financing; they preferred to continue the current mon-
etary policy as long as these circumstances obtained. For the
immediate future, they saw no objection to somewhat lower
short-term rates arising from seasonal or other market forces.
Some members expressed the view that excessive stability in
Treasury bill rates was undesirable on its own account.

The Committee's current economic policy directive to the
Federal Reserve Bank of New York, as issued at this meeting,
differed from that in effect at the beginning of the year only by
the addition of a reference to Treasury financing in the second
paragraph. It read as follows:

It is the Federal Open Market Committee's current policy to ac-
commodate moderate growth in bank credit, while maintaining condi-
tions in the money market that would contribute to continued improve-
ment in the capital account of the U.S. balance of payments. This policy
takes into consideration the fact that domestic economic activity is ex-
panding further, although with a margin of underutilized resources; and
the fact that the balance of payments position is still adverse despite a
tendency to reduced deficits. It also recognizes the increases in bank
credit, money supply, and the reserve base of recent months.

To implement this policy, and taking into account prospective Treas-
my financing, System open market operations shall be conducted with a
view to maintaining about the same conditions in the money market as
have prevailed in recent weeks, while accommodating moderate expan-
sion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bopp, Clay, Daane, Mitchell, Robert-
son, Scanlon, Shepardson, and Shuford. Vote
against this action: Mr. Mills.

Mr. Mills dissented from this action because he believed that
a somewhat more liberal provision of reserves would yield bene-
ficial economic returns, without complicating the Treasury's
financing program.

2. Amendment of continuing authority directive.

On recommendation of the Account Manager, Section l ( a )
of the continuing authority directive to the Federal Reserve
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Bank of New York was amended to raise from $1 billion to
$1.5 billion the limit on changes in holdings of securities in the
System Open Market Account between meetings of the Com-
mittee. With this amendment, Section l ( a ) read as follows:

(a) To buy or sell U.S. Government securities in the open market,
from or to Government securities dealers and foreign and international
accounts maintained at the Federal Reserve Bank of New York, on a
cash, regular, or deferred delivery basis, for the System Open Market
Account at market prices and, for such Account, to exchange maturing
U.S. Government securities with the Treasury or allow them to mature
without replacement; provided that the aggregate amount of such securi-
ties held in such Account (including forward commitments but not in-
cluding such special short-term certificates of indebtedness as may be
purchased from the Treasury under paragraph 2 hereof) shall not be
increased or decreased by more than $1.5 billion during any period be-
tween meetings of the Committee.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bopp, Clay, Daane, Mills, Mitchell,
Robertson, Scanlon, Shepardson, and Shuford.
Votes against this action: None.

January 28, 1964

Authority to effect transactions in System Account.

Information available at this meeting confirmed earlier indi-
cations that the domestic economy had ended the year 1963 on
a strong note, and scattered data for January suggested that
activity was continuing to expand. GNP in the fourth quarter
was now estimated at a $600 billion annual rate, a little higher
than previous estimates. Prospects for a Federal income tax
reduction early in 1964 recently had improved. However, busi-
nessmen's announced spending plans suggested quiet optimism
rather than exuberance, and a substantial volume of unutilized
resources was still available for further expansion.

Industrial production increased about one-half of a percentage
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point in December but still was only fractionally above the level
reached in July. Nonfarm employment also rose, but the unem-
ployment rate in December was 5.5 per cent, the same as a year
earlier. Retail sales advanced in December, and weekly reports
for early January indicated that sales were holding close to the
advanced December rate.

The weekly index of wholesale prices edged up in early Jan-
uary as some industrial prices strengthened and earlier sharp
declines in livestock and meat prices were followed by some
recovery. Over-all, however, wholesale prices remained in the
narrow range that had prevailed for several years. Stock market
prices rose further in January on large trading volume.

Seasonally adjusted bank credit apparently continued to ex-
pand in early January but at a much slower rate than in the pre-
ceding 2 months. The money supply and time and savings
deposits both rose substantially further. Free reserves fluctuated
widely from week to week, but it appeared that the January
average would be about $150 million, not much different from
December.

The yield on 3-month Treasury bills had edged down slightly
since the preceding meeting to 3.50 per cent, the same as the
discount rate. The Treasury's recently completed advance re-
funding had little effect on yields on Government bonds, which
were relatively stable near the levels reached at the year-end.
Yields on new corporate bonds had eased recently from the highs
recorded earlier in the month, and municipal yields also de-
clined somewhat. It was reported that the Treasury would an-
nounce shortly the terms of its February refunding.

The consensus of the Committee at this meeting favored no
change in monetary and credit policy. Among the reasons ad-
vanced by different members were the imminent Treasury fi-
nancing, the lack of any significant change in the economic and
financial situation, and the advantages seen in maintaining the
present policy posture until the effects of the impending Federal
tax cut could be observed. Some members noted that they con-
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tinued to be concerned about recent rapid rates of growth in
bank reserves, bank credit, and nonbank liquidity, and about
actual and potential price developments.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit while maintaining conditions in
the money market that would contribute to continued improvement in
the capital account of the U.S. balance of payments. This policy takes
into consideration the fact that domestic economic activity is expanding
further, although with a margin of underutilized resources; and the fact
that the balance of payments position is still adverse despite a tendency
to reduced deficits. It also recognizes the increases in bank credit, money
supply, and the reserve base of recent months.

To implement this policy, and taking into account an imminent Treas-
ury refunding, System open market operations shall be conducted with
a view to maintaining about the same conditions in the money market
as have prevailed in recent weeks, while accommodating moderate ex-
pansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Bopp, Clay, Mitchell, Robertson, Scan-
Ion, Shepardson, and Shuford. Votes against this
action: None. Abstaining: Mr. Mills.

Mr. Mills abstained because he felt that he could not sub-
scribe to a policy directive that called for "no change" when in
reality fluctuations in the supply of bank reserves in his judg-
ment had signaled policy changes that were unrecognized in
the directives.

February 11, 1964

1. Authority to effect transactions in System Account.

New data available since the previous meeting of the Com-
mittee reflected further improvement since the beginning of the
year in the balance of payments, continuing high levels of domes-
tic business activity, and stability in broad commodity price
indexes. Business plans for 1964 now called for plant and equip-
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ment outlays 9 per cent higher than in 1963, according to a
special private survey taken in January. In October the same
survey had indicated that 1964 outlays would be 4 per cent
above the 1963 level.

There were no significant changes in January in industrial
production, nonfarm employment, or the unemployment rate.
Retail sales also were little changed from the advanced Decem-
ber level. Industrial commodity prices remained firm, and prices
of farm products and foods increased from their low December
level. Stock market prices rose further to new highs.

Bank credit declined a little more than seasonally in January
following a period of vigorous growth in late 1963. Most cate-
gories of loans showed only moderate increases, and the expan-
sion in total loans was more than offset by reductions in bank
holdings of securities, particularly Treasury securities. The sea-
sonally adjusted money supply declined in the second half of
the month, after rising substantially in the first half. Time de-
posits expanded more in January than in other recent months,
largely because of a sharp pick-up in negotiable time certificates
of deposit outstanding.

In security markets, the yield on 3-month Treasury bills
remained at or slightly above the discount rate. Treasury bond
prices had firmed somewhat recently as investor demand im-
proved under a combination of influences, including lower-than-
anticipated estimates of Federal expenditures for the fiscal year
1965, statements by Federal officials suggesting that they ex-
pected bond yields to remain relatively stable in the period
ahead, and the continued improvement in the balance of pay-
ments. Corporate security prices also were stronger than earlier.
The volume of new corporate security issues, including private
placements, was relatively large in January, but public offerings
were light, as is usual early in the year.

Tentative figures indicated that in January the deficit in the
U.S. balance of payments was at a rate slightly below the reduced
level of the second half of 1963. Cyclical expansion under way
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in most industrialized foreign countries apparently was main-
taining its momentum at the year-end.

The Committee agreed that its recent monetary and credit
policy remained appropriate in view of the continued high rate
of unemployment and the lack of immediate inflationary pres-
sures domestically, and the reduction in the balance of payments
deficit internationally. It was noted, however, that the improve-
ment in the payments balance might later prove to have been
temporary, and that price developments warranted close watch-
ing in light of the present state of business optimism and the
likely expansionary effect of the prospective Federal tax reduc-
tion. It also was noted that the tax cut might have been antici-
pated to some extent by spenders and investors, and that the
magnitude and timing of effects still to come were highly uncer-
tain. Several members expressed the view that it would be
inappropriate to modify policy in the direction of less ease at
present in the absence of clear and convincing evidence of the
need for such a change.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit, while maintaining conditions
in the money market that would contribute to continued improvement
in the capital account of the U.S. balance of payments. This policy takes
into consideration the fact that domestic economic activity is expanding
further, although with a margin of underutilized resources; and the fact
that the balance of payments position is still adverse despite a tendency
to reduced deficits. It also recognizes the increases in bank credit, money
supply, and the reserve base of recent months.

To implement this policy, System open market operations shall be
conducted with a view to maintaining about the same conditions in the
money market as have prevailed in recent weeks, while accommodating
moderate expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Balderston,
Bopp, Clay, Daane, Irons, Mitchell, Robertson,
Scanlon, Shepardson, and Treiber. Votes against
this action: None. Abstaining: Mr. Mills.
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Mr. Mills abstained on the same grounds as at the preceding
meeting.

2. Amendment of continuing authority directive.

The Account Manager suggested that under present conditions
the continuing authority directive to the Federal Reserve Bank
of New York, which had been amended on January 7, 1964, to
raise from $1 billion to $1.5 billion the limit on changes in the
System Open Market Account holdings of securities in the period
between meetings of the Committee, might appropriately be
changed to restore the former figure of $1 billion. Accordingly,
the Committee amended Section 1 (a) of that directive by insert-
ing "$1 billion" and deleting "$1.5 billion."

Votes for this action: Messrs. Martin, Balderston,
Bopp, Clay, Daane, Irons, Mills, Mitchell, Robert-
son, Scanlon, Shepardson, and Treiber. Votes
against this action: None.

March 3, 1964

1. Authority to effect transactions in System Account.

Attention was focused at this meeting on two developments
of major importance: (1) enactment on February 26 of legisla-
tion reducing Federal tax rates on personal and corporate in-
comes, effective as of the first of the year, and reducing with-
holding rates on personal incomes from 18 to 14 per cent, effec-
tive March 5; and (2) an increase on February 27 from 4 to 5
per cent in the discount rate of the Bank of England.

These events occurred against a background of strength in
the domestic economy, a high degree of consumer and business
confidence in economic prospects, and further improvement in
the U.S. balance of payments. At the same time, commodity
price averages were relatively stable, unemployment continued
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high, and industrial capacity was being used at less than optimum
rates.

In Government securities markets the initial reaction was
quite mild both to the tax cut, which had been long anticipated,
and to the increase in the Bank of England discount rate. Yields
on intermediate- and longer-term issues rose slightly, and the
3-month Treasury bill rate moved up to 3.60 per cent from the
levels closer to the 3Vi per cent discount rate that had prevailed
for several months.

At commercial banks, credit expansion appeared to have re-
sumed in February after a small decline in January, according
to the seasonally adjusted figures. The February expansion was
relatively large, and the annual rate of growth for the first 2
months of the year probably was close to the 8 per cent average
rate of increase in 1963. Preliminary figures indicated that the
money supply had drifted down somewhat further from the early
January high, but that it was 4 per cent above a year earlier.
Savings deposits at commercial banks had tended to grow less
vigorously since the first of the year than earlier, but the expan-
sion in time deposits, including negotiable certificates, continued
rapid. Preliminary figures indicated that free reserves in Febru-
ary averaged about $100 million, somewhat below the average
levels of December and January.

Although the volume of new private security issues was fairly
light in February, yields on new corporate issues had been under
some upward pressure in recent weeks. In part this reflected
renewed market discussions of the possibility of higher interest
rate levels in coming months.

Tentative figures on the U.S. balance of payments in February
suggested that the deficit in that month was below the reduced
January level despite a sizable increase in domestic acquisitions
of foreign bonds. Through December the U.S. trade balance was
continuing to improve, and in January imports were relatively
stable for the eighth month in a row.

The Committee agreed that it was too early to assess the
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effects of either the tax cut or the increase in the Bank of Eng-
land discount rate on the domestic economy and the U.S. balance
of payments, and that no change in monetary policy was in order
at present. It now appeared that the uncertainties about the
domestic outlook related mainly to the pace at which the
economy would advance over coming months rather than to the
question of whether it would advance. The ultimate effects of
the tax cut on the international payments balance seemed likely
to be mixed. On the one hand, rising levels of domestic output
might lead to increased imports and thus reduce the recently
highly favorable trade balance. On the other hand, improved
business activity might dampen net capital outflows even in the
absence of a significant rise in domestic interest rates, by in-
creasing the attractiveness of investment in this country to both
domestic and foreign investors. The main threat to continued
favorable developments in the balance of payments appeared to
be posed by the possibility of larger outflows of volatile funds
in response to interest rate increases abroad. As yet, however,
there was no indication of any movement of short-term funds
from the United States to Great Britain as a result of the discount
rate action of the Bank of England and the associated increases
in market rates in London.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit, while maintaining conditions
in the money market that would contribute to continued improvement
in the capital account of the U.S. balance of payments. This policy takes
into consideration the fact that domestic economic activity is expanding
further, although with a margin of underutilized resources, and that it is
likely to receive additional stimulus from the recently enacted reduction
in Federal income tax rates. This policy also takes into account the fact
that the balance of payments position is still adverse, despite a tendency
to reduced deficits, and that the effects of increases in money rates in
important European countries are as yet uncertain. In addition, it recog-
nizes the increases in bank credit, money supply, and the reserve base of
recent months.
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To implement this policy, System open market operations shall be
conducted with a view to maintaining about the same conditions in the
money market as have prevailed in recent weeks, while accommodating
moderate expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mitchell, Robertson,
Shepardson, Shuford, Swan, and Wayne. Vote
against this action: Mr. Mills.

Mr. Mills dissented because he interpreted the statistics re-
flecting developments in bank reserves since the beginning of
February as indicating that the Committee had moved to a
more restrictive credit policy under successive directives that
called for "maintaining about the same conditions in the money
market as have prevailed in recent weeks." He felt that repeating
this language in the directive issued at the present meeting would
indicate a definite shift toward a restrictive credit policy, which
in his opinion was objectionable.

2. Amendment of continuing authority directive.

The Committee amended the preamble and paragraph (a) of
Section 1 of its continuing authority directive to the Federal
Reserve Bank of New York with respect to transactions in U.S.
Government securities, repurchase agreements, and bankers'
acceptances (1) to increase from $1 billion to $1.5 billion the
limit on changes in holdings of U.S. Government securities in
the System Open Market Account between meetings of the
Committee, and (2) to clarify the language of this part of the
directive. The language of the directive previously in effect is
set forth in the preface to this record of Federal Open Market
Committee policy actions for 1964. As amended, the preamble
and paragraph (a) of Section 1 of the directive read as follows:

1. The Federal Open Market Committee authorizes and directs the
Federal Reserve Bank of New York, to the extent necessary to carry out
the most recent current economic policy directive adopted at a meeting
of the Committee:
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(a) To buy or sell U.S. Government securities in the open market,
from or to Government securities dealers and foreign international
accounts maintained at the Federal Reserve Bank of New York, on a
cash, regular, or deferred delivery basis, for the System Open Market
Account at market prices and, for such Account, to exchange maturing
U.S. Government securities with the Treasury or allow them to mature
without replacement; provided that the aggregate amount of such securi-
ties held in such Account at the close of business on the day of a meeting
of the Committee at which action is taken with respect to a current
economic policy directive shall not be increased or decreased by more
than $1.5 billion during the period commencing with the opening of
business on the day following such meeting and ending with the close
of business on the day of the next such meeting.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mitchell, Shepardson,
Shuford, Swan, and Wayne. Votes against this
action: Messrs. Mills and Robertson.

The increase in the dollar limit on changes in security hold-
ings was made on the recommendation of the Account Manager.
The limit of $1 billion originally had been adopted on June 22,
1955, when the executive committee of the Federal Open Market
Committee, to which the full Committee formerly had issued its
directives, was abolished. Since 1955 the amplitude of fluctua-
tion in market factors affecting member bank reserves and, con-
sequently, in System Account holdings of Government securities,
had increased considerably. On several occasions, most recently
on January 7, 1964, the Account Manager had reported that
greater leeway probably would be required over the period
immediately ahead, and the Committee temporarily had in-
creased this limit from $1 billion to $1.5 billion. Because it
seemed likely that the greater leeway would be required more
often in the future, it appeared desirable to provide for the
larger limit on a continuing basis.

With respect to the language changes, it was noted that certain
phrases in the directive previously in effect were susceptible to
differing interpretations; that the beginning and the end of the
period to which the restriction applied were not specified as

76

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



FEDERAL RESERVE SYSTEM

precisely as desirable; and that the Committee's intent regarding
operations following a meeting at which no action was taken
with respect to a current economic policy directive (such as at
the meeting held on June 21, 1962) was not clear. The language
revisions were made for purposes of clarification on these points
and were not intended to affect the substance of the directive.

In dissenting from the action on the continuing authority di-
rective, neither Mr. Mills nor Mr. Robertson expressed objections
to the increase in the dollar limit or to the revisions in language.
Mr. Mills dissented because he favored resumption of the direc-
tive procedure that had been in effect prior to December 19,
1961, when the Committee had issued a single directive at each
meeting rather than the separate "continuing authority" and
"current economic policy" directives that had been employed
since that date. He thought that in the earlier, single directive
the Committee's intent with respect to current policy had been
expressed more clearly in clause (b) of paragraph 1 than it was
in the current economic policy directives of the present type.
Mr. Robertson dissented because he felt that the present con-
tinuing authority directive provided inadequate restrictions on,
and guidelines for, operations in the System Open Market
Account.

3. Review of continuing authorizations.

This being the first meeting of the Federal Open Market Com-
mittee following the election of new members from the Federal
Reserve Banks to serve for the year beginning March 1, 1964,
and their assumption of duties, the Committee followed its cus-
tomary practice of reviewing all of its continuing authorizations
and directives. The action taken with respect to the continuing
authority directive for domestic open market transactions has
been described in the preceding portion of the entry for this date.

The Committee reaffirmed its authorization regarding open
market transactions in foreign currencies, its guidelines for Sys-
tem foreign currency operations, and its continuing authority
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directive on foreign currency operations, in the form in which
all three were outstanding at the beginning of the year 1964, as
set forth in the preface to this record of policy actions.

Votes for these actions: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Mitchell,
Robertson, Shepardson, Shuford, Swan, and
Wayne. Votes against these actions: None.

March 24, 1964

Authority to effect transactions in System Account.

Reports at this meeting indicated that the economy continued
to show moderate upward momentum. The industrial production
index rose by about one-half of a percentage point in February
to a level 6 per cent above a year earlier. Both total employ-
ment and the labor force increased, and the unemployment rate
declined slightly to 5.4 per cent from 5.6 per cent in January.
Retail sales reached a new high in February, 4 per cent above
a year earlier. Sales in the first 2 weeks of March maintained
the same moderate gain over the year-earlier level and did not
show any significant immediate response to the reduction in the
withholding tax rate, effective March 5.

The Commerce-SEC survey of business plant and equipment
expenditure plans for 1964, taken in February, confirmed earlier
indications by a private survey of a larger increase in outlays
this year than expected earlier. The Government survey indi-
cated that these outlays would be 10 per cent above their 1963
level, a gain of about twice that of the previous year. However,
businesses were continuing to follow conservative inventory pol-
icies; inventories declined in January from levels that were al-
ready unusually low relative to sales.

Indexes of wholesale prices continued stable despite increases
for a number of commodities, particularly nonferrous metals.
The average for industrial commodities in February and early
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March was about 0.5 per cent higher than a year earlier and
little changed from 2 years or 3 years earlier. The consumer
price index in January was up 1.6 per cent from January 1963.
Stock market prices continued to rise in early March.

Commercial bank credit expanded considerably more than
seasonally in the first 3 weeks of March, according to data for
city banks. The largest gains were in short-term Government
security holdings and in loans to security dealers and finance
companies; business loans apparently rose less than usual. The
seasonally adjusted money supply increased in the first half of
March, bringing the annual rate of growth so far this year to
3.4 per cent compared with 3.8 per cent in 1963 as a whole.
Time and savings deposits rose moderately in the same period.

Short-term financial markets took the March tax-date pres-
sures in stride. The yield on 3-month Treasury bills edged lower
in the first week of the month and remained relatively stable
over the following 2 weeks in the range of 3.53-3.56 per cent,
as the market gained confidence that the increase in the Bank of
England discount rate would not be followed immediately by
a trend toward tighter monetary conditions in this country. In
longer-term markets, prices of Treasury, State and local govern-
ment, and corporate bonds tended lower in recent weeks. Yields
on intermediate- and long-term Governments moved to their
highest levels since early 1960, partly as a result of market ex-
pectations that rates probably would be moving upward in com-
ing months. It was reported that the Treasury was considering
an offering of securities for cash, with payment scheduled toward
the end of the first week in April.

The latest balance of payments figures suggested that the
United States was making unexpectedly rapid progress in reduc-
ing its international deficit. Tentative figures for the first 3
weeks of March showed a substantial surplus and raised the
possibility that payments for the first quarter as a whole might
approach balance for the first time since 1957.

The Committee agreed that neither domestic nor international
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considerations called for a change in monetary and credit policy
at this time, and that in any case it was desirable to maintain
an "even keel" in the money markets in view of the probable
Treasury financing. The following current economic policy direc-
tive was issued to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit, money supply, and the reserve
base, while maintaining conditions in the money market that would con-
tribute to continued improvement in the capital account of the U.S.
balance of payments. This policy takes into consideration the fact that
domestic economic activity is expanding further, although with a margin
of underutilized resources, and that it is likely to receive additional stimu-
lus from the recently enacted reduction in Federal income tax rates. This
policy also takes into account the facts that the balance of payments
position, while improved, may still be adverse, and that the effects of
increases in money rates in important countries abroad are as yet un-
certain. In addition, it recognizes the imminence of new cash borrowing
by the Treasury.

To implement this policy, System open market operations shall be con-
ducted with a view to maintaining about the same conditions in the money
market as have prevailed in recent weeks, while accommodating moderate
expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mitchell, Robertson,
Shepardson, Shuford, Swan, and Wayne. Vote
against this action: Mr. Mills.

Mr. Mills dissented from this action because the directive
instructed the Account Management to maintain about the same
conditions in the money market as had prevailed in recent weeks,
and in his judgment these conditions had moved toward restric-
tion rather than expansion, as evidenced by the increases in
longer-term interest rates. He thought higher interest rates were
unwarranted and would lead observers to conclude that the Sys-
tem was already moving to counteract price and credit excesses
which it foresaw. Such interpretations, he felt, should be
promptly corrected by increasing the supply of reserves to a
level that would give reasonable encouragement to credit ex-
pansion.
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April 14, 1964

Authority to effect transactions in System Account.

The data available to the Committee at this meeting did not
suggest a quick response by consumers to the early March reduc-
tion in income tax withholding rates. Retail sales in that month
were below the record February level as sales of durable goods,
including new autos, declined and sales of nondurable goods
were unchanged.

Other information for March suggested little change from the
recent pattern of moderate business expansion. The unemploy-
ment rate remained at 5.4 per cent, wholesale commodity price
averages continued stable, and the industrial production index
again rose by one-half of a percentage point. Revised business
inventory figures for January showed a rise rather than the de-
cline previously reported, but preliminary figures for February
indicated no further increase, and stock-sales ratios were below
their relatively low fourth-quarter average.

Bank credit expanded substantially in March; in the first quar-
ter as a whole it rose at an annual rate of about 11 per cent,
compared with 8 per cent in the full year 1963. However, first-
quarter growth rates in the privately-held money supply and in
commercial bank time and savings deposits were somewhat
below those recorded during 1963. These differential move-
ments reflected mainly a recent sizable increase in Government
deposits. Among the components of bank credit, first-quarter
rates of increase in business loans and in holdings of municipal
and Federal agency issues were considerably below those of
1963. On the other hand, the rate of increase in loans other
than business loans stepped up in the first quarter, and banks
acquired a substantial volume of Government securities after
reducing their holdings during 1963.

Free reserves of member banks averaged about $100 million
in March, little changed from February, but they were higher
in the latter part of the month and in early April.
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In security markets, yields on corporate and municipal issues
had stabilized in recent weeks at levels close to the highs reached
around the turn of the year. However, yields on Treasury notes
and bonds—particularly those of intermediate maturity—de-
clined, and rates on 3-month Treasury bills fell below the 3Vi
per cent discount rate for the first time since early December.
The volume of new corporate security offerings was expected
to be at a record level in April as a result of an unusually large
corporate stock issue. State and local government offerings also
were expected to increase sharply.

A substantial surplus was recorded in the U.S. balance of
payments in March, according to tentative figures. It appeared
possible that a small surplus would be shown for the first quarter
as a whole, although this was not yet certain. The improvement
occurred despite a continued large volume of short-term bank
loans and acceptance credits to foreigners. It apparently was
due to a large surplus on trade account, near balance in flows
of portfolio capital, and a decline in net Government expendi-
tures abroad. Various projections suggested that the payments
balance would deteriorate somewhat over the rest of the year
but that it would still show improvement relative to 1963.

The Committee concluded that its recent policy remained
appropriate in light of the continued moderate pace of the do-
mestic economic advance and the improvement in the U.S. inter-
national payments position. Another factor influencing this con-
clusion was the expectation that the Treasury would be an-
nouncing the terms of its May refunding in about 2 weeks.
Some members felt that money market conditions had been
unduly easy in the period since the last meeting, as evidenced,
among other ways, by the recently higher level of free reserves
and the decline in the Treasury bill rate. These members, who
were in the minority, advocated open market operations with
a view to attaining slightly firmer conditions.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:
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It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in bank credit, money supply, and the reserve
base, while maintaining conditions in the money market that would con-
tribute to continued improvement in the capital account of the U.S.
balance of payments. This policy takes into consideration the fact that
domestic economic activity is expanding further, although with a margin
of underutilized resources, and that it is likely to receive additional stimu-
lus from the recently enacted reduction in Federal income tax rates.
This policy also takes into account the facts that the balance of payments
position, while improved, may still be adverse, and that the effects of
increases in money rates in important countries abroad are as yet un-
certain.

To implement this policy, System open market operations shall be
conducted with a view to maintaining about the same conditions in the
money market as have prevailed in recent weeks, while accommodating
moderate expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Daane,
Mills, Mitchell, Shuford, Swan, Wayne, and Treiber.
Votes against this action: Messrs. Balderston, Hick-
man, and Shepardson.

Mr. Hickman dissented from this action because he thought
the implementation of policy since the preceding meeting had
produced easier money market conditions than the Committee
had intended. In his judgment present conditions were incon-
sistent with the best interests of the U.S. economy in view of
current business optimism, earlier growth rates in member
bank reserves, and the threat of increased capital flows abroad.
Mr. Shepardson noted that consumer prices were continuing
to drift upward and that the margin of excess industrial capacity
had been reduced significantly. He thought the economy was
close to a point where there could be significant upward pres-
sures on prices and that continuation of the current posture of
ease might necessitate drastic action later. Accordingly, he fa-
vored a moderate reduction from the recently prevailing degree
of ease in order to put the Committee in a better position to
cope with any inflationary pressures that might develop. Mr.
Balderston indicated that he shared the concerns expressed by
Messrs. Hickman and Shepardson.
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May 5, 1964

Authority to effect transactions in System Account.

The latest information continued to indicate that business
activity was expanding at a moderate, sustainable pace. GNP
in the first quarter, according to preliminary estimates, was at
an annual rate of $608.5 billion. It exceeded GNP in the fourth
quarter of 1963 by an amount about equal to the average quar-
ter-to-quarter increase during 1963. However, the gain from
the fourth quarter of 1963 to the first quarter of 1964 was less
than the preceding quarterly increase because of a reduction
in the rate of business inventory investment. First-quarter profits
of manufacturing corporations, aided by stable unit labor costs,
firm prices, and expanding volume, were considerably larger
than in the first quarter of 1963.

Business confidence continued high. A private survey taken
in March and early April of business plans for new plant and
equipment outlays in 1964 showed an increase of better than
12 per cent from 1963, compared with a 9 per cent rise re-
ported in a comparable survey in January. However, the new
figure was not believed to have implications significantly dif-
ferent from those of the 10 per cent increase shown by the
February Commerce-SEC survey because of differences in meth-
odology and coverage of the two canvasses.

Industrial production, according to early indications, probably
rose further in April. On the other hand, retail sales data through
the third week in April showed a small further decline from
the moderately reduced March level. The broad wholesale price
averages continued to change little. Common stock prices edged
up to a new peak in mid-April, but then declined about 1 per
cent.

Data for city banks suggested that the rate of bank credit
expansion moderated in April. U.S. Government deposits were
reduced sharply, and the growth rate in time deposits continued
to taper off. The privately held money supply grew substantially
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in April after showing no net change from January through
March.

Most financial markets reflected the lack of ebullience evident
in nonfinancial areas. Many investors had expected that interest
rates would rise significantly after the tax cut as a result of strong
credit demands, but developments thus far had failed to bear
out these anticipations. Long-term bond yields changed little
in recent weeks, yields on intermediate-term Treasury securities
declined further, and the 3-month Treasury bill rate fluctuated
in a range of 3.44-3.49 per cent.

On April 29 the Treasury announced an exchange offering
for the $10.6 billion of obligations maturing May 15, in which
holders of rights would be given the option of an 18-month
note or a 10-year, 4V4 per cent bond.

Tentative weekly data on the U.S. balance of payments in
April suggested a deficit of about the same order of magnitude
as the March surplus. For both months, the figures apparently
were influenced by movements of liquid funds from and to Can-
ada. It appeared that the deficit for the first 4 months of the year
was at an annual rate of $1 billion to $1.5 billion after rough
allowance for seasonal factors, compared with an annual rate
of about $2 billion in the second half of 1963.

The Committee agreed that its recent policy should be con-
tinued unchanged for the next 3 weeks. Some members indi-
cated that they considered recent monetary conditions somewhat
easier than desirable, particularly in view of the renewed deficit
in the balance of payments. Because of the Treasury's scheduled
refunding operation these members did not urge a change at
this time, but they suggested that a somewhat firmer tone in
the money market might appear desirable when the refunding
had been completed. The majority, however, saw no need for
a change in policy even apart from Treasury financing activity.

The following current economic directive was issued to the
Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
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modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering further improvement in the capital account of U.S.
international payments, and seeking to avoid the emergence of inflation-
ary pressures. This policy takes into account the expected stimulus to
domestic activity from the recent Federal income tax reduction, and the
increases projected for the year in business capital expenditures. It also
gives consideration to the continued relative stability in average com-
modity prices; the country's improved, though still difficult, international
payments position; and the interest rate advances over past months in
important markets abroad.

To implement this policy, and taking the current Treasury refunding
into account, System open market operations shall be conducted with a
view to maintaining about the same conditions in the money market as
have prevailed in recent weeks, while accommodating moderate expansion
in aggregate bank reserves.

Votes for this action: Messrs. Martin, Balderston,
Daane, Hickman, Mills, Mitchell, Robertson, Shep-
ardson, Shuford, Swan, Wayne, and Treiber. Votes
against this action: None.

May 26, 1964

Authority to effect transactions in System Account.

The pace of the economic expansion appeared to have quick-
ened somewhat. In April the industrial production index rose
a full point, according to preliminary estimates, following
smaller gains in preceding months; there was a significant in-
crease in new and unfilled orders received by durable goods
producers; and employment rose substantially, although the un-
employment rate remained unchanged because of an equivalent
increase in the labor force.

Retail sales data for the first 2 weeks in May suggested that
sales in the month might be back up close to their February
peak. According to a Census Bureau survey conducted in mid-
April, the number of families planning to buy new cars within
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12 months was higher than a year earlier, and plans to buy
most other durable goods were as strong as or stronger than in
the previous year.

Wholesale commodity price averages remained generally
stable in April and early May. The consumer price index in
March was unchanged from January and was 1.4 per cent above
March 1963. In the stock market, prices recovered from their
late April declines and moved to new record levels in mid-May.

The configuration of recent banking and monetary statistics
had been changed somewhat as a result of benchmark adjust-
ments to the data and revisions of seasonal adjustment factors.
According to the new data, which were still tentative, in the
first 4 months of 1964 the money supply increased at an annual
rate of 2.9 per cent, as compared with 3.7 per cent for the full
year 1963. In the tentative new figures for bank credit the
rate of increase in the first 4 months was somewhat below the
rate for the preceding full year. Loans expanded in April at
about the same rate as in the first quarter and slightly faster
than in 1963 as a whole, but banks made substantial net sales
of Government securities. Free reserves of member banks aver-
aged about $140 million in April, somewhat higher than in the
two preceding months, but they were reduced again in early
May.

Treasury note and bond yields had tended lower in recent
weeks, and the rate on 3-month Treasury bills continued to
fluctuate below the discount rate. Municipal yields also moved
downward from their late March high, partly because of a light
May calendar following a heavy volume of offerings in April.
The calendar of public offerings of corporate bonds expanded
substantially in May, and yields on new issues rose to a peak
early in the month, but subsequently they declined somewhat.

The deficit in the U.S. balance of payments in April was
somewhat larger than the March surplus, according to prelimi-
nary estimates. Tentative figures (seasonally unadjusted) for the
first half of May indicated a surplus in that period, but it was
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noted that normal seasonal influences tend to be favorable to
the payments balance in May.

In the Committee's judgment, the current domestic economic
situation was strong and well balanced and the expansion was
orderly. The restraint characterizing recent business pricing and
inventory policies was noted. In view of these considerations, the
continued high rate of unemployment, and the improved inter-
national payments position of the United States so far this year,
it was agreed to continue the Committee's policy unchanged.
Some members indicated that the Committee would need to
keep the balance of payments problem in the forefront of its
considerations over the coming months because part of the recent
improvement may have been due to transitory factors, and be-
cause the prospective deficit for the year as a whole remained
too large.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering improvement in the capital account of U.S.
international payments, and seeking to avoid the emergence of inflation-
ary pressures. With the recent Federal income tax reduction., continued
strength reported in consumer buying plans, and anticipated increases in
business capital expenditures as immediate background, this policy takes
into account the indications in most recent data on production, business
orders, and employment of some apparent quickening in the pace of
domestic expansion. It also gives consideration to the continued relative
stability in average commodity prices; the persistent underutilization of
manpower and other resources; the country's improved, though still ad-
verse, international payments position this year; and the interest rate
advances over past months in important markets abroad.

To implement this policy, System open market operations shall be con-
ducted with a view to maintaining about the same conditions in the
money market as have prevailed in recent weeks, while accommodating
moderate expansion in aggregate bank reserves.
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Votes for this action: Messrs. Balderston, Daane,
Hickman, Mills, Mitchell, Robertson, Shepardson,
Shuford, Swan, Wayne, and Treiber. Votes against
this action: None.

June 17, 1964

Authority to effect transactions in System Account.

There was additional evidence that the business advance had
accelerated, but the expansion remained orderly and largely
free of inflationary tendencies and speculative overtones. Non-
farm employment rose only slightly in May, but the labor force
was unchanged and the unemployment rate dropped sharply to
5.1 per cent, the lowest level in several years. Industrial produc-
tion increased about three-fourths of a percentage point in May,
and retail sales exceeded the previous record level set in Febru-
ary. The April figures for both production and retail sales had
been revised upward.

Business spending also had increased somewhat in recent
weeks, but policies with respect to inventories continued cautious.
Although stocks were increased in April at a substantially higher
rate than during the first quarter, the additions were about in
line with increases in sales. Stock-sales ratios remained unusually
low, and manufacturers reported in a Commerce Department
survey that they planned to expand stocks in coming months at
a lower rate than they expected sales to increase.

A Commerce-SEC survey taken in May revealed that actual
first-quarter outlays on plant and equipment were larger than
had been planned in February, and it tended to confirm the
earlier indication that capital outlays would increase throughout
the year. According to the survey returns, such outlays in 1964
would be 12 per cent above the 1963 level, rather than 10
per cent higher as indicated in February.

The wholesale price index edged lower in May to 100.1 per

89

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

cent of the 1957-59 average. Industrial prices remained stable
and those of foodstuffs declined. Stock market prices declined
a little from the record level reached in mid-May, and trading
volume slackened.

Bank credit expanded substantially in May following a small
reduction in April. Loans grew more rapidly than earlier in
the year, and holdings of U.S. Government securities were re-
duced further. Through May 1964, bank credit had expanded
at an annual rate of 6.6 per cent, compared with 8 per cent in
the full year 1963. Both the money supply, which averaged
moderately lower in May, and commercial bank time and sav-
ings deposits, which rose further, also showed smaller rates of
increase in the first 5 months of 1964 than in 1963 as a whole.
Data for early June, however, suggested that a sizable increase
in the money supply was occurring in that month. Free reserves
declined in May to about $100 million and fell somewhat further
in early June as member bank borrowings rose from their rela-
tively low April level.

In security markets the rate on 3-month Treasury bills con-
tinued to fluctuate slightly below the discount rate in recent
weeks, and yields on other Treasury securities and on private
securities showed little change. Many market observers expected
the Treasury to auction about $3 billion of March tax anticipa-
tion bills early in July. It was reported at this meeting, however,
that Federal spending currently was running below earlier esti-
mates and that the Treasury cash balance was likely to build up
to higher-than-expected levels by midyear, with the result that
the Treasury's needs for new cash in July might be smaller than
had been expected. In these circumstances, the Treasury was
considering alternative financing operations designed to achieve
some lengthening of the average maturity of the debt.

The deficit in the U.S. balance of payments in May, according
to preliminary figures, was smaller than in April but larger than
the monthly average in the first quarter. It was now estimated
that, despite the sharp first-quarter improvement, the payments
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deficit for the first 5 months of the year was at a seasonally
adjusted annual rate of about $2 billion, somewhat higher than
the revised figure for the second half of 1963. However, confi-
dence in the dollar abroad was reported to have strengthened
considerably in recent months.

The Committee consensus was that no change should be made
in policy at this time. In reaching this conclusion the Commit-
tee noted the likelihood that the Treasury soon would be en-
gaged in a financing operation. But entirely apart from that
factor most members felt that current policy remained appro-
priate on both domestic and international grounds. The domestic
advance was proceeding in a satisfactory fashion and balance of
payments developments, although not as favorable recently as
they had been earlier, did not yet appear to call for any policy
modification.

Within this consensus, there were several shadings of view.
Some concern was expressed about the possibility that inflation-
ary pressures might develop domestically and about the implica-
tions for the payments balance of rising interest rates in Europe,
as well as recent increases in foreign security issues in this
country and declines in the U.S. trade surplus. While no members
advocated an overt policy move, some indicated a preference for
resolving doubts on the side of less ease, and noted the desir-
ability of slightly higher domestic interest rate levels, such as
might be brought about by rising demands for credit. Certain
other members thought that if the balance of payments problem
persisted it would be better dealt with by means of selective
measures rather than by general monetary restraints that might
possibly have unfavorable effects on domestic activity. Some
members, who were concerned about the reduced rates of growth
in bank credit and the money supply thus far in 1964 and about
the evidences of lower bank liquidity, favored a somewhat
greater monetary expansion.

At the conclusion of the discussion, the Committee issued the
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following current economic policy directive to the Federal Re-
serve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering improvement in the capital account of U.S. inter-
national payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the recent data on production,
actual and planned business capital outlays, retail sales, and unemploy-
ment, which indicate some quickening in the pace of domestic expan-
sion. It also gives consideration to the continued relative stability in
average commodity prices; the continued underutilization of manpower
and other resources; the country's less favorable international payments
position thus far in the second quarter; and the interest rate advances
over past months in important markets abroad.

To implement this policy, and taking into account probable Treasury
financing activity, System open market operations shall be conducted
with a view to maintaining about the same conditions in the money market
as have prevailed in recent weeks, while accommodating moderate ex-
pansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Hickman, Mitchell, Robertson, Shepardson, Shu-
ford, Swan, and Wayne. Vote against this action:
Mr. Mills.

Mr. Mills dissented from the Committee's decision for no
change in policy and from the action on the directive because
he believed that the implementation of policy since the preceding
meeting had imposed contractive pressures on the expansion of
commercial bank credit, at the expense of throttling down eco-
nomic activity in the absence of inflationary pressures that might
call for such action. He thought that corrective action should be
taken promptly to supply the banking system with reserves more
freely.

July 7, 1964
Authority to effect transactions in System Account.

Some of the latest data available at the time of this meeting
suggested a moderate slowing from the recent rapid pace of
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domestic business expansion. However, prospects appeared good
for further orderly progress, and consumer and business be-
havior in general was characterized by optimism.

It was noted that there had been sizable adjustments over the
past 12 months within the broad framework of over-all economic
expansion. Thus, the dollar rise in private and State and local
government spending had more than compensated for a leveling
off in Federal outlays; and within the private sector, increasing
consumer outlays for goods—initially for durables but later for
nondurables—had more than offset a recent modest decline in
new housing activity. Throughout the period business fixed capi-
tal outlays had continued to expand steadily and by sizable
amounts, but the rate of inventory accumulation thus far in 1964
was lower than in the latter part of 1963.

In June the unemployment rate rose to 5.3 per cent from 5.1
per cent in May as employment increased less than seasonally,
and on the basis of preliminary data retail sales appeared to
have dipped slightly from their May peak. Late in June prices
of foodstuffs rose slightly but industrial commodity prices con-
tinued stable, and average wholesale prices remained at about
the level that had prevailed for 6 years. Prospective supplies of
most commodities appeared ample to permit further gains in
activity without straining resource availability.

A substantial increase in the money supply in June brought its
annual rate of expansion for the first half of the year up to 3.1
per cent, compared with a rate of 2 per cent in the first 5 months
and a 3.7 per cent increase for the full year 1963. Free reserves,
which had declined in early June, rose in subsequent weeks to
levels around $125 million.

In the securities markets, prices of common stocks had re-
covered their declines of May and early June and moved to new
record highs. Yields on new corporate bonds and on all maturi-
ties of Treasury securities had drifted downward. The Treasury's
cash balance at the end of the fiscal year was estimated at the
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high level of $10.2 billion, and it was reported that the Treasury
planned to announce a major advance refunding on the day
following this meeting.

The U.S. balance of payments deficit for the second quarter
was tentatively estimated at a seasonally adjusted annual rate
in the neighborhood of $3 billion, much larger than the first-
quarter rate of $0.7 billion. The high month of the second quarter
was April, however, and after that the monthly deficits were sig-
nificantly smaller, although still above the first-quarter rate. A
decline in the trade surplus from the unusually high first-quarter
rate probably accounted for about half of the increase in the
deficit. In early July both Belgium and Switzerland increased
their discount rates by one-half of a percentage point.

The Committee concluded that its policy should be continued
unchanged for the next 3 weeks. The expected Treasury financing
was an important factor in this decision, but most Committee
members felt that recent domestic and international develop-
ments did not call for a policy change at present in any case.
The following current economic policy directive was issued to
the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering improvement in the capital account of U.S. inter-
national payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the continued orderly expansion
in economic activity, accompanied recently by a more rapid expansion
in money supply and some decline in interest rates. It also gives con-
sideration to the relative stability in average commodity prices; the under-
utilization of manpower and other resources; the country's less favorable
international payments position in the second quarter; and the further
interest rate advances in important markets abroad.

To implement this policy, and taking into account probable Treasury
financing activity, System open market operations shall be conducted
with a view to maintaining about the same conditions in the money
market as have prevailed in recent weeks, while accommodating mod-
erate expansion in aggregate bank reserves.
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Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Robertson,
Shepardson, Shuford, Swan, and Wayne. Votes
against action: None.

July 28, 1964

Authority to effect transactions in System Account.

Economic activity was continuing to advance, although in
some areas expansive tendencies appeared somewhat less strong
than earlier in the year. Pressure on resources remained mod-
erate, and industrial prices continued stable.

GNP in the second quarter was estimated at an annual rate
of $618.5 billion, about $10 billion above the first quarter. In-
dustrial production rose further in June and was about 4 per
cent higher than 6 months earlier. Retail sales in June equaled
their record May level and apparently increased moderately
further in the first half of July. However, total consumption
expenditures increased less in the second quarter as a whole than
in the first quarter, despite the tax cut, and personal saving rose
sharply. Nonfarm employment rose further in June, but the rate
of increase had shown signs of moderating in recent months, and
the unemployment rate continued to exceed 5 per cent. Although
housing starts rose slightly in June, on balance they had been
tending downward since the autumn of 1963. Business inventory
policies continued cautious; the rate of inventory accumulation
in the second quarter was little larger than the modest first-
quarter rate, and inventory-sales ratios remained low.

Both bank credit and the money supply recorded substantial
increases in June. Rapid growth in the money supply continued
in the first half of July, raising the annual rate of increase for
the year to date to over 4 per cent. Time and savings deposits
continued to expand at about the average rate of earlier months
this year.

95

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

Conditions in financial markets generally were affected rela-
tively little by the Treasury's recently completed advance re-
funding, in which about $9Vi billion of securities maturing
within 3 years were exchanged for longer-term issues. Yields on
long-term Government bonds increased slightly, but corporate
and municipal bond yields showed little change. This relatively
small reaction was attributed to continuing large flows of long-
term savings and to investor confidence in current levels of inter-
est rates. The downdrift in Treasury bill rates that was evident
earlier continued during the exchange period, but it halted, at
least temporarily, after a sale of a $1 billion bill strip by the
Treasury. It was reported that the Treasury planned to redeem
the remaining issues maturing on August 15 with the proceeds
of additional short-term financing.

The balance of payments deficit for the second quarter was
somewhat lower than estimated earlier, but tentative figures for
the first 3 weeks of July showed an increase much larger than
expected on seasonal grounds. Supporting detail was not yet
available to indicate the categories of the payments accounts in
which the increase had occurred.

It was the consensus of the Committee that domestic and
international developments, on balance, did not require a change
in policy. Recent and prospective Treasury financing activity
also militated against a policy change. Some members thought
that it would be desirable to maintain as firm a short-term interest
rate structure as possible within the context of a generally un-
changed policy, in light of the continuing balance of payments
problem and particularly in view of an apparent deterioration
in the U.S. payments balance in recent weeks. Other members
thought such a course was unjustified because the data reflecting
recent worsening were highly tentative; the causes of the deterio-
ration were not yet clear; and domestic circumstances in their
judgment called for continuing the existing degree of monetary
ease. It was agreed, however, that the balance of payments prob-
lem warranted continuing close attention by the Committee.
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The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering improvement in the capital account of U.S. inter-
national payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the continued orderly expansion
in economic activity, accompanied recently by a more rapid expansion
in money supply and little over-all change in interest rates. It also gives
consideration to the relative stability in average commodity prices; the
underutilization of manpower and other resources; the apparent deteriora-
tion in the international payments balance in the first weeks of July; and
the interest rate advances in recent months in important markets abroad.

To implement this policy, and taking into account Treasury financing
activity, System open market operations shall be conducted with a view
to maintaining about the same conditions in the money market as have
prevailed in recent weeks, while accommodating moderate expansion in
aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Mitchell,
Robertson, Shepardson, Shuford, Swan, and Wayne.
Votes against this action: None.

August 18, 1964

Authority to effect transactions in System Account.

In July, according to reports at this meeting, domestic business
activity continued to expand in an orderly fashion. The indus-
trial production index recorded a substantial further gain as
output of materials, business equipment, and consumer goods all
increased. Retail sales, which had declined in June according
to revised figures, renewed their earlier rise and exceeded the
May peak. The unemployment rate declined appreciably to 4.9
per cent—moving below the 5 per cent level for the first time
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since early 1960—as a result of both a rise in employment and
some further withdrawals from the labor force.

Price indexes for some sensitive industrial materials such as
nonferrous metals and steel scrap, which had been rising in July,
moved up further in early August, partly in reaction to the mili-
tary incident in Southeast Asia and the renewed fighting on
Cyprus. Such price changes, together with discussion of possible
advances in steel prices and speculation about the outcome of
current wage negotiations in the auto industry, had led to some
revival of press comments suggesting the possibility of inflation-
ary developments. However, the broad wholesale index in July
continued to show little change and was at about the same level
as a year earlier. Wage rate advances remained moderate, and
unit labor costs in manufacturing appeared to have changed
little thus far in 1964.

The money supply grew at an annual rate of 8.5 per cent in
July, as it had in June, following a lower average rate of increase
earlier in the year. While total bank credit declined in July,
mainly because banks drew down their Government securities
holdings substantially and reduced their loans to securities brokers
and dealers and to finance companies, it rebounded sharply
at weekly reporting banks in early August, as both loans and
investments increased. Free reserves at member banks averaged
about $130 million in July, but then declined to about $90
million in the first 2 weeks of August as bank borrowings rose
above recent average levels.

In capital markets, the securities issued in the Treasury's July
advance refunding and August refinancing were still in the
process of absorption. Yields on Government and corporate
bonds had changed little in recent weeks despite uncertainties
created by events in the Far East and in the Mediterranean.
Yields on Treasury bills returned to about 3.50 per cent in mid-
August, after dropping as low as 3.42 per cent in July.

The deficit in the U.S. balance of payments was substantial
in July, and, according to tentative data, also in the first half of
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August. The deficit in the second quarter now was estimated at
a seasonally adjusted annual rate of nearly $3 billion, compared
with $900 million in the first quarter. The trade surplus declined
by about $1 billion (annual rate) from the first to the second
quarter, and domestic issues of foreign securities rose. Long-term
bank lending to foreigners declined in the second quarter, but the
outflow of short-term bank credit and liquid funds remained at
near-record levels.

The Committee decided to modify its policy objectives at this
time in the direction of slightly firmer money market conditions,
including moderately lower free reserves and moderately higher
short-term interest rates. It was agreed that this modest policy
shift should be implemented cautiously. Some members favored
this action primarily for balance of payments reasons, with the
object of reducing outflows of funds attracted by the differentials
of foreign over domestic short-term interest rates. In the judg-
ment of these members the domestic business expansion was suf-
ficiently vigorous to permit such a policy change. Other mem-
bers thought that somewhat less ease in the money market, and
a lower rate of monetary growth than that experienced in June
and July, were also desirable on domestic grounds.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering improvement in the capital account of U.S. inter-
national payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the continued orderly expansion
in economic activity, and essential stability in interest rates, unit labor
costs, and commodity price averages, including the moderate reactions
in markets generally to military incidents in the Far East and Mediter-
ranean. It also gives consideration to the recent improvement in rates
of unemployment and industrial capacity utilization, the substantial in-
creases in the money supply in June and July, and the large U.S. balance
of payments deficit in July.

To implement this policy, System open market operations shall be
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conducted with a view to maintaining slightly firmer conditions in the
money market, while accommodating moderate expansion in aggregate
bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Hickman, Mills, and Shuford. Votes
against this action: Messrs. Daane, Mitchell, Rob-
ertson, Swan, and Wayne.

In the opinion of the members dissenting from this action, a
firmer policy was not called for at present by domestic conditions.
Moreover, they believed that, with the market already somewhat
tighter, even a slight policy shift might affect interest rate ex-
pectations and trigger market reactions leading to much firmer
conditions than intended. This risk was considered particularly
great at present because of the relatively low level of liquidity
in the banking system. While sharing the concern of the majority
with regard to balance of payments developments in July and
early August following the deterioration in the second quarter,
the dissenting members did not believe that these developments
warranted the risk they saw in the action taken. In advancing
their reasons for this judgment, individual members of the dis-
senting group noted the uncertainty as to whether the deficits
since midyear constituted a trend, and the lack of information
on the role of capital outflows in these deficits. Some expressed
doubt that a slight shift in policy of the sort envisaged would
have a significant impact on capital outflows, and some indicated
that they believed means other than general monetary policy
were preferable for coping with the balance of payments prob-
lem under prevailing domestic conditions.

September 8, 1964

Authority to effect transactions in System Account.

Available data for August indicated that domestic business
activity was continuing to expand in an atmosphere of confi-
dence but not ebullience. From weekly reports it appeared that

100

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



FEDERAL RESERVE SYSTEM

retail sales had increased further in August. Industrial produc-
tion probably was at least maintained and may have risen fur-
ther. Nonfarm employment remained strong, totaling about 1.6
million higher than a year earlier, although the unemployment
rate moved back up to 5.1 per cent from 4.9 per cent in July.

Manufacturers' inventories continued to increase at a slow
pace in July, and stock-sales ratios declined appreciably to a
new low for the recent period. Wholesale prices of industrial
materials remained stable on the average in August, although
prices of some nonferrous metals rose further.

Surveys of consumer and business spending plans suggested
continued strong demands in the period immediately ahead. In
the July Census Bureau survey of consumer buying intentions,
plans to buy new cars and household durable goods were reported
more frequently than a year earlier, while plans to buy used cars
and houses were somewhat less numerous. The August Com-
merce-SEC survey of business capital spending plans indicated
some further upward revision in anticipated outlays for the year.
Capital spending in 1964 was now projected at a level 12.7 per
cent above 1963, compared with a rise of 12.0 per cent indi-
cated in the May survey and 10.1 per cent in the February survey.

Bank credit rose sharply in August after declining moderately
in July. The movements in both months reflected in part changes
in bank holdings of Government securities related to Treasury
financing operations. The money supply increased at a consider-
ably slower rate than it had in the two preceding months. Free
reserves averaged about $110 million in August, and for the
most recent statement week, the one ending September 2, they
were estimated to have declined to $44 million. Member bank
borrowings in August averaged $310 million, the highest level
since March.

The interest rate on 3-month Treasury bills in recent weeks
continued at around the 3.50 per cent level. However, market
rates on bills maturing in December were depressed relative
to rates on surrounding maturities because of their special attrac-
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tion to investors expecting to make tax and dividend payments
in that month and having particular liquidity needs in the closing
weeks of the year. Bond markets displayed a more hesitant and
cautious tone, and yields rose somewhat. Among the contribut-
ing factors were heavy inventory positions of dealers in Gov-
ernment securities and municipal issues and the build-up in the
September calendar of new corporate and municipal public
offerings from the seasonally low level of the summer. The rise
in Treasury bond yields was modest partly because substantial
Federal Reserve and other official buying had helped to relieve
the overhang of supply in the market, but recent new issues of
corporate bonds were priced to yield about 10 basis points more
than they had a month earlier.

On the basis of preliminary data for August, the deficit in the
U.S. balance of payments for July and August combined ap-
peared to be running appreciably above the $3 billion annual
rate of the second quarter. However, capital outflows moderated
in July; short-term claims on foreigners reported by banks de-
clined, partly offsetting a large rise in June, and outflows on
long-term bank loans continued modest.

The Committee concluded that the policy decision taken at
the previous meeting should not be altered in the light of the
information on domestic and balance of payments developments
that had become available in the interim. Accordingly, it was
agreed that operations should continue to be directed toward
maintaining the slightly firmer conditions in the money market
that had prevailed in recent weeks. The following current eco-
nomic policy directive was issued to the Federal Reserve Bank
of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering improvement in the capital account of U.S. inter-
national payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the continued orderly expansion
in economic activity, some slackening in the rate of money supply
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expansion in recent weeks, and relative stability in broad commodity
price averages. It also gives consideration to indications that the deficit
in the U.S. balance of payments was appreciably larger in July and
August than in the preceding quarter.

To implement this policy, System open market operations shall be
conducted with a view to maintaining the slightly firmer conditions in
the money market that have prevailed in recent weeks, while accom-
modating moderate expansion in aggregate bank reserves.

Votes for this action: Messrs. Balderston, Hick-
man, Mills, Mitchell, Robertson, Shepardson, Shu-
ford, Swan, Wayne, and Treiber. Votes against this
action: None.

September 29, 1964

Authority to effect transactions in System Account.

The industrial production index advanced nearly one point
further in August, and early indications were that it would show
another rise in September. Nonfarm employment increased only
slightly in August as temporary layoffs due to auto model change-
overs reduced manufacturing employment. Retail sales in the
third quarter were running about 2 per cent above the second-
quarter level, and it appeared that the unusually high rate of
personal saving of the period immediately following the March
income tax cut had slackened. While the increase in business
inventories thus far in 1964 was considerably less than had
been indicated by prior surveys of business anticipations, more
recent surveys suggested a higher rate of inventory accumula-
tion in the months ahead.

Not all recent economic indicators were expansive. Private
housing starts had been declining irregularly since late 1963,
and in the June-August period they averaged one-eighth below
the peak levels of last fall. New orders for manufacturers' du-
rable goods dropped sharply in August, mainly because of a
decline in defense orders, although they still were at a high
level.
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Average wholesale prices of industrial commodities continued
stable, as increases for nonferrous metals and some other prod-
ucts were about offset by decreases elsewhere. New 3-year labor
contracts entered into by two major automobile companies in-
volved settlements above the administration's recommended
wage guideposts, but whether these settlements posed a signifi-
cant threat to continued over-all price stability was uncertain.
It appeared that much would depend on the extent to which the
terms of these contracts influenced settlements in other indus-
tries, and on the effects that they might have on price expecta-
tions and incentives for speculative inventory accumulation.

Bank credit rose substantially further in early September fol-
lowing a large increase in August. Credit extensions to finance
corporate tax and dividend payments accounted for a significant
part of the September increase. Advance estimates suggested
that the money supply rose more in September than in August,
and perhaps as much as in June and July when the increase was
at an annual rate of 8.5 per cent. Growth in time and savings
deposits in September was about in line with the average for
the year to date, as gains in savings deposits were partly offset
by the mid-September reduction in negotiable time certificates
of deposit outstanding.

Member bank borrowings rose somewhat further, averaging
$370 million in the 4 weeks ended September 23, as compared
with $310 million in the preceding 4 weeks. Excess reserves
also rose, but less than borrowings, and free reserves declined
a little to an average of $80 million.

Conditions in the money market had firmed somewhat in
recent weeks, and the interest rate on 3-month Treasury bills
had advanced several basis points to 3.54 per cent. Bond yields
continued to rise in early September, but after the middle of the
month yields on Treasury bonds moved down; and somewhat
later, yields on new corporate issues also declined. Dealer in-
ventories of Treasury bonds had been reduced substantially
from earlier levels.
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More complete statistics on the U.S. balance of payments in
August and tentative data for September indicated that the
deficit in both months was below the high total for July. These
data also suggested that for the third quarter as a whole the
deficit might be somewhat less than that for the second quarter,
which was now estimated at an annual rate of $2.7 billion.
There was no evidence at present of net outflows of short-term
capital in the third quarter, but outflows of long-term private
capital apparently were appreciably higher than earlier in the
year.

It was the consensus of the Committee that the slightly firmer
money market conditions maintained under the directives issued
at the two preceding meetings remained appropriate. Some
members expressed concern about the possibilities for inflation-
ary developments that they saw in the auto wage settlements and
in the recent rapid growth rates in bank credit and the money
supply, and about the continuing large deficit in the U.S. balance
of payments. Another possible source of imbalance noted was
the reported acceleration in demand for steel products resulting
from fears of a work stoppage in that industry next spring.
While no members favored a substantial change in policy, there
was some sentiment for a further slight shading of market condi-
tions in the direction of firmness, or at least for resolving any
doubts that arose in implementing policy on the side of firmness
rather than ease. The majority did not favor such a course, on
the grounds that it was not warranted by price developments
to date and that even a slight further lessening of ease in the
money market might, under present circumstances, have large
undesired effects on security prices and credit terms.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accom-
modate moderate growth in the reserve base, bank credit, and the money
supply for the purpose of facilitating continued expansion of the econ-
omy, while fostering improvement in the capital account of U.S. inter-
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national payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the continued orderly expansion
in economic activity, relative stability in broad commodity price aver-
ages, and indications that the money supply is expanding rapidly again
after some slackening in August and early September. It also gives
consideration to current estimates that the deficit in the U.S. balance of
payments in the third quarter continued at a high rate, although possibly
not as high as in the preceding quarter.

To implement this policy, System open market operations shall be
conducted with a view to maintaining about the same conditions in the
money market as have prevailed in recent weeks, while accommodating
moderate expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Mitchell, Rob-
ertson, Shepardson, Swan, Wayne, and Bryan.
Votes against this action: None.

October 20, 1964

1. Authority to effect transactions in System Account.

Underlying domestic economic conditions apparently con-
tinued strong in recent weeks, although new uncertainties were
introduced by recent political developments abroad and aggre-
gate measures of domestic activity were being dampened by a
work stoppage at a major automobile company, now in its fourth
week. The industrial production index increased slightly in
September despite a decline in automobile output. Weekly retail
trade reports indicated little change in nondurable goods sales
from the advanced August-September level, although durable
goods volume declined in reflection of the shortage of new cars.
Employment in nonfarm establishments rose further in Septem-
ber, but the unemployment rate, at 5.2 per cent, was little changed
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from August. Wholesale industrial prices remained broadly stable
into early October, except for further marked increases in non-
ferrous metals prices.

Gross national product was estimated to have advanced at an
annual rate of $9 billion in the third quarter, to a level 6.9 per
cent above a year earlier in current dollars and 4.8 per cent
higher in real terms. Consumption expenditures rose more than
disposable income in the quarter, and business outlays for fixed
capital continued to expand vigorously. On the other hand, resi-
dential construction expenditures declined somewhat, and busi-
nesses accumulated inventories at an estimated annual rate of
only $1.7 billion, $2 billion below the second quarter's moderate
rate.

Total bank credit increased substantially again in September,
with the rise concentrated in the first half of the month. Both
loans and investments declined in early October. Growth in the
money supply in September, and in the third quarter as a whole,
was at an annual rate of about 6 per cent—twice the rate pre-
vailing in the first half of the year. According to preliminary
indications the money supply rose substantially further in the
first half of October.

Free reserves of member banks continued to average about
$80 million in the 3 weeks ending October 7. In the following
week, however, they rose to an estimated $186 million, chiefly
because the level of float over the Columbus Day holiday week-
end was substantially higher than expected.

In security markets, yields on 3-month Treasury bills increased
several basis points further to 3.59 per cent. Long-term markets
were characterized by a cautious tone, and yields on long-term
Treasury securities edged up after late September. Yields on
new issues of corporate bonds declined in recent weeks as the
calendar of forthcoming offerings contracted, but even in this
market investor caution was suggested by a build-up in dealer
inventories of unsold bonds. It was reported that the Treasury
soon would announce the terms of its November refunding,
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which was expected to be a routine offering confined to the short-
term area. At mid-October, prices of common stocks were at
record levels.

Preliminary figures for the U.S. balance of payments in Sep-
tember showed a small over-all deficit for the month. The third-
quarter deficit was estimated at an annual rate of about $2V4
billion, somewhat below the estimate for the preceding quarter.
U.S. exports declined slightly in August, but the July-August
trade surplus was little changed from the second quarter's $6
billion annual rate.

The Committee agreed that no change should be made in
policy at this time in view of the forthcoming Treasury financing
operation and of the uncertainties and unsettlements resulting
from recent international political developments. In addition,
some members thought a change in policy was not warranted at
present either by domestic economic conditions or by balance of
payments developments. Other members, however, believed that
recent growth rates in bank credit and the money supply could
not be sustained for long without increasing the inflationary
dangers they thought already were incipient domestically. Serious
concern also was expressed over the continuing sizable deficit in
the U.S. balance of payments.

The following current economic policy directive was issued
to the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to ac-
commodate moderate growth in the reserve base, bank credit, and the
money supply for the purpose of facilitating continued expansion of the
economy, while fostering improvement in the capital account of U.S. inter-
national payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the further expansion in eco-
nomic activity, tempered by a work stoppage at a major automobile
company; relative stability in broad commodity price averages, even
though additional price increases have occurred in some materials mar-
kets; and indications that the vigorous money supply expansion of recent
months continued in the first half of October. It also gives consideration

108

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



FEDERAL RESERVE SYSTEM

to current estimates that the deficit in the U.S. balance of payments in
the third quarter continued at a high rate, although not quite as high as
in the preceding quarter.

To implement this policy, and taking into account the forthcoming
Treasury financing, System open market operations shall be conducted
with a view to maintaining about the same conditions in the money
market as have prevailed in recent weeks, while accommodating moderate
expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Mitchell, Rob-
ertson, Shepardson, Shuford, Swan, and Ellis. Votes
against this action: None.

2. Authority to purchase and sell foreign currencies.

On several occasions since the spring of 1961 the Federal Re-
serve Bank of New York, acting for the account of the U.S.
Treasury, had undertaken forward sales of selected foreign cur-
rencies for the purpose of reducing unduly high forward pre-
miums on the foreign currency arising, for example, from market
speculation based on expectations of a possible revaluation of
that foreign currency. These operations had been successful in
lessening pressures on the dollar and the U.S. gold stock.

At this meeting the Committee approved a recommendation
of the Special Manager of the System Account that the Federal
Reserve Bank of New York be authorized to conduct similar
operations for System Account, within certain dollar limits, so
that the System and the U.S. Treasury would be able to act in
concert in the event a need for such operations should arise in
the future. Specifically, it was agreed that the guidelines for
foreign currency operations, as reaffirmed at the meeting of
March 3, 1964, should be amended by deleting the second para-
graph of Section 1 (cited below), and that the continuing author-
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ity directive for transactions in foreign currencies should be
amended in two respects: to add a subparagraph (d) to the second
paragraph authorizing forward transactions for the purpose indi-
cated, and to revise the combined dollar limit for forward trans-
actions for all authorized purposes from the figure of $150 mil-
lion that currently applied to forward transactions for the three
purposes already authorized to a figure of $200 million to cover
the additional purpose for which forward transactions would be
authorized as well.

At the same time, it was decided to make two further revisions
in the continuing authority directive for foreign currency trans-
actions. One revision consisted of the insertion of the word
"concurrent" before the word "sales" in subparagraph (c) of
the second paragraph, to clarify the distinction between the type
of operation contemplated by this subparagraph and that con-
templated by the new subparagraph (d). The other revision in-
volved a change, from $2.05 billion to $2.1 billion, in the dollar
limit specified in the first paragraph of the directive on the
aggregate amount of foreign currencies held under reciprocal
currency arrangements. It had been the Committee's practice
to set this limit at the sum of the amounts currently specified by
the Committee for all individual authorized reciprocal currency
arrangements, which represented the maximum of System cov-
ered holdings of foreign currencies under these arrangements in
the remote possibility that they might all simultaneously be fully
drawn on. This revision was made because earlier in the present
meeting the Committee had approved an increase in the size of
the reciprocal currency arrangement with the National Bank of
Belgium from $50 million to $100 million.

In accordance with these decisions, the guidelines for System
foreign currency operations were amended by deletion of the
following paragraph from Section 1:

Holdings of a currency shall generally be kept sufficient to meet
forward contracts in that currency (exclusive of contracts made under
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parallel arrangements with foreign monetary authorities which provide
their own cover) expected to mature in the following 3-week period.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Mitchell,
Robertson, Shepardson, Shuford, Swan, and Ellis.
Votes against this action: None.

Also in accordance with these decisions, the following con-
tinuing authority directive for transactions in foreign currencies
was issued to the Federal Reserve Bank of New York:

The Federal Reserve Bank of New York is authorized and directed to
purchase and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreign Currency
Operations reaffirmed by the Federal Open Market Committee on March
3, 1964, as amended October 20, 1964; provided that the aggregate
amount of foreign currencies held under reciprocal currency arrangements
shall not exceed $2.1 billion equivalent at any one time, and provided
further that the aggregate amount of foreign currencies held as a result
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

The Federal Reserve Bank of New York is also authorized and directed
to operate in any or all of the foregoing currencies in accordance with the
Guidelines and up to a combined total of $200 million equivalent, by
means of:
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(a) purchases through forward transactions, for the
purpose of allowing greater flexibility in cover-
ing commitments under reciprocal currency
agreements;

(b) purchases and sales through forward as well as
spot transactions, for the purpose of utilizing its
holdings of one currency for the settlement of
commitments denominated in other currencies;

(c) purchases through spot transactions and con-
current sales through forward transactions, for
the purpose of restraining short-term outflows of
funds induced by arbitrage considerations; and

(d) sales through forward transactions, for the pur-
pose of influencing interest arbitrage flows of
funds and of minimizing speculative disturb-
ances.

The Federal Reserve Bank of New York is also authorized and directed
to make purchases through spot transactions, including purchases from
the U.S. Stabilization Fund, and concurrent sales through forward trans-
actions to the U.S. Stabilization Fund, of any of the foregoing currencies
in which the U.S. Treasury has outstanding indebtedness, in accordance
with the Guidelines and up to a total of $100 million equivalent.
Purchases may be at rates above par, and both purchases and sales are
to be made at the same rates.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Mitchell.
Robertson, Shepardson, Shuford, Swan, and Ellis.
Votes against this action: None.

November 10, 1964

1. Authority to effect transactions in System Account.

Underlying domestic economic conditions appeared to have
remained favorable in October despite work stoppages in the
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automobile industry. Industrial production and retail sales ap-
parently continued strong apart from the effects of interruptions
in auto output, and over-all commodity price averages remained
relatively stable. The unemployment rate was unchanged at 5.2
per cent.

Although declines in output in the auto and closely related
industries were estimated to have reduced the index of industrial
production for October by 2-3 percentage points, activity in
other industries probably was maintained or increased further.
New car sales were down sharply on a seasonally adjusted basis
in October, but sales at furniture and appliance stores and at
outlets for nondurable goods were up. Total construction activity
edged down further in October, as residential building remained
appreciably below the highs reached in the fall of 1963.

Strong upward pressures on wholesale prices were still limited
to nonferrous metals. However, selective increases continued to
be announced for other commodities, and recent weekly esti-
mates showed a small increase in the average for industrial com-
modities. The consumer price index rose further in September
at the slow pace of recent years.

Results of a private survey of business plant and equipment
spending plans, taken in October, indicated that the level of such
outlays planned for 1965 was about 5 per cent above the esti-
mated 1964 total and little changed from the rate indicated for
the final quarter of 1964 by the August Commerce-SEC survey.
The increase in capital spending from 1963 to 1964 was esti-
mated at about 14 per cent on the basis of returns in the
private survey. While it was noted that actual outlays in years
of business expansion often were larger than those reported as
planned in the preceding autumn, these survey results still sug-
gested some possible slowing from the recent growth rate in
capital outlays.

Bank credit, after expanding sharply in September, was
down moderately by the end of October according to pre-
liminary estimates, perhaps partly because of the effects of the
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auto industry work stoppages. The money supply, which had
grown at an annual rate of about 6 per cent in the third quarter,
rose at a 4.6 per cent rate in October, increasing sharply in the
first half of the month but then declining in the second half.
Commercial bank time and savings deposits rose more than in
other recent months. Free reserves at member banks averaged
about $90 million, little changed from the September level.

The money market was firm during most of October and
early November, although varying conditions in different seg-
ments of the market contributed to a slightly easier tone from
time to time, notably after the Columbus Day holiday. Bond
markets turned stronger in recent weeks as a result of somewhat
reduced demands for outside financing, a continuing large flow
of savings, and growing investor confidence in current interest
rate levels, and at the end of October yields on long-term
Government bonds were close to their lowest levels since early
August. The Treasury currently was engaged in a $9Vi billion
cash offering of new 18-month notes, most of the proceeds of
which would be used to redeem securities maturing on Novem-
ber 15.

Preliminary data suggested that the U.S. balance of payments
deficit for October, after allowance for seasonal factors, con-
tinued at about the same annual rate as in the third quarter, now
estimated at $2.3 billion. The trade surplus rose in September
mainly because of higher exports in anticipation of a possible
port strike. The United Kingdom recently had instituted meas-
ures designed to reduce a large deficit in its balance of payments,
including a temporary 15 per cent surcharge on Imports of
manufactured goods, but not including an increase in the dis-
count rate of the Bank of England.

The Committee agreed that no change should be made in
monetary policy at this time, although a number of members
thought there were some grounds for seeking slightly firmer con-
ditions in the money market and a reduction in the growth rates
of bank credit and the money supply from those prevailing during
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recent months. Some of these members expressed the view that
firmer money market conditions and less easy credit availability
would be helpful in limiting private capital outflows from the
United States. Others emphasized domestic considerations, indi-
cating that they believed recent money and credit growth rates
were offering an undesirable degree of encouragement to latent
inflationary pressures. Most members in this group concluded,
however, that other considerations militated against a change in
policy at this meeting, including the fact that the current Treas-
ury financing was still in process.

Other members thought that no change in policy was war-
ranted at present even apart from the Treasury financing. Among
the reasons advanced by individual members who held this view
were that the U.S. balance of payments position had not been
deteriorating recently, that commodity prices continued stable
on average, and that the case for firmer money market condi-
tions based on domestic considerations was, on the whole,
weaker at present than it had been earlier in the fall. Some of
these members also believed that even a slight shift in policy now
might set off market reactions that would culminate in a need to
raise the Federal Reserve discount rate, an action that they con-
sidered undesirable at present both on domestic grounds and in
view of the balance of payments problems of the United
Kingdom.

The following current economic policy directive was issued to
the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to ac-
commodate moderate growth in the reserve base, bank credit, and the
money supply for the purpose of facilitating continued expansion of the
economy, while fostering improvement in the capital account of U.S.
international payments, and seeking to avoid the emergence of inflationary
pressures. This policy takes into account the apparent underlying strength
in current economic conditions, apart from the effects of work stoppages
in the automobile industry; indications that the rate of increase in business
capital spending may moderate in the coming year; relative stability in
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broad commodity price averages, even though additional price increases
have occurred in some materials markets; and the recent reduction in bank
credit and monetary expansion from the high rates of summer. It also
gives consideration to the persistence of a sizable deficit in the U.S.
balance of payments.

To implement this policy, and taking into account the current Treasury
financing, System open market operations shall be conducted with a
view to maintaining about the same conditions in the money market as
have prevailed in recent weeks, while accommodating moderate expansion
in aggregate bank reserves.

Votes for this action: Messrs. Martin, Balderston,
Daane, Hickman, Mills, Mitchell, Robertson,
Shepardson, Shuford, Swan, and Wayne. Vote
against this action: Mr. Hayes.

Mr. Hayes favored undertaking operations designed to en-
courage somewhat firmer money market conditions immediately
after the current Treasury financing was completed. He thought
the situation posed by the persistence of a balance of payments
deficit at the current rate was sufficiently serious to outweigh
other considerations that might argue against a change in policy
at this meeting. In his judgment the domestic economy was fully
strong enough to withstand a moderate policy change without
damage. Moreover, he saw merit in a slight policy change from
the domestic standpoint, in light of his views that bank credit
had grown at a rapid rate thus far in 1964 and that a threat of
inflationary developments existed at present. Accordingly, he
dissented from this action.

2. Amendment of continuing authority directive.

On the recommendation of the Account Manager, Section
1 (b) of the continuing authority directive to the Federal Reserve
Bank of New York was amended to raise the dollar limit on
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System Open Market Account holdings of bankers' acceptances
from $75 million to $125 million. The concurrent percentage
limit on holdings, of 10 per cent of the total of bankers' accept-
ances outstanding, was left unchanged. With this amendment,
Section l (b ) read as follows:

To buy or sell prime bankers' acceptances of the kinds designated in
the Regulation of the Federal Open Market Committee in the open
market, from or to acceptance dealers and foreign accounts maintained at
the Federal Reserve Bank of New York, on a cash, regular, or deferred
delivery basis, for the account of the Federal Reserve Bank of New York
at market discount rates; provided that the aggregate amount of bankers5

acceptances held at any one time shall not exceed $125 million or 10 per
cent of the total of bankers' acceptances outstanding as shown in the
most recent acceptance survey conducted by the Federal Reserve Bank of
New York.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Mitchell,
Robertson, Shepardson, Shuford, Swan, and
Wayne. Votes against this action: None.

In 1958, when the $75 million limit on System Account hold-
ings of bankers' acceptances had been established, the dollar
volume of acceptances outstanding in the market was less than
half of its current level. The increase in the dollar limit to $125
million was considered appropriate in view of the substantial
growth in the market since that time.

November 24, 1964

Authority to purchase and sell foreign currencies.

On the day preceding this meeting, which was held by tele-
phone, the Bank of England had raised its discount rate from 5
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to 7 per cent in another of a series of actions taken in response to
heavy pressure on sterling in foreign exchange markets.1 At this
meeting the Special Manager of the System Account reported that
pressure on sterling had abated for only a brief period following
this action, and had subsequently been renewed in force. He
indicated that a number of central banks were consulting re-
garding the possibility of developing a broad package of financial
assistance to Britain, designed to reinforce that country's efforts
to defend sterling. On recommendation of the Special Manager,
the Committee authorized an increase in the reciprocal currency
(swap) arrangement with the Bank of England from $500 mil-
lion to $750 million, subject to the agreement of the Bank of
England and to the satisfactory development of a broad package
of credits to Britain.

Concurrently, the Committee raised the dollar limit specified
in the first paragraph of the continuing authority directive for
foreign currency transactions on the aggregate amount of foreign
currencies held under reciprocal currency arrangements by $250
million to $2.35 billion.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Daane, Hickman, Mills, Robertson,
Shepardson, Shuford, Swan, and Wayne. Votes
against this action: None.

December 1, 1964

Authority to effect transactions in System Account.

Domestic financial markets had reacted in a moderate and
orderly fashion to the preceding week's official actions, which

xAs indicated in the entry for Nov. 23, 1964, in the preceding Record of
Policy Actions of the Board of Governors, on the same date the Board ap-
proved increases in Federal Reserve discount rates from 3V̂  to 4 per cent and
amended the Supplement to Regulation Q to raise maximum permissible
interest rates on time and savings deposits of member banks.
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followed the sterling crisis. These actions included successive
increases in discount rates by the Bank of England, the Federal
Reserve Banks, and the Bank of Canada; an increase in the
maximum interest rates permitted on time and savings deposits
of member banks under the Federal Reserve Board's Regulation
Q; and announcement of a $3 billion package of short-term
credits to Britain by 11 countries, including the United States,
and the Bank for International Settlements.

Interest rates, particularly on short-term instruments, adjusted
upward promptly in response to the official rate actions. Yields
on 3-month Treasury bills advanced about 25 basis points to
about 3.85 per cent, and Federal funds frequently traded at the
new Federal Reserve discount rate of 4 per cent. The rise in
bond yields, however, was quite modest; yields on long-term
Treasury issues advanced about 5 basis points on the average,
and those on outstanding corporate and municipal bonds ap-
peared to have adjusted to about the same extent. Common
stock prices dropped only slightly on somewhat heavier trading
volume, and neither spot nor futures markets for sensitive com-
modities showed unusual changes in price quotations or activity.
A number of commercial banks raised rates offered on time and
savings deposits, but announcements of increases in prime
lending rates by a few banks (all outside New York) were not
followed immediately by others.

From reports at this meeting it appeared that the domestic
business situation had remained strong in recent weeks, although
current measures of activity continued to reflect the effects of
recent and threatened work stoppages. Retail sales declined by
about 3 per cent in October and somewhat further in early
November, both because of a shortage of new cars resulting
from the recent auto industry strikes and because of unseasonably
warm weather. Industrial production was estimated to have
returned in November to about the September level as auto
output was partly restored and as production in other industries
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continued to increase. Manufacturers' inventories rose by $550
million in October, more than in any other month thus far in
1964. However, this development also probably was related in
part to work stoppages; automobile manufacturers accumulated
stocks of materials and parts during the auto strikes and steel
users increased inventories against the possibility of a strike in
that industry next spring.

Between mid-September and mid-October the index of indus-
trial commodity prices increased by 0.4 per cent to a level above
the narrow range within which it had fluctuated earlier this year.
The rise was attributable to a recovery in prices of petroleum
products, further advances for nonferrous metals, and scattered
increases in other commodity groups. Few decreases were re-
corded other than slight further declines for lumber and plywood.

Bank credit, which had declined in October, rose substan-
tially in November according to data for city banks, as business
and financial loans increased and banks acquired sizable amounts
of U.S. Government securities offered in Treasury financings.
Most of the associated rise in deposits apparently occurred in
Government and time deposits, and the money supply probably
increased only slightly in November. In the August-October
period, bank credit had grown at an annual rate of about 10
per cent, and the money supply at a rate slightly less than 5 per
cent. Free reserves, the data for which were affected more
sharply than usual by subsequent revisions, averaged about $10
million in November, compared with an average of about $90
million in the previous month.

Data on the U.S. balance of payments for October and tenta-
tive figures for early November suggested that the deficit in the
fourth quarter would be somewhat higher than in the third,
partly because of a substantial increase in new foreign security
issues in the United States. It appeared that the large recent
outflow of capital from Britain would not greatly affect the
statistics for the U.S. payments deficit.

In the discussion of the appropriate monetary policy for the
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next 2 weeks, it was noted that financial markets were still in
process of adjustment to recent official actions and that these
markets would be under strong seasonal pressures in the period
ahead. It also was noted that the Federal Reserve rate actions
had been directed primarily to the international payments situa-
tion, and that they had been intended to reduce the possibility
of an outflow of volatile foreign dollar balances for confidence
reasons. The Committee agreed that it was desirable at present
to avoid a reduction in domestic credit availability and to
moderate firming tendencies in the money market.

The following current economic policy directive was issued to
the Federal Reserve Bank of New York:

It is the Federal Open Market Committee's current policy to accommo-
date moderate growth in the reserve base, bank credit, and the money sup-
ply for the purpose of facilitating continued expansion of the economy,
while fostering improvement in the capital account of U.S. international
payments, and seeking to avoid the emergence of inflationary pressures.
This policy takes into account the fact that financial markets are cur-
rently in a period of adjustment in the wake of the recent sterling crisis
and the discount rate advances and other responses in Britain, Canada,
and the United States. The policy also takes into account the underlying
strength of the domestic economy, obscured partially by the effects of
recent and threatened work stoppages; the recent increase in average
wholesale prices of industrial goods; and the continued expansion of bank
credit and money. It also gives consideration to the persistence of a sizable
deficit in the U.S. balance of payments.

To implement this policy, and recognizing that a larger-than-usual
degree of flexibility in operations will be needed in this period when
financial markets, while under strong seasonal pressures, are still adjusting
to official rate actions here and abroad, System open market operations
over the next 2 weeks shall be conducted with a view to accommodating
moderate expansion in aggregate bank reserves, while moderating adjust-
ments of money market conditions to recent official actions.

Votes for this action: Messrs. Martin, Hayes,
Balderston, Hickman, Mitchell, Robertson, Shepard-
son, Shuford, Swan, and Wayne. Votes against this
action: None.
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December 15, 1964

Authority to effect transactions in System Account.

Reports at this meeting indicated that domestic economic
activity, after being dampened by work stoppages earlier in the
fall, currently was being stimulated by efforts of auto producers
to rebuild dealer inventories while satisfying accumulated de-
mands and by attempts of steel users to increase stocks against
the possibility of a steel strike next spring. It appeared likely
that these influences would continue to encourage inventory in-
vestment in early 1965.

As the year drew to a close, the course of activity in most
other sectors of the economy was showing little change from
earlier months. Business and consumer confidence remained high;
recent surveys indicated that both groups planned to increase
spending in the months ahead. On balance, short-run prospects
for continuing economic expansion appeared to be good if
activity was not disrupted by major strikes.

With respect to the longer run, some members of the Com-
mittee noted that the temporary stimulus to activity of recent and
threatened strikes might end at a time when other factors also
were acting to dampen activity, including a shift in the position
of the Federal budget from deficit to near-balance or surplus.
This raised the possibility in their minds that the pace of activity
might slacken in the coming year.

The unemployment rate declined slightly to 5.0 per cent in
November but remained within the narrow 4.9-5.3 per cent range
that had prevailed since May. Joblessness was heavily concen-
trated among the unskilled, particularly younger workers; the
unemployment rate among married men was at its lowest level
in 7 years, and shortages of some kinds of skilled labor were
being reported. Further increases in employment could be ex-
pected with rising activity, particularly in trade and public and
private services where gains had continued to be strong and
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steady. But the labor force also was expected to grow rapidly
because of a large increase in the number of young people seek-
ing jobs. While recognizing that adequate credit was important to
a dynamic and expanding economy, a number of members of
the Committee indicated that they thought merely increasing
over-all demand by expanding credit at this juncture would not
solve the unemployment problem stemming from lack of educa-
tion and training.

Weekly estimates suggested that average industrial commodity
prices rose slightly further in November and early December,
following a larger advance in October. Because of declines in
prices of farm and food products, however, the average for all
wholesale prices apparently remained stable. Upward pressures
on prices of nonferrous metals had been maintained recently by
high rates of activity in the United States and abroad and, in
some cases, by political disturbances and strikes that limited
production. The consumer price index continued its mild upward
drift in October.

The rate of growth in total bank credit had fluctuated errati-
cally in recent months partly because of the pattern of Treasury
financing operations. November witnessed an exceptionally large
expansion, with much of the unusual size of the increase at-
tributable directly and indirectly to Treasury financings in that
month. This brought the annual rate of growth of bank credit
since midyear to about 8 per cent, the same rate as in the first
half of 1964 and in the year 1963. Recent fluctuations in the
growth rate of the money supply appeared to reflect mainly
shifts between private and Government deposits and short-run
adjustments by the public in its money balances. In the year to
date the money supply had increased at a 4.2 per cent rate,
compared with 3.8 per cent in 1963.

Member banks used part of the reserves supplied by System
open market operations to reduce their borrowings from the
Federal Reserve Banks in the wake of the late November increase
in the discount rate. Although excess reserves also were reduced
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somewhat, free reserves rose substantially in the most recent
statement week. Federal funds were readily available, frequently
at rates below the discount rate.

Yields on 3-month Treasury bills declined about 10 basis
points in the first week of December, but subsequently they
returned to about 3.85 per cent, the level that had been reached
shortly after the discount rate action, as seasonal pressures con-
verged on the money market. These pressures were expected to
reverse with the passage of the December tax and dividend dates
and the holiday shopping season. Bond yields, which had risen
slightly in an initial adjustment to the change in the discount
rate, fell back to about earlier levels. The decline was attributable
in part to expectations of continuing large flows of savings and
little or no rise in long-term credit demands. It also reflected
market responses to recent official statements concerning interest
rates and credit availability, and to the cancellation by several
commercial banks of increases in their prime rate announced
earlier. While market yield relations were still expected to be
subject to stresses of various sorts, the net effect to date of the
adjustments to the discount rate action had been a further flatten-
ing of the yield curve in the shorter maturity range.

It was reported that the Treasury probably would raise new
cash early in 1965 through additional bill sales. The possibility
also was noted that an advance refunding operation would be
undertaken in January if market conditions were considered
favorable.

In foreign exchange markets, attention continued to be
focused on developments in sterling. While that currency ap-
peared to have weathered the recent crisis, the situation had not
yet been fully stabilized, partly because of adverse seasonal
pressures.

The precise magnitude of the U.S. balance of payments deficit
in the fourth quarter was still in doubt but the deficit for 1964
as a whole seemed likely to be on the order of $2.5 billion, com-
pared with $3.3 billion in the preceding year. Net outflows of
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U.S. private capital rose substantially in 1964 to a new record
level. The estimated reduction in the over-all deficit was attribut-
able to a further marked increase in the trade surplus, as exports
continued to expand rapidly while the growth in imports re-
mained moderate. The gain in the trade surplus was due partly
to vigorous economic expansion abroad and partly to the im-
proved competitive position of U.S. goods in world markets
as average prices continued to be relatively stable domestically
but rose in many foreign countries.

A continuation in 1965 of favorable developments in U.S.
foreign trade seemed possible, particularly if domestic prices
remained stable. However, there were some factors that appeared
unfavorable and that might slow or perhaps even reverse the
recent trend. Among these were the restrictive actions—including
surcharges levied on imports—that Britain had taken to alleviate
its balance of payments difficulties; the possibility that the Euro-
pean Economic Community would reach decisions on farm policy
that would reduce U.S. agricultural exports to its members; and
the prospect of less buoyant expansion and slower price advances
in some industrial countries. At the same time, U.S. imports
might rise more briskly in coming months, particularly if inven-
tory demands were strong. On the whole, it appeared to many
Committee members that any substantial further improvement
in the U.S. balance of payments position in 1965, in a context
of continuing domestic expansion, would have to occur mainly
in the area of capital flows.

The Committee concluded that no change in policy should be
made at this time in view of the various uncertainties characteriz-
ing the domestic and international situations, the prospective
reversal of seasonal pressures in the money market, and the possi-
bility of a Treasury financing operation soon. It was agreed that
for the time being open market operations should continue to
be directed primarily at maintaining stable money market condi-
tions, while permitting short-term interest rates to fluctuate within
their recent range. Some members felt that a slighly lower range
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of bill rates would be appropriate if brought about by the ex-
pected abatement of seasonal pressures. Others, while agreeing
with the majority that the balance of factors militated against a
policy change now, expressed continued concern about the per-
sisting sizable balance of payments deficit and about recent
growth rates of bank credit and the money supply.

The following current economic policy directive was issued to
the Federal Reserve Bank of New York:

In light of the economic and financial developments reviewed at this
meeting, it remains the Federal Open Market Committee's current policy
to facilitate continued expansion of the economy by accommodating
moderate growth in the reserve base, bank credit, and the money supply,
while seeking to avoid the emergence of inflationary pressures and to
strengthen the international position of the dollar.

To implement this policy, and recognizing that international uncer-
tainties and year-end seasonal pressures continue to require a larger than
usual degree of flexibility in operations, System open market operations
shall be conducted with a view to maintaining about the same conditions
in the money market as currently prevail.

Votes for this action: Messrs. Martin, Balderston,
Hickman, Mitchell, Robertson, Shepardson, Shu-
ford, Swan, Wayne, and Treiber. Vote against this
action: Mr. Mills.

Mr. Mills dissented from this action on the grounds that cur-
rent money market conditions were easier than he thought justi-
fied by immediate or prospective developments. He favored a
somewhat more restrictive credit policy because of the possibility
of massive inventory stockpiling, the further upward movement
in prices of strategic industrial materials, and the evidences he
saw of pervasive but latent inflationary pressures. In his judgment
a modest tightening in the supply of reserves and in credit avail-
ability would still leave reasonable leeway for appropriate credit
expansion without encouraging the commercial banking system
to press unduly for a further increase in its holdings of loans and
investments.
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The following two reports describe the actions taken during
1964 to carry out the policies of the Federal Open Market Com-
mittee. The first one is a chronological review of operations in
domestic securities. In providing the reserve base for rapid ex-
pansion in commercial bank credit and for substantial growth in
the money supply—and in view of the public's changing prefer-
ences for currency, demand deposits, and time deposits—the Fed-
eral Reserve acquired during the year $3.5 billion, net, of U.S.
Government securities (including repurchase agreements).

The report on operations in domestic securities was prepared
by Robert W. Stone, Manager of the System Open Market Ac-
count, who supervises these operations. It is written from the
vantage point of the Trading Desk at the Federal Reserve Bank
of New York, where operations in these securities are effected to
carry out the policy directives of the Federal Open Market Com-
mittee. The report stresses the factors—including variations in
reserve elements, money market tendencies, and Treasury financ-
ings—that the Manager takes into account in the day-to-day pro-
vision of bank reserves.

The second report is a review of Federal Reserve operations
in foreign currencies. The Federal Reserve has been buying and
selling such currencies since early 1962 as part of the efforts to
defend the dollar and strengthen the world payments system.
During 1964 the volume of Federal Reserve operations in foreign
currencies was substantial, and the reciprocal currency, or
"swap," network linking the Federal Reserve with foreign central
banks and the Bank for International Settlements was enlarged
by $300 million.

During the year the Federal Open Market Committee author-
ized outright forward sales of foreign currencies. The reinforce-
ment of the swap lines and the actual foreign exchange transac-
tions exerted a strongly stabilizing influence on both gold and
foreign exchange markets, which remained calm in the face of
several potentially dangerous developments during the year.
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The report on foreign currency operations was prepared by
Charles A. Coombs, Special Manager of the System Open Market
Account, who supervises the Federal Reserve's operations in such
currencies. All these operations for the System Account are
carried out, under the authorization of the Federal Open Market
Committee, by the Federal Reserve Bank of New York, which
also handles foreign currency transactions for the U.S. Treasury.
This report begins on page 161.

128

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



FEDERAL RESERVE SYSTEM

REVIEW OF OPEN MARKET OPERATIONS IN
DOMESTIC SECURITIES

The Federal Reserve maintained during 1964 a monetary and
credit policy posture that enabled the banking system, as in the
preceding year, to provide an important portion of the credit re-
quired to finance the economy's orderly expansion. As in other
years, open market operations were conducted with a view both
to accommodating the highly variable short-run demands for
credit that are made on the banking system and to increasing the
supply of bank credit and money so as to foster continued expan-
sion in the economy's output. At the same time, the form and
timing of operations were conditioned by the aim of avoiding the
possibility of depressing short-term interest rates to levels that
might unduly encourage outflows of capital from the United
States.

In fostering a reserve climate that was conducive to a further
expansion of the monetary and credit base, the Federal Reserve
continued to be concerned in its day-to-day operations with ac-
commodating the shifting patterns of reserve utilization and dis-
tribution that developed in response to the changing financial
needs of the economy. Thus, as the year unfolded, the Federal
Reserve found its conduct of operations affected not only by more
or less regular seasonal influences but also by the changing nature
and timing of the needs of both the Treasury and private bor-
rowers, by occasional marked shifts in investor sentiment, and by
changing relationships among market factors in the wake of the
increases in foreign and domestic discount rates late in the year.

In relating here some major aspects of open market operations
and market developments during 1964, it is convenient to divide
the year into five broad periods.

January 2-February 19: Absorbing the seasonal reserve reflux. In early
1964 the operational task of the Manager of the System Open
Market Account was one of maintaining reasonably stable
money market conditions during a period of heavy Treasury
financing while absorbing the usual reserve glut produced by the
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postholiday return flow of currency from circulation and by the
seasonal decline of deposits. As the year opened, the money
market was notably free of the tensions that in previous years had
often built up in December as peak credit demands fell on the
banks. Aided by the relatively abundant provision of reserves by
the Federal Reserve during the period of intensive reserve utiliza-
tion, the money market had handled very smoothly the seasonal
pressures occurring around the year-end.

SYSTEM OPERATIONS IN GOVERNMENT SECURITIES DURING 1964
(In millions of dollars)

Type of operation Jan. 2-
Feb. 19

Feb. 20-
May 20

May 21-
Aug. 19

Aug. 20-
Nov. 18

Nov. 19-
Dec. 31 Total

Outright purchases:
Treasury bills:

Market
Foreign

Coupon issues

Outright sales:
Treasury bills:

Market
Foreign

Coupon issues.

Redemptions

582
52

925
202

1,552
955
94

710
158

1,992
607
219

737
285

1,269
708
602

1,272
282

1,306
410
106

552
313

6,701
2,732
1,021

4,196
1,240

Repurchase agreements:
Purchases
Sales

369

556
567

692

1,351
1,287

817

2,232
2,296

2,732
2,228

215

2,415
2,382

2,093

9,286
8,760

Net increase in holdings. -873 1,105 915 1,529 775 3,451

NOTE.—All figures are as of date of delivery.

In January the Federal Reserve sought to allow average free
reserves to ease down from the levels to which they had risen in
December. Daily operations directed to this end were complicated,
however, by a tendency for reserve availability to exceed expec-
tations. This tendency persisted into February. At first, float de-
clined less than seasonally, in part because of widespread snow-
storms; and then deposits (and hence required reserves) in coun-
try banks dropped more rapidly than they had in earlier years.
Through mid-January, however, the money market remained firm
despite the high level of marginal reserve availability. The Treas-
ury's debt operations boosted the financing needs of Government
securities dealers and thereby maintained considerable pressure
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on the reserve positions of the major New York City banks, which
were called on to meet a large part of those needs.

After mid-January the distribution of reserves shifted from
country banks towards banks in the money centers. This reflected
in part the dealers' success in selling Treasury bills, which provided
them with the funds to pay off their loans. As a consequence, the
money market became more comfortable. Member bank borrow-
ing from the Federal Reserve Banks declined significantly, and on
several occasions in late January Federal funds traded below the
discount rate.

The emergence of such conditions is often a more reliable guide
to the actual level of free reserves prevailing in the banking system
than the reports and projections of reserve levels currently avail-
able to the Account Manager. (In fact, in this instance, subse-
quent revisions did boost significantly the level of free reserves
above the estimate first published.) The easier tone in the money
market after mid-January would normally have counselled action
to reduce reserve availability. At that time, however, Treasury
financing operations were holding the market's attention, and it
appeared desirable to the Federal Reserve to conduct operations
in such a way as to avoid a reserve level that would not have been
compatible with the "even keel" approach typically followed dur-
ing periods of Treasury financing. It was not until the second
statement week in February that a degree of tautness was re-
stored to the money market; at that point demand for Federal
funds exceeded the supply, and member bank borrowings at the
Reserve Banks increased again to the range of $250 million to
$400 million prevailing earlier.

In carrying out open market operations in Government secu-
rities in the first three statement weeks of the new year, the
Federal Reserve relied chiefly on market sales of Treasury bills
and the redemption of Treasury bill holdings in the weekly auc-
tions; in this way it absorbed $896 million of reserves. Over the
subsequent 4 weeks the Federal Reserve bought a net of $23 mil-
lion of Government securities as it first bought, and then sold,

132

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



FEDERAL RESERVE SYSTEM

issues to deal with changes in market factors affecting reserves.
Transactions during this 4-week interval were executed chiefly
in the market, although there were some transactions with for-
eign accounts. On a few occasions during the 7-week period, the
Federal Reserve bought Government securities under short-term
repurchase agreements to moderate temporary reserve pressures.

The Treasury bill market was free of special stresses as the
year opened, reflecting the smoothness with which the money
market had passed through December. In early January an ele-
ment of caution crept into the market. Bidding on January 9 for
$2.5 billion of tax anticipation bills due in June was very light,
partly because of the attention banks were giving to the terms of
the Treasury's advance refunding, which had been announced
the night before. The market's caution, which increased when the
large awards of bills to dealers were announced, soon gave way
to strength, however, as demand for bills in all maturity ranges
developed from sellers of the "rights" to the advance refunding
and from holders of the 1-year bills maturing on January 15.

Treasury bill rates moved lower through the second half of
January on good demand from corporations and banks, which in
effect took up at declining rates large amounts of bills sold and
redeemed by the Federal Reserve. The 3-month bill rate, which
had crept up 2 basis points to 3.55 per cent bid from the year-end
to midmonth, declined to 3.50 per cent at the end of January.
Strong demand also spilled over into the market for bankers' ac-
ceptances. After reaching a peak of $380 million on January 13,
dealers' acceptance portfolios had declined to $177 million by
January 29 in the wake of an increase of Vs percentage point in
rates.

In February a more hesitant tone gradually developed in the
Treasury bill market. Investment demand fell off while market
participants discussed the possible response of monetary policy
to the potentially inflationary implications of the impending tax
cut and to an increase in the Bank of England's discount rate,
which many deemed likely. In this atmosphere the 3-month bill
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rate rose to 3.54 per cent on February 19 and the 6-month rate,
which had been 3.61 per cent at the end of January, rose to 3.68
per cent.

The market for U.S. Government notes and bonds was steady
in early January, with prices somewhat above the levels to which
they had fallen before Christmas, after having trended irregularly
downward since September 1963. Market participants reacted
favorably to the President's State of the Union Message and to its
promise that the budget deficit in the 1965 fiscal year would be
considerably smaller than most observers had expected. On Janu-
ary 8 the Treasury announced that holders of six 1964-65 issues,
involving public holdings of $15.3 billion, would be given the
right to subscribe to additional amounts of the 4 per cent bonds
of 1970 and the 4V* per cent bonds of 1975-85.

Prices of intermediate- and longer-term issues immediately de-
clined in adjustment to the terms of the advance refunding, which
came as a surprise to the market, but prices improved thereafter.
Investor interest initially was lukewarm but then it picked up
somewhat, particularly for the longer issue, as the offering ap-
peared relatively attractive against the background of a strong
corporate bond market with a limited volume of new issues on
the near-term calendar. Subscriptions for the refunding amounted
to 18 per cent of public holdings, and the Treasury issued $2.2
billion of the 4 per cent bonds of 1970 and $892 million of the
4V4's of 1975-85. The Treasury allotted in full all subscriptions
to the 4's and allotted 83.5 per cent of the large subscriptions to
the 4V4 's (except subscriptions from official accounts, which were
allotted in full).

On the basis of a broad investment demand, which was also
a feature of the corporate and municipal bond markets, prices of
Treasury notes and bonds improved into early February. The
Treasury carried out its refinancing of $8.4 billion of February
15 maturities—including $4.3 billion publicly held—in a routine
fashion with the issuance of a 3% per cent, 18-month note and a
4 per cent, 30-month note. Market sentiment was encouraged by
official comments suggesting that interest rates might be near their
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peak for the year and by the strength of prices in the corporate
bond market.

A more hesitant atmosphere began to spread through the mar-
ket as February wore on, however—reflecting the talk, noted
earlier, of a possible move toward less monetary ease after pas-
sage of the tax reduction bill and widespread speculation in the
press that the Bank of England might raise its discount rate.
Weighing the implications of these possibilities for domestic
interest rates, Government securities dealers stepped up their ef-
forts to distribute the securities acquired during the Treasury's
financing operations, and prices edged lower.

February 20-May 20: Maintaining reserve availability in a period of
changing interest rate expectations. During the February 20-May 20
interval, investor views concerning the outlook for interest
rates swung widely, imposing extended price movements on the
bond markets that tended to overshadow the influence of the
smoothly functioning money market. Prices of bonds fell irreg-
ularly from mid-February through late March, and then moved
upward into the second half of May. In this environment Federal
Reserve open market operations maintained a reserve availability
that fostered continued growth in bank credit and money while
keeping generally firm and steady conditions in the money market
as changes in expectations were running their course in the
capital markets.

In fostering steady conditions, the Federal Reserve provided
the reserves that enabled the banking system to accommodate
without strain the large financial flows associated with corporate
dividend and tax payments in March and with individual income
tax payments on April 15. Commercial banks as a group tended
to liquidate or shorten their investments during this period, but
this reflected the banks' own shifting assessments of prospective
interest rates rather than any curtailment of reserves.

Federal Reserve operations alternately provided and absorbed
reserves over the February 20-May 20 interval. But provisions
heavily outweighed absorptions, with the result that operations
supplied a net of $1.1 billion during the period—largely to offset
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the impact on reserves of increases in currency in circulation and
in member bank deposits. Of the net provision, $94 million was
supplied through outright purchases of coupon-bearing issues.

The money market was firm, but not unduly so, in the period
surrounding the mid-March tax date. The Federal Reserve re-
mained at the edge of the market, ready to moderate pressures as
they emerged—for example, on the tax date itself when the Fed-
eral Reserve acquired $208 million of Government securities
under repurchase agreements. The smooth performance of the
money market over the tax date reflected in large part the advance
preparations by the money market banks to cope with credit
demands of Government securities dealers and sales finance com-
panies, which were replacing the corporate funds withdrawn to
make tax payments. It also reflected their preparations to meet
business loan demands directly. Some New York City banks
countered a major portion of the scheduled maturity of time cer-
tificates of deposit on the tax date by offering, for a brief period
around that time, a rate of 4 per cent for 6-month time deposits.

In the interval from March 5 to March 25 the market was
not without crosscurrents, however. After trading as low as 2Vi
per cent on Wednesday, March 18, Federal funds were bid for
aggressively at 2>Vi per cent later that day, and member bank
borrowing from the Reserve Bank shot up to $953 million—
chiefly, it was learned later, because of an unexpectedly rapid ac-
cumulation of Treasury tax receipts at the Reserve Banks. In the
following statement week, in contrast, reserve availability bulged
unexpectedly over the week end, and Federal funds traded in vol-
ume below the discount rate toward the end of the week.

Crosscurrents also developed in mid-April. On April 15 the
Treasury made heavy calls on its commercial bank depositaries
to meet needs stemming from its redemption of $2.5 billion of
Treasury bills that matured that day. In part because of this, the
major commercial banks found themselves unable to cover their
accumulated reserve deficiencies in the Federal funds market,
and member bank borrowings from the Reserve Banks expanded
sharply to $772 million. Within a few days, however, pressures
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on the central money market began to abate as the Treasury
redeposited with its large depositaries, the "C" banks., the pro-
ceeds of individual income tax payments made on April 15 and
drawn on banks all over the country. In this way, more than $2
billion was shifted temporarily to the money market banks within
the 10-day period from April 22 to May 1. As a result, a com-
fortable tone developed in the money market. This massive re-
distribution of reserves more than counterbalanced the effects of
a moderate decline in average free reserves in the 3 weeks after
April 15. In early May the Treasury recalled the special redeposits
made earlier at the "C" banks and the money market firmed
again. Federal funds traded predominantly at 3Vi per cent, and
member bank borrowing from the Reserve Banks rose once more
to the vicinity of $300 million.

In the bond markets, as noted earlier, prices of securities fell
irregularly from mid-February until late March. First, discussion
of the possibility of a rise in the discount rate of the Bank of
England, and then its actual rise from 4 to 5 per cent on February
27, led to increased concern that higher rates would consequently
be necessary in the United States. In the United States the pas-
sage of the Federal income tax cut in late February raised the
clear prospect of an enlarged deficit to be financed, and there was
some concern expressed that the tax cut might touch off a boom
that would spill over in inflation. Evidence also accumulated of
the economy's strong advance—for example, the large projected
increase in capital spending and the climb of stock prices to
record heights. A considerable body of opinion developed that
the Federal Reserve Banks would have to raise their discount
rates within a short time for both international and domestic
reasons. The increase in the discount rate of the Bank of Japan in
March reinforced concern about the prospect of rising rates
abroad.

Against this background, dealers in Government securities
sought to cut their inventories of securities, which they had in
part acquired at higher prices from the Treasury in the January
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advance refunding and the February refunding. As the conviction
grew among market participants that domestic interest rates were
likely to be higher later in the year, commercial banks became
more aggressive sellers of intermediate-term Treasury securities—
partly in preparation for an anticipated pick-up in loan demand.
Although some investor buying was attracted as prices declined,
the pressure of offerings continued to push prices lower. By late
March, yields on Government securities maturing in 3 to 5 years,
the maturity area most affected by commercial bank selling, had
risen to 4.25 per cent from 4.00 per cent in mid-February. Yields
on longer-term issues also rose, but more mildly; in late March,
yields on 3- to 5-year issues were actually above those on issues
maturing after 10 years.

Prices of corporate and municipal bonds also moved lower,
with investors showing scant interest in the yields prevailing on
new issues. In the corporate bond market, where a relative scar-
city of new issues tended to exert a stabilizing influence, yields
rose by somewhat less than 10 basis points. Municipal bond yields,
however, rose as much as 15 basis points because of the size of
dealer inventories and the large calendar of prospective offerings.
A feature of the market for corporate securities was the sale to
the public of $1.2 billion of common stock of a communications
corporation.

Around the end of March a feeling began to develop in the
Government securities market that the drop in prices might have
gone too far. Bank selling tapered off, and prices edged higher in
a technical reaction. The heavy oversubscription by banks for
$1 billion of new 3 % per cent, 16-month notes, which were of-
fered on March 31 for cash to yield 4.10 per cent, contributed
to the improved tone in the market.

Gradually, market participants gravitated toward the view that
interest rates might remain stable near their current levels for
some time. Reports of a marked improvement in the balance of
payments in the first quarter led some observers to conclude that
a rise in the Federal Reserve discount rate might not, after all,
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be required for international reasons. And as April advanced there
were no signs that the tax cut was yet generating the exuberant
consumer spending and strong upward price pressures that many
had feared a few weeks earlier.

In this improved market atmosphere, the Treasury's offering
in late April of an 18-month note and a 10-year bond to holders
of the issues maturing on May 15 served to crystallize favorable
sentiment. Public holders exchanged their holdings for $1.5 bil-
lion of the new AVA per cent bonds of 1974, which were offered
at par, and $2.1 billion of the 4 per cent notes, which had been
priced to yield 4.09 per cent. Market participants were encour-
aged by the strong interest in the 10-year bond—a substantial
volume of which was reportedly taken by banks to serve as high-
yielding collateral for public deposit accounts. Official comments
suggesting that there appeared to be no immediate prospect for an
increase in interest rates also added to confidence in the near-term
outlook for rates. Prices of U.S. Government notes and bonds
rose through the remainder of the period, so that by May 20
prices of many issues were almost back to the levels of mid-Feb-
ruary. Yields on new corporate and municipal bonds also declined
during April and May, giving up most of their earlier rise.

The Treasury bill market was also affected by the shifts in ex-
pectations in the bond markets during the February-May period.
But the pattern of response differed. Bill rates rose before, and
right after, the Bank of England raised its discount rate on Feb-
ruary 27. The 3- and 6-month bills reached peak rates of 3.60
and 3.77 per cent bid, respectively, around the end of February.

Nevertheless, demand for Treasury bills proved very strong
throughout the month of March—particularly for the shorter ma-
turities, as one would expect when there is uncertainty about the
future course of interest rates. Special factors also contributing to
the consequent downward movement in rates were large pur-
chases of bills by German commercial banks and advance invest-
ment in short-term securities of a portion of the proceeds of the
$1.2 billion stock offering mentioned earlier. By March 26 the
rate on 3-month bills had declined to 3.54 per cent bid—the
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level of February 19—while the yield spread between the 3- and
6-month bills had widened from 14 to 20 basis points.

Near the month-end the bill market was encouraged by the
Treasury's decision to raise cash through a 16-month note rather
than through bills. Demand remained strong, and the market also
anticipated the reinvestment of the proceeds of the $2.5 billion of
1-year bills maturing on April 15. By early April the 3-month
bill rate had fallen below the discount rate for the first time since
December 1963, and rates continued under downward pressure
throughout April. As fears of higher domestic interest rates
receded, investors gradually sought to obtain the higher yields
available on longer bills. By the end of April the 3-month bill
was bid at 3.45 per cent and the 6-month bill at 3.59 per cent,
the rates on each being about 8 basis points below the rates pre-
vailing on comparable issues in mid-February. Subsequently, bill
rates moved in a narrow band, the 3- and 6-month issues closing
on May 19 at 3.49 and 3.60 per cent bid, respectively.

May 21-August 19:: Maintaining a climate of reserve availability.
System open market operations during the May 21-August 19
interval provided for the accommodation of bank reserve needs
in a period when the money market was generally steady. In this
environment the banking system passed successfully the usual test
posed by the June dividend and tax dates as to its capacity to
create deposits and to facilitate large-scale shifts of money and
securities. The large currency flows associated with the July 4
holiday were also accommodated without strain. Subsequently, in
July and August, the money and Government securities markets
handled smoothly a large volume of Treasury financing while
short- and long-term interest rates remained steady.

The Federal Reserve maintained a generally firm tone in the
money market throughout the period. Average member bank
borrowing from the Reserve Banks in most weeks held in a range
of $200 million to $350 million, and Federal funds traded fairly
consistently at the V/2 per cent discount rate. The Federal Re-
serve through open market transactions supplied $915 million of
reserves over the entire 3-month period—typically pumping in

141

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

large amounts around the end of the month and then withdraw-
ing reserves over the midmonth to counter the rise in float.

In providing reserves, the Federal Reserve relied primarily on
outright purchases of Treasury bills in the market and from for-
eign accounts. Purchases of $219 million of Treasury coupon
securities in the market were an important supplementary means
of injecting reserves in early June and again in early August, when
market conditions and Treasury financing operations allowed this
to be done. The Federal Reserve also made increased use of pur-
chases of Treasury issues under short-term repurchase agreements
—both to supply reserve needs that were expected to be tem-
porary and to relieve pressures that developed from time to time.

The money market was both steady and firm around the end
of May when there were modest pressures related to the Memo-
rial Day holiday. Looking forward to the June dividend and tax
dates, banks in the major money centers prepared for the special
pressures expected then by reducing the basic-reserve deficiencies
that they had been recording and that they had covered largely
by purchases of Federal funds. In part, they prepared through
the aggressive placement of new negotiable time certificates of
deposit; major New York City banks alone increased their out-
standing certificates by $259 million in the 4 weeks ended June 3.

The June 10 date, on which major corporate dividend pay-
ments were made, passed almost routinely. The inflow of divi-
dend money to New York City banks helped them to refinance
the Government securities returning to dealers under maturing
repurchase agreements from corporations seeking cash balances
with which to make dividend payments. Over the June 15 cor-
porate tax date, however, reserve pressures mounted sharply, es-
pecially for the major New York City banks. These banks met a
large share of the residual financing needs of Government securi-
ties dealers, made loans to businesses and sales finance companies,
and experienced a drop in their time certificates of deposit out-
standing. A rise in nationwide reserve availability, which was
fostered by Federal Reserve action to supply reserves through re-
purchase agreements, provided additional lubrication to the
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monetary machinery over the period of maximum pressure. The
New York City banks were able to cover most of their increased
needs in the Federal funds market, while the major money market
banks outside New York experienced little pressure. Member
bank borrowing from the Reserve Banks rose only slightly.

In the Treasury bill market, as corporate selling appeared on a
moderate scale, bill rates edged up 3 to 4 basis points from late
May to mid-June—carrying the 3-month bill as high as 3.51 per
cent bid. Subsequently, demand for bills revived, and rates tended
lower. Demand was particularly strong for the popular late-De-
cember maturities then being auctioned, and the yield spread be-
tween 3- and 6-month maturities declined to as little as 2 basis
points in early July.

As noted earlier, Treasury financing operations played a ma-
jor role in activating the financial flows that passed through the
money market in July and August. The advance in prices of
Treasury notes and bonds, which had been interrupted briefly
in late May, resumed in June. By the end of that month prices
of most issues were at their highest levels of the year. The sturdy
performance of the market, despite growing expectations that
the Treasury would soon add to the supply of intermediate- and
long-term securities, gradually generated a conviction that ex-
isting interest rate levels accurately reflected supply and demand
forces in the credit market and that these levels were likely to be
sustained for some time. In this atmosphere, and with its cash posi-
tion adequate for immediately foreseeable cash needs, the Treas-
ury announced on July 8 its largest advance refunding to date.
Holders of nine issues maturing within 3 years (involving public
holdings of $26.6 billion) were offered the opportunity to ex-
change these issues for securities maturing in 5, 9, and 28 years.

Market participants responded enthusiastically to the terms of
the advance refunding, exchanging $9.3 billion of the shorter
issues into the three securities being offered—considerably more
than most observers had expected. The large response was taken
by many to reflect widespread confidence in the tenability of pre-
vailing interest rates. A statement by the Treasury, at the time
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the refunding was announced, that it would not undertake addi-
tional financing in the long-term area over the remainder of the
year reinforced this belief. After the initial downward adjustment
of longer maturities to the terms of the offering, prices tended to
rise throughout the list.

The Treasury's financing operations placed heavy demands on
the money market. Government securities dealers bought a huge
volume of the advance refunding rights from holders who did not
wish to make the exchange. Dealers sold a lesser amount of the
when-issued securities for delivery on the July 22 settlement date
to investors who wanted to buy the new securities. Meanwhile, the
dealers also sold large amounts of Treasury bills to sellers of the
rights and to other investors, and by so doing they reduced the
impact of their rights acquisitions on their total financing needs.
These needs still rose by $1 billion over a 2-week period, how-
ever, to an average of almost $4.8 billion in the week ended July
22, as dealers accumulated enough rights to enable them to
emerge from the advance refunding with a large net stake in the
securities being issued.

The burden of the increase in dealers' financing requirements
fell on the banking system, whose lending to the dealers rose by
nearly $900 million on the average over the 2 weeks ended July
22. The Federal Reserve took the edge off peak pressures by mak-
ing repurchase agreements on a large scale in the week ended
July 15; even so, average member bank borrowing from the
Reserve Banks rose to $460 million in that week. In the follow-
ing week excess reserves accumulated by country banks in the July
15 week spilled into the money centers. Average member bank
borrowing fell sharply, and Federal funds traded predominantly
at 1 Vi per cent on Wednesday, July 22, the final day of the bi-
weekly reserve period for country banks. This temporary easing
occurred despite the absorption of $1,046 million of reserves
through Federal Reserve open market operations in Government
securities in the course of the week.

The advance refunding also left its mark on the Treasury bill
market. Demand for Treasury bills from sellers of the rights
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augmented reinvestment demand from holders of the $2 billion
of 1-year bills maturing on July 15. Dealers sold more than $2.25
billion of bills net in the week ended July 15 from their earlier
holdings and from the bills awarded them in that week's auction.
Under the pressure of such demand, Treasury bill rates dropped
sharply; the rate on 3-month bills fell as low as 3.42 per cent bid
on Thursday, July 16. With a simultaneous rise in rates on British
Treasury bills, the covered differential in favor of London on 3-
month bills widened to 55 basis points. Under these circumstances
the Treasury announced on the following Monday that it would
sell a $1 billion strip of bills on July 24. Rates immediately rose,
carrying the 3-month bill rate back to 3.50 per cent bid.

Investor demand for the Treasury securities issued in the ad-
vance refunding continued good into early August, especially for
the AV* per cent bonds of 1987-92. The market's fine perform-
ance contributed to general confidence in prevailing price levels.
In this environment the Treasury offering for cash of $4 billion
of new 3% per cent notes of February 1966 on Monday, August
3, was well received, with large public subscriptions subjected to
a 15 per cent allotment. The new issue enabled the Treasury to
pay off on August 15 at maturity $4.1 billion of issues not ex-
changed in the advance refunding, for which they had been eli-
gible.

Soon after the cash offering came the U.S. naval action in the
Gulf of Tonkin and the flare-up in the Cyprus situation. In addi-
tion, concern over the U.S. balance of payments was intensified
by talk of an apparently increased deficit in the second quarter,
and in July as well. Discussion of a possible rise in steel prices
and the approach of labor negotiations in the automobile indus-
try also exerted a restraining influence. Prices dipped temporarily
in response to these factors, but later edged upward through mid-
August. A renewed investment demand enabled Government
securities dealers to make moderate further progress in reducing
their still large holdings of securities acquired in the Treasury's
July-August financing.

Rates on Treasury bills moved irregularly higher from late
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July through late August. Contributing to this result were not
only the Treasury's sale of additional bills, but also a letup in
investor demand once the advance refunding was over, and a
return of firmer conditions to the money market after a period
of reduced pressure in late July. At the same time, the market was
expecting that the Treasury would sell $1 billion to $1.5 billion
of March tax anticipation bills in late August. By August 19,
rates on the 3-, 6-, and 12-month bills outstanding stood at 3.50,
3.62, and 3.67 per cent bid, up 1 and 2 and down 3 basis points,
respectively, from the rates prevailing on similar maturities on
May 19.

In the corporate bond market prices moved narrowly through
most of the May-August period as demands for long-term funds
were met by a supply of savings seeking outlets in corporate bond
issues. In the municipal bond market, the substantial continuing
flow of new issues led to periodic congestion. While advertised
dealer inventories of tax-exempt issues reached a 1964 peak of
just over $700 million in early August, underlying demand re-
mained good and dealers were able, through some price cutting,
to reduce their holdings in August.

August 20-November 18: Gradual move to slightly less monetary ease.
At its August 18 meeting the Federal Open Market Committee
modified its policy and issued a directive calling for open market
operations to be conducted with a view to "maintaining slightly
firmer conditions in the money market, while accommodating
moderate expansion in aggregate bank reserves." In carrying out
the Committee's new instructions, the Account Manager moved
cautiously to avoid generating concern that a more pronounced
shift was under way.

The task was complicated by the fact that a more hesitant
tone had crept into the market for U.S. Government securities
at about the time of the Committee's decision. In this atmosphere,
with the portfolios of dealers and other quasi-underwriters still
swollen with coupon issues acquired in the Treasury's recent fi-
nancings, there was a real risk that any sizable shift in an indica-
tor of the Federal Reserve's posture, such as free reserves, could
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set off a sharp change in investor expectations and a rise in inter-
est rates that would substantially exceed the Committee's inten-
tions.

Over the entire interval from August 20 to November 18,
Federal Reserve operations supplied another $1.5 billion of re-
serves, a sizable portion of which provided for credit and deposit
expansion. The net increase was achieved largely through pur-
chases of $602 million of coupon-bearing issues, the net addition
of $504 million to holdings under repurchase agreements, and
$427 million of net purchases of bills from foreign accounts.
Market purchases and sales of bills about offset each other as the
Manager sought, in carrying out the Committee's slight shift in
policy, to achieve some increase in bill rates.

At the start of the period the Federal Reserve sought to set in
motion a gradual process, the aim of which was to communicate
to the public that a decision to shift policy had been made but
that the shift was a gentle one. To this end, it undertook to supply
reserves a little more slowly than they were being absorbed by
market factors associated with the August month-end and the ap-
proaching Labor Day holiday. To encourage a rise in Treasury
bill rates, despite countervailing investor demands, the Federal
Reserve relied heavily on purchases of Treasury notes and bonds,
which were available in the market at gently declining prices.

In the 3 weeks ended September 9, purchases of $408 million
in Government coupon issues were supplemented by a net in-
crease of $360 million in Treasury securities held under short-
term repurchase agreements, so that only $127 million of Treas-
ury bills were bought outright. In these initial weeks the Federal
Reserve was able to produce a slight rise in member bank bor-
rowings and to reduce free reserves slightly—although large after-
the-fact upward revisions in the figures for free reserves tended to
blunt the public's awareness of the shift under way.

Crosscurrents in the money market also proved troublesome.
On the eve of the Labor Day holiday, despite Federal Reserve
action to supply reserves, reserve city banks as a group borrowed
heavily at the Reserve Banks. This appeared to stem in large
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part from the fact that country banks retained their excess re-
serves instead of making them available to other banks through
the Federal funds market. Subsequently, the excess reserves built
up over the long week end came flooding into the money market.
As a result the Federal funds rate declined to as low as 1 VA per
cent on Wednesday, September 9.

At the low rates a number of the larger country banks en-
tered the market as purchasers—stockpiling funds for use in the
second week of their reserve-averaging period. Consequently,
an unusually heavy flow of reserves from country banks to their
reserve city bank correspondents developed at the end of the
September 16 reserve week. This helped the reserve city banks
to meet the demands made upon them in connection with the
quarterly tax date on September 15. Federal funds were available
in heavy volume at 3Yi per cent that day, and on the following
day trading was predominantly at 3V4 per cent. Member bank
borrowings from the Reserve Banks dropped to an average of
$225 million in the September 16 week from $478 million in the
previous week.

Treasury bill rates were slow to respond to the subtle change
in Federal Reserve policy. Investor demand proved strong. In
addition, the 3-month bills carried very popular December ma-
turity dates, which normally cause those bills to trade several
basis points below rates on surrounding issues. Partly to offset
this technical factor, the Treasury announced in early September
that it would add $100 million to each issue of bills maturing
from December 10 through December 31. This action, and the
onset of the September dividend and tax dates, brought some up-
ward pressure on Treasury bill rates. This pressure was aug-
mented by Federal Reserve sales of Treasury bills in the market
in the mid-September weeks.

A spreading awareness during September of the slight shift in
Federal Reserve policy contributed to the upward drift in Treas-
ury bill rates. Money market conditions became considerably
firmer after the corporate tax date as the major reserve city banks
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came under increased pressure and as money that had been
shifted from country banks to the money centers around the tax
date moved back to those banks. Pressure on the major reserve
city banks stemmed from their financing of Government securities
dealers and from a large rise in loans to businesses and sales
finance companies, as well as from a sharp drop in their negotiable
certificates of deposit: outstanding. Rates posted by the major
New York City banks on dealer loans rose as high as 4Vs per
cent in late September and October. Responding in part to the
upward pull of financing costs, the average issuing rate on 3- and
6-month Treasury bills rose to 3.58 and 3.74 per cent, respec-
tively, on October 5, when the 3-month issue no longer involved
the popular December dates.

The Treasury bond market made a sustained but orderly down-
ward adjustment in prices from late August through mid-Septem-
ber. During this period Government securities dealers became
restive about their large inventories in the face of the economy's
strong expansion, of budding inflationary fears that were being
stimulated by wage settlements in the automobile industry, and
of concern over the continuing problem of the nation's balance
of payments. The publication of a lower free reserve level for
the September 2 statement week also prompted discussion that
the Federal Reserve might be moving toward a less easy monetary
policy. As prices worked lower, dealers were willing sellers and
this enabled the Federal Reserve to make substantial reserve in-
jections around Labor Day by purchases of coupon-bearing is-
sues. As September wore on, however, and as dealers' inventories
declined substantially., prices of Government bonds rebounded
in a technical reaction that was later reinforced by the growing
conviction that the shift in Federal Reserve policy had been a
slight one.

Against the firmer money market of early October, a major
New York City bank began on occasion to bid 3 % per cent for
Federal funds—Vs per cent above the Federal Reserve discount
rate—in an effort to introduce greater flexibility into the Federal
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funds market and to attract excess reserves beyond its reach. At
first, the practice attracted little following, particularly since the
money market became very easy after the 3-day week end that
included Columbus Day, and there appeared to be little point
in bidding aggressively for funds. In early November., however,
when a surge in deposit expansion in country banks limited the
flow of Federal funds to the central money market, a somewhat
larger number of banks began to bid 3 % per cent for Federal
funds in competition with those already bidding that rate, and
funds traded predominantly at 3 % per cent on a number of days.

Rates on Treasury bills fluctuated narrowly in October and the
first half of November, with the rate on 3-month bills ranging be-
tween 3.55 and 3.60 per cent and the rate on 6-month bills mov-
ing in a range of 3.70 to 3.78 per cent. The Treasury, looking
ahead to the prospect of making net repayments of debt in the
first half of the 1965 calendar year, met much of its seasonal
needs for cash by selling $1 billion of March 1965 tax anticipa-
tion bills in late August, by offering an additional $1.5 billion of
such bills in October, and by offering $1.5 billion of June tax
anticipation bills in November. In addition, high dealer financing
costs in a generally firm money market tended to insure built-in
resistance to any significant decline in rates. In this environment,
rates held steady despite continuing investment demand and large-
scale purchases of Treasury bills by the Federal Reserve around
the end of September and the end of October.

In the Treasury bond market a more cautious tone reappeared
in early October. Against the background of domestic economic
strength and of concern about wage-price developments after the
settlement of the wage contract in the automobile industry,
market participants interpreted official comments as suggesting
the possibility of a less stimulative monetary policy later in the
year. The approach of the British elections on October 15 also
led to some concern that the Bank of England might raise its
discount rate.

In the second half of October, however, statements by the

152

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



FEDERAL RESERVE SYSTEM

British authorities that they had no intention at that time of lift-
ing rates, together with the checking of the momentum of the
U.S. economy—and hence of inflationary sentiment—caused by
the auto strike, led to a strong and sustained rally in Government
bonds. Prices of many intermediate- and long-term issues reached
their highest levels of the year around November 12. In this kind
of market atmosphere, the Treasury's cash offering on Novem-
ber 2 of $9.5 billion of 4 per cent, 18-month notes was heavily
oversubscribed. Large public subscribers were alloted 16.5 per
cent of their subscriptions, and the public took up $3.1 billion of
the issue.

During most of September, prices in the corporate and munic-
ipal bond markets moved lower, reflecting the weight of a large
volume of new issues and concern over the interest rate outlook.
In the corporate bond market a somewhat hesitant atmosphere
continued to prevail through much of October, and modest price
cutting was necessary around midmonth to move unsold issues.
Subsequently, however, the buoyancy affecting the Government
securities market spread to the corporate sector. Prices of cor-
porate issues in this period were also aided by the dearth of new
public offerings scheduled for November. Demand for tax-exempt
bonds continued good, and these issues moved irregularly high-
er in price through most of October and November; from time
to time, however, price cutting was necessary on individual
issues.

November 19-Decemlber 31: Moderating adjustments in interest rates
in the wake of British and U. S. discount rate changes. Money and capi-
tal markets in this country were generally steady and quiet on the
eve of the increase from 5 to 7 per cent in the Bank of England's
discount rate on Monday, November 23, for the purpose of deal-
ing with a major speculative attack on the pound sterling. Im-
mediately before the British move, Treasury bill rates had edged
up slightly in a firm money market as market participants began
to view the approach of the December tax and dividend period
with a measure of caution. Prices of Treasury notes and bonds
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had declined slightly after a month-long rise, while prices of cor-
porate and municipal bonds were firm.

The timing and extent of the British rate action took U.S.
financial markets by surprise. While there had been some concern
over the prospects for sterling, the announcement that the dis-
count rate had been raised by as much as 2 percentage points—
and on a Monday morning rather than on the traditional Thurs-
day—caught market participants off balance. Nevertheless, the
market again demonstrated its extraordinary capacity to make
orderly adaptations to sharp and sudden changes. Price declines
in Treasury bonds were limited to about Vi point while Treasury
bill rates rose only 10 to 15 basis points despite the Treasury's
auction of new 3- and 6-month bills that day and the prospective
auction of $1 billion of 1-year bills the next day.

Attention then focused on the Federal Reserve discount rate,
with most observers expecting that a move to 4 per cent would
come before the end of the year. The announcement the same day
(November 23) of an increase in the rate to that level, as a pro-
tective measure, removed the uncertainties. The move was ac-
companied by an upward revision in Regulation Q ceilings on
permissible rates on time and savings deposits. A further, but
smaller, downward adjustment in bond prices and a rise in bill
rates followed on Tuesday. The market then steadied temporarily,
encouraged to a major degree by Chairman Martin's statement
at the time of the discount rate rise that credit would continue to
be made available for domestic economic expansion. On Wednes-
day, November 25, prices weakened in response to the news that
sterling had again come under heavy attack despite the in-
crease in the British discount rate. The announcement that after-
noon that 11 nations and the Bank for International Settlements
had joined to provide a credit of $3 billion to the British produced
an immediate turn-around in the Government securities market,
as well as in the foreign exchange market, and prices steadied
above their lows reached earlier in the day.

In the new environment the Federal Reserve sought to fa-
cilitate the adjustment of the market to the official rate actions
abroad and at home. With the Government securities dealers well
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stocked with short-term issues but not overloaded with longer-
term issues, there was a good prospect that if the short-term mar-
ket adjusted in orderly fashion, the capital markets would do so
too. On the other hand, if the short-term market became dis-
orderly, similar conditions would probably follow in the bond
markets. Accordingly, the Federal Reserve's first operations
were carried out in the short-term market. In that market it
purchased $607 million of Treasury bills during the calendar
week ended November 27.

As the markets steadied after the damping down of the ex-
change market crisis, attention turned to the longer-run implica-
tions of the rise in the domestic discount rate. Prices of Treasury
coupon securities began to erode further, with some selling by
commercial banks in evidence. Announcements of an increase
of V4 percentage point in the prime lending rate by several large
banks located throughout the country contributed to the market's
nervousness. Treasury bill rates also moved higher as Govern-
ment securities dealers found that the major New York City banks
were posting loan rates of 4 to AVA per cent, in line with the 4
per cent rate then prevailing in the Federal funds market. Aver-
age issuing rates on the 3- and 6-month bills auctioned on No-
vember 30 were 3.868 and 4.030 per cent, each up about 25
basis points from the averages for comparable issues offered 2
weeks earlier. After that auction, rates began to edge still higher
amid talk that the rate on 3-month bills would settle near the
new discount rate.

In the wake of the directive given at the Committee's Decem-
ber 1 meeting (see p. 121 of this REPORT) , the Account Manager
took action to underscore the intention of the Federal Reserve to
maintain reserve availability. To do this he bought $106 million
of Treasury coupon securities and a large volume of Treasury
bills. (No purchases of coupon securities had been made up to
this time because the market had been adjusting well and the
Federal Reserve did not want to appear to be aborting the ad-
justment.) At about the same time President Johnson indicated

156

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



FEDERAL RESERVE SYSTEM

that he saw no reason for any increase in bank lending rates.
Almost immediately after that one of the large banks that had
raised its prime rate rescinded the increase.

Taken together, these developments produced a rapid reversal
in market sentiment. Prices of Treasury notes and bonds snapped
back quickly, and by December 11 many issues were above the
year's previous highs set a month earlier. Treasury bill rates
dropped back about 10 basis points as dealers, who had been
willing sellers as rates moved higher, found their inventories
substantially depleted. In this environment the Federal Reserve,
which had bought $1,037 million of Treasury bills in the week
ended December 2, found a ready market for the considerably
smaller volume of bills it sold in the following week.

During the remainder of December the Federal Reserve di-
rected its open market operations at accommodating the heavy
seasonal reserve needs of the period while moderating upward
pressures on short-term interest rates, particularly Treasury bill
rates. As has been done a year earlier, average free reserves were
allowed to rise in December, to about $140 million, to avoid a
build-up of excessive strains over the quarterly dividend and tax
dates and around the year-end statement date for banks. In addi-
tion, the Federal Reserve made large purchases of Government
securities under repurchase agreements, and for the first time
since March 1962 these carried a rate below the discount rate.
This action was directed at moderating the impact of the heavy
seasonal pressures on the Treasury bill market by lowering deal-
ers' financing costs.

Between December 10 and December 31 the Federal Reserve
made almost $2.2 billion in very short-term repurchase agree-
ments in order to deal with the seasonal pressures that developed.
The net increase in its holdings of Government securities under
such contracts was $537 million. Over the same interval, but with
different timing, the Federal Reserve redeemed or sold, net, $423
million of Treasury bills. Reflecting the Federal Reserve's ac-
tivity as well as the extensive preparations made by the larger
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banks for peak seasonal needs, the money market readily ac-
commodated an unusually large flow of funds. Federal funds
traded predominantly at 4 per cent, but there were ample funds
available at that rate; during the first half of the month there was
considerable trading at even lower rates. Member bank borrow-
ing from the Reserve Banks averaged $254 million in the 4
weeks ended December 30, compared with $431 million in the
4 weeks ended November 18.

Vagaries of the calendar contributed to the money market
problems during the month. For the first time since 1959 the
major dividend date and the corporate tax date fell within a single
statement week. On December 10, when over $1.1 billion in
dividends were paid by major corporations, nonbank dealers in
Government securities needed about $1.2 billion of funds. Since
this was a Thursday, the need reflected not only the maturing
of repurchase agreements with corporations, but also the dealers'
need for funds with which to pay for the unsold portion of their
record awards of almost $1.1 billion of Treasury bills in the
preceding Monday's auction. With higher bank lending rates
threatening to pull bill rates as well as the entire rate structure
higher, the Federal Reserve made a substantial volume of re-
purchase agreements against Government securities at 3.85 per
cent. The money market atmosphere eased immediately.

Nevertheless, financing costs remained high, and on the De-
cember 15 corporate tax date and on several subsequent occa-
sions the Federal Reserve made repurchase agreements at 3%
per cent. The atmosphere that prevailed in the Treasury bill mar-
ket on the tax date was one of caution; selling was moderate, and
demand fell off. But the injection of reserves at 3% per cent
tempered the tendency for bill rates to rise.

Special problems were encountered on the final day of the
year, which happened to fall on a Thursday. The market's need
for credit—typically high on Thursday—was particularly heavy
on December 31, since dealers had to pay both for their unsold
Treasury bills obtained in the weekly auction and for unsold
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1-year bills acquired in the regular monthly auction on December
23. Furthermore, since banks usually publish statements of con-
dition for December 31, most banks were less willing than usual
to borrow Federal funds from other banks or to borrow from the
Reserve Banks in order to support dealer loans on that day. (In
other years banks have borrowed heavily on 1-day loans from the
Reserve Banks on December 30 and built up their excess reserves
in order to finance dealer loans at the year-end. This alternative
was ruled out in 1964, however, since reserve city banks could
not carry over into the new statement week any excesses built up
on Wednesday, December 30.) All market participants antici-
pated the special problems of that day, however, and advance
preparations were made to reduce it to manageable proportions.
For its part, the Federal Reserve was prepared to provide through
repurchase agreements whatever volume of reserves might be
necessary to finance the market on that day, but it turned out
that no unusually heavy volume of repurchase agreements was
necessary.

Treasury bill rates moved narrowly throughout December, in
part because of the Federal Reserve's actions described above. In
the final auction of the year, 3- and 6-month bills sold at average
rates of about 3.87 and 3.96 per cent, respectively, compared
with 3.60 and 3.77 per cent before the increase in the British
discount rate. Prices of Treasury notes and bonds drifted lower
during the last 3 weeks of the year as concern over the position
of sterling persisted and as the market weighed the possibility
that the Treasury might offer additional intermediate- and long-
term securities in January, through either a cash financing or
an advance refunding. The decline was mild, however, reflecting
the feeling that interest rates in 1965 might be stable or that
they might decline under the weight of substantial flows of sav-
ings. And indeed, on December 30, when the Treasury an-
nounced a large-scale advance refunding of nearby maturities, to
be accomplished in the opening days of the new year, it appeared
that the public would give a favorable reception to the offering.
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In the corporate and municipal bond markets, prices dropped
sharply after the increases in discount rates here and abroad, but
they soon worked back toward their earlier levels. New corporate
issues, in fact, sold well at about the same yields as those prevail-
ing a month or two earlier. Participants in the municipal market
were encouraged by the upward revision in Regulation Q rate
ceilings, for past experience led them to think that a good portion
of any rise in time deposits would be placed in tax-exempt issues.
(Banks in New York City and in several other large cities raised
their rates on savings deposits to 4 per cent, thus improving their
position in the competition for savings.) The volume of munic-
ipal issues was sizable and bidding was aggressive, with commer-
cial bank investment interest reported strong. By the end of De-
cember, yields on municipal issues were generally below those
prevailing in mid-November.
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REVIEW OF OPEN MARKET OPERATIONS
IN FOREIGN CURRENCIES

The Federal Reserve's network of reciprocal currency arrange-
ments, developed and expanded during the past 3 years, was
again extensively employed in 1964. Foreign central banks in
particular made greater use of the swap facilities as payments
positions in Italy, Japan, and the United Kingdom shifted sharply
during the year.

Federal Reserve drawings on the swap network were com-
pletely repaid during the first half of 1964, as the improvement
in the U.S. balance of payments in the second half of 1963 car-
ried over into 1964. As the year progressed, however, it became
increasingly clear that the improvement in our balance of pay-
ments had not been sustained, and as pressures on the dollar de-
veloped in foreign exchange markets, sizable new swap draw-
ings by the Federal Reserve became necessary. These pressures
were intensified by the backwash of a severe speculative attack
on sterling during the closing months of the year.

As a reserve currency, the dollar is inevitably influenced by
crosscurrents of payments flows between third countries. Con-
sequently, the U.S. Treasury and the Federal Reserve have often
engaged in exchange operations designed to protect the dollar
and the U.S. gold stock from any adverse effects of such pay-
ments flows. During the winter months of 1963-64, for example,
the large surplus in the German balance of payments was ac-
companied by a very large deficit in Italian payments. This im-
balance within the Common Market brought about a simul-
taneous weakening of the lira and a strengthening of the mark
against the dollar. Under the circumstances, Bank of Italy draw-
ings of dollars from the Federal Reserve and Federal Reserve
drawings of marks from the German Federal Bank served to
temper potentially disturbing market pressures, with benefit for
all concerned.

A second aspect of U.S. involvement in the German-Italian
payments imbalance was the repayment by the U.S. Treasury
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during March-April of $200 million of lira bonds issued to the
Bank of Italy in 1962 and the issuance to the German Federal
Bank at about the same time of $200 million equivalent of mark
bonds. The role of the United States in the international financial
mechanism was further demonstrated in this case by the sale of
$200 million of gold by the Bank of Italy to the U.S. Treasury
in order to replenish the dollar reserves of the Bank of Italy.
The Treasury immediately resold this gold to the German Fed-
eral Bank in recognition of the fact that the Italian deficit and
German surplus were, to a considerable extent, opposite sides
of the same coin.

Similarly, in the case of sterling pressures in the autumn of
1964, a good part of the outflow of funds from the United King-
dom showed up, sooner or later, in dollar gains by other coun-
tries, particularly on the continent. To cushion losses from its
reserves, the Bank of England drew on its swap facility with the
Federal Reserve. In turn, the Federal Reserve made use of its
swap facilities with Belgium, Germany, the Netherlands, and
Switzerland to absorb part of the dollars that were flowing into
those countries. Thus here too, as in the earlier case of the lira,
the United States found itself acting as an intermediary between
those losing dollars and those taking them into reserves.

Quite apart from shifts of dollars from one country to another
as a result of underlying payments imbalances, the dollar re-
serves of several countries increased as inflows of private funds
were stimulated by relatively tight conditions in the money mar-
kets of those countries. Such inflows occurred in nearly all the
continental countries at one time or another during the year, and
Federal Reserve swap drawings were used in a number of in-
stances to offset part of the resulting increases in uncovered
dollar reserves.

During 1964 reciprocal currency arrangements with Belgium
and the United Kingdom were increased to $100 million and
$750 million, respectively (in October and November). This
brought total facilities available under the swap network to $2,-
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FEDERAL RESERVE RECIPROCAL CURRENCY ARRANGEMENTS

Other party to agreement

Bank of France..
Bank of England
Netherlands Bank

National Bank of Belgium
Bank of Canada
Bank for International

Settlements

Swiss National Bank
German Federal Bank
Bank of Italy
Austrian National Bank

Bank of Sweden
Bank of Japan

Total

Date
of

original
agreement

1962

Mar. 1
May 31
June 13

June 20
June 26

July 16

July 16
Aug. 2
Oct. 18
Oct. 25

1963

Jan. 17
Oct. 29

Amount
(in millions of dollars)

Original

50
50
50

50
250

100

100
50
50
50

50
150

Dec. 31,
1964

100
750
100

100
250

150

150
250
250
50

50
150

2,350

Term of
arrange-
ment (in
months) i

3
12
3

12
12

6

6
6

12
12

12
12

i Term is that stated in latest renewal of agreement.

350 million as the accompanying table shows. Total drawings
during the year, including those initiated by foreign central banks
and those initiated by the Federal Reserve, amounted to $2,000
million, while repayments amounted to $1,939 million.1 Since
the inception of the swap network, such drawings have aggre-
gated $3,558 million, of which $3,128 million or 88 per cent
has been repaid. As of the end of 1964, the net debtor position
of the Federal Reserve under the swap lines amounted to $95

1 These figures differ somewhat from those in the table on p. 168, because
disbursements and acquisitions, rather than drawings and repayments, are in-
cluded for Belgium since they better reflect transactions under the fully drawn
portion of the arrangement with the National Bank of Belgium.
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FEDERAL RESERVE NET DEBTOR POSITION UNDER
RECIPROCAL CURRENCY ARRANGEMENTS

(In millions of dollar equivalent)

End of year

Other party to agreement

German Federal Bank ,
Bank of England
Swiss National Bank
Bank for International Settlements.

Netherlands Bank
National Bank of Belgium.
Bank of Italy

All parties. 95

1 Net creditor position.

NOTE.—Figures exclude undisbursed balances.

million, as against $325 million at the end of 1963, as shown in
the accompanying table. The System's drawings on the swaps,
which had amounted to $375 million at the end of 1963, were
completely paid off by the end of June 1964. By the end of the
year, however, its drawings had again risen to $295 million.

As in previous years, the bulk of the Federal Reserve's ex-
change operations took the form of direct transactions with for-
eign central banks. The Federal Reserve also engaged in market
operations both in New York and, through foreign central banks,
in foreign markets. Total foreign exchange transactions of the
Federal Reserve in 1964—including purchases and sales directly
with foreign central banks as well as in the market—amounted to
$1.3 billion, as shown in the table on page 168. Operations
for Treasury account came to $900 million, not including sales
of foreign currencies drawn by the Treasury from the Interna-
tional Monetary Fund, which totaled $450 million in 1964.

Aside from spot transactions, the Federal Reserve Bank of
New York again arranged third-currency swaps through the
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Bank for International Settlements—that is, it used balances in
one foreign currency to obtain another currency—for Federal
Reserve and Treasury accounts. During the year $82 million
equivalent in such swaps were newly arranged, while $60 mil-
lion old swaps were reversed. To date, transactions of this
type have involved sterling, lire, Swiss francs, guilders, and
German marks. In addition to third-currency swaps the Federal
Reserve employed market swaps—that is, the simultaneous spot
purchase and forward sale of a foreign currency—on a number
of occasions during the year to reduce the incentives for funds
to move to Canada and London on a covered basis.

In October, the Federal Open Market Committee authorized
the Federal Reserve Bank of New York to undertake outright
forward sales of foreign currencies for System account "for the
purpose of influencing interest-arbitrage flows of funds and of
minimizing speculative disturbances." 2 (The New York Bank
had previously conducted operations of this nature on a substan-
tial scale for the account of the Treasury.) Operations under the
new authorization were undertaken toward the end of the year,
when outright forward sales of Swiss francs and Netherlands
guilders were employed to calm market uncertainties and pre-
vent further increases in the dollar reserves of Switzerland and
the Netherlands. The operations in Swiss francs were carried out
for System account—the Treasury already had some Swiss franc
forward commitments—while transactions in guilders were
evenly divided between System and Treasury accounts.

During 1964 the Treasury continued to issue to foreign mone-
tary authorities medium-term U.S. Government securities de-
nominated in foreign currencies. During the year a total of $524
million equivalent in securities of this type were issued—$402
million equivalent in German marks and $122 million equiva-
lent in Swiss francs—while $200 million equivalent of Italian
lira bonds were redeemed. The total volume of Treasury securi-

2 For the record of this action, see pp. 109-12.

165

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

ties denominated in foreign currencies thus rose to $1,086 mil-
lion equivalent.

Sterling. At the outset of 1964 sterling was already being
affected by the deterioration in the United Kingdom's balance of
payments during 1963 and by the uncertainties arising out of the
general election scheduled for some time in 1964. In early Feb-
ruary, sterling came under some speculative selling pressure.
The main factors involved appear to have been expectations of a
general election in the spring, publication of January data show-
ing an unusually large trade deficit, and market rumors of a
revaluation of the German mark. These pressures were resisted
by Bank of England intervention in the exchange markets and,
in a minor way, by Federal Reserve purchases of sterling in New
York.

On February 27 the Bank of England raised its discount rate
from 4 to 5 per cent. This action produced an immediate
strengthening of market confidence in sterling, and the sterling
rate recovered sharply. Following the increase in the discount
rate, the British Treasury bill rate rose to a level about 0.60 per
cent per annum over the U.S. bill rate, but the forward discount
on sterling promptly widened and the covered arbitrage differen-
tial on Treasury bills settled at about zero. Immediately following
the increase in the British discount rate the Federal Reserve and
the U.S. Treasury cooperated with the German Federal Bank
in both spot and forward operations in German marks. As de-
tailed elsewhere in this report, these operations helped to dispel
market rumors of a possible change in the mark parity, and
thereby also helped relieve the pressure on sterling that had
been coming from this source.

In early April, sterling strengthened further following the an-
nouncement that the British general elections would not be held
until October. Immediately thereafter commercial interests that
had previously postponed their purchases bought sterling to
cover their near-term requirements, and by the end of April the
spot rate for the pound sterling had risen to $2.8002. Demand
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from this source, together with the continued strength of the
payments position of the overseas sterling area, bolstered ster-
ling during April and most of May.

In the last few days of May, however, sterling once again
came under pressure as the covering of commitments was com-
pleted and as very tight conditions in several continental money
markets, as well as in the Euro-dollar market, led to a withdrawal
of funds from London. Moreover, toward the end of June heavier-
than-usual midyear window-dressing by continental banks put
additional temporary pressure on sterling. To temper the impact
of these movements of funds on official reserves, the Bank of
England on June 30 drew $15 million against its $500 million
swap line with the Federal Reserve. The drawing was repaid on
July 13. Also in June the Federal Reserve Bank of New York
purchased for U.S. Treasury account approximately $6 million
in sterling.

As the credit squeeze in continental money market centers
continued into July, sterling was subject to recurrent selling
pressures, and the spot rate on sterling moved downward with
a minimum of official support to a low for the month of $2.7874
on July 20. The decline in the spot rate was taken in stride
by the market without any speculative reaction developing.
Moreover, as the spot rate declined, the technical position of
sterling was correspondingly improved by the increasing possi-
bility of a rebound of the spot rate and consequent loss to those
with short positions in sterling. Indeed, market confidence in the
sterling parity at that time was such that the discount on forward
sterling tended to narrow as the spot rate declined.

The strength of the forward sterling rate, while gratifying to
all concerned, nevertheless created certain complications. As the
discount on forward sterling was reduced, the covered interest-
arbitrage differential on Treasury bills in favor of London be-
came correspondingly more attractive and by July 13 had
reached 0.44 per cent per annum. To forestall private covered
outflows in response to this arbitrage inducement, the Federal
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Reserve, with the agreement of the British authorities, inter-
vened in the market to widen the discount on forward sterling
and thereby reduce the arbitrage differential. This intervention,
amounting to a total of $28 million equivalent during a 5-day
period, was accomplished by swap transactions in the New York
market, with the Federal Reserve buying sterling spot and selling
forward against U.S. dollars.

TYPES OF FOREIGN CURRENCY TRANSACTIONS OF THE
FEDERAL RESERVE, 1964

(In millions of dollars)

Currency

German mark
Swiss franc
Netherlands guilder
Pound sterling
Canadian dollar

Belgian franc
French franc
Italian lira
Japanese yen

All currencies

Drawings and
repayments under

swap lines

Draw-
ings

105.0
125.0
100.0

21,370.0

95.0

2 100.0
280.0

1,975.0

Repay-
ments

115.0
245.0

80.0
21,170.0

50.0
9.0

2 150.0
2 80.0

1,899.0

Foreign exchange operations

Under swap lines

Disburse-
ments

105.0
125.0
98.0

120.0

448.0

Acquisi-
tions

115.0
175.0
79.1

90.0

459.1

Other operations 1

Pur-
chases

.3
12.9
25.0
99.5

1.9

83.0

222.6

Sales

.3
21.5
93.2
88.6
1.9

1.0

206.5

Total

220.6
334.4
295.3
188.1

3.8

211.0

83.0

1,336.2

1 In the market and directly with foreign central banks. Includes third-currency swaps, and forward
as well as spot transactions.

2 Initiated by foreign central bank.

NOTE.—Excludes transactions with U.S. Treasury.

At about the same time, on July 20, the U.S. Treasury an-
nounced that it was offering an additional $1 billion of Treas-
ury bills to help strengthen rates on U.S. Treasury bills. By July
23 the arbitrage differential on Treasury bills in favor of London
had been reduced to 0.32 per cent per annum, and Federal Re-
serve intervention was discontinued. In the second half of Au-
gust, however, the covered interest differential in favor of London
again widened to more than 0.40 per cent per annum as U.S.
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Treasury bill yields softened and the discount on 3-month for-
ward sterling narrowed. Consequently, during the three business
days of August 27-31 the Federal Reserve undertook additional
swap operations to narrow the differential, this time to the ex-
tent of $26 million equivalent.3

Once again, these operations had the effect of diminishing the
interest incentive in favor of London while at the same time lend-
ing support to the spot rate, which by mid-August had begun
to weaken noticeably as continental interests shifted funds from
sterling into the Euro-dollar market. In fact, mid-August marked
the beginning of renewed pressure on sterling. The basic cause
of these pressures was the mounting British balance of payments
deficit, evidenced by a continued succession of poor trade figures.
In addition, a less strong payments position in the overseas
sterling area, which reflected essentially seasonal factors, meant
that the central reserves no longer benefited to the same extent
as previously from sterling-area receipts of dollars. Against this
background, market confidence was all the more difficult to sus-
tain in the first instance because of the uncertainties surrounding
the scheduled general election and subsequently because of the
skepticism with which some segments of the market viewed the
Labor Party's economic program.

Sterling was hit by intermittent waves of selling in mid-Sep-
tember and late September and on several occasions in October.
On October 26 the new British Government announced a tem-
porary 15 per cent import surcharge on most semifinished and
finished goods and a small tax rebate on exports as part of a
program to reduce the trade deficit. In November selling waves
became increasingly severe, and the Bank of England on Monday,
November 23, increased its discount rate from 5 to 7 per cent.
This measure brought only short relief, and on November 24
and 25 selling resumed on an even heavier scale, with the for-
ward market particularly hard hit. Under the circumstances,

3 No further market swap transactions were initiated except for a limited
operation in November.
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immediate and decisive international action had to be taken to
defend sterling. On November 24 a massive credit package to
back up sterling began to take shape. That day the Federal Open
Market Committee approved a $250 million increase in the swap
arrangement with the United Kingdom. The Export-Import Bank
authorized a $250 million credit. Beginning early on the morn-
ing of November 25, the Bank of England, the Federal Reserve
Bank of New York, and the central banks of other major coun-
tries were in almost continuous telephone communication. At
2 p.m., New York time, it was announced that a $3 billion credit
package provided by 11 countries and the BIS was at the dis-
posal of the Bank of England.

This emergency credit package superseded the various ar-
rangements under which short-term credits were extended to the
United Kingdom by the United States and other countries when
the pound had come under pressure in the late summer. In late
August, the Bank of England had reactivated its swap arrange-
ment with the Federal Reserve (then $500 million) by drawing
$15 million. It made additional drawings during succeeding
months and also obtained short-term assistance that eventually
totaled $500 million from other foreign central banks. These
central bank credits, together with drawings on the original
$500 million swap line with the Federal Reserve were repaid
in early December following a $ 1 billion multicurrency drawing
by the United Kingdom from the IMF.

In view of the heavy pressures to which sterling had been
subjected during the autumn, it could hardly be expected that
confidence would be fully restored immediately. Indeed at various
times in December, notably prior to the long Christmas week
end, sterling again came under selling pressure, and the Bank
of England provided support when necessary in both the spot
and forward markets. To reduce the drain on reserves from these
support operations, the Bank of England again made use of
both its swap line with the Federal Reserve and its credit facili-
ties with other central banks. As the year closed, there was
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growing awareness that the steps taken by the British authorities
during the two preceding months added up to a stronger program
in defense of sterling than had been generally recognized.

In addition to the short-term credits made available to the
Bank of England through the swap facility, the Federal Reserve
Bank of New York provided some support for spot sterling at
various times during the fall through market purchases for Sys-
tem and Treasury account. Part of these acquisitions were made
on an outright basis, and part on the basis of market swap trans-
actions, as noted above. The particular technique employed was
determined by market conditions at the time, in consultation
with the Bank of England.

German mark. During 1963, there had been almost continuous
upward pressure on the German mark. The pressure reflected
mainly a substantial increase in the German foreign trade surplus,
large inflows of long-term capital, and occasional inflows of
short-term funds in response to tight money market conditions
or hedging operations. Although the Federal Reserve frequently
drew upon its $250 million swap line with the German Federal
Bank in order to cushion these pressures, all drawings effected
during 1963 had been repaid by January 9, 1964.

In late January and in February 1964, buying pressure on the
mark resumed in even greater force, with indications of specu-
lative overtones developing. To counter these pressures, the
German Federal Bank intervened strongly in Frankfurt—buying
dollars at rates just below the ceiling on the mark. In addition,
the Federal Reserve made sizable new drawings on the swap
line to support market intervention in New York and to absorb
dollars taken in by the German Federal Bank. During the first
half of March its drawings totaled $55 million equivalent.

These operations in the spot market were reinforced by a re-
sumption—for the first time since 1961—of joint operations by
the U.S. Treasury and the German Federal Bank in the forward
market in an effort to dispel rumors of a prospective change in
the mark parity. Sales of 3-month forward marks in New York
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by the Federal Reserve Bank of New York on behalf of the
Treasury during the first half of March amounted to approxi-
mately $21 million equivalent, at rates ranging between 0.96
and 0.75 per cent per annum premium on the mark. All of these
contracts were liquidated without difficulty at maturity.

On March 23 an important turning point occurred as the
German Government announced its intention to propose to par-
liament the imposition of a 25 per cent withholding tax on in-
come from fixed-interest German securities held by nonresidents.
This action not only checked the long-term capital inflow but
also actually induced liquidation of a considerable volume of
foreign investments in German fixed-interest securities. Earlier,
on March 10, the German Federal Bank had taken steps to en-
courage an outflow of German funds into dollar investments by
providing dollars on a swap basis—selling dollars spot and re-
purchasing them 90 to 180 days forward at a preferential dis-
count of 0.50 per cent per annum on the forward dollar—to
German commercial banks for purchases of U.S. Treasury bills.
This rate compared with a market discount at the time of more
than 0.75 per cent per annum. By April 15 the total of such
dollar swaps outstanding had risen to $186 million. As a conse-
quence of the outflows on both short- and long-term capital ac-
count, the exchange market moved into a much closer balance,
which continued to prevail during April and May.

In these circumstances the Federal Reserve was able in late
March to acquire $20 million equivalent of marks and thereby
reduce its swap drawings from $55 million to $35 million equiva-
lent. This remaining drawing was liquidated on March 31 by
the purchase from the Bank of Italy of $35 million of marks,
part of an Italian drawing of marks from the IMF. On the same
date, the U.S. Treasury also acquired $45 million equivalent of
marks from the Bank of Italy.4

No further operations in German marks for either Federal

*In early April, the Treasury absorbed $200 million by issuing $200 million
equivalent in mark-denominated bonds to the German Federal Bank and selling
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Reserve or Treasury account occurred until early June, when a
brief revival of speculation concerning a mark revaluation was
met by spot sales on the New York market of $5 million of
marks for Federal Reserve account and $6 million for U.S. Treas-
ury account. The German Federal Bank simultaneously sup-
ported the dollar with sizable operations in Frankfurt, and on
June 3 the U.S. Treasury employed $40 million equivalent of
mark balances acquired at the time of the Italian drawing on
the IMF to absorb dollars taken in by the German Federal Bank.
Buying pressure on the mark was further intensified in mid-June
by window-dressing operations of commercial banks, and $150
million of the resultant inflow of dollars to the German Federal
Bank was absorbed by an additional Treasury issue of mark-
denominated bonds.

On July 9 the German Federal Bank announced an increase
in reserve requirements for commercial banks, effective August
1. The mark again was subject to upward pressure, and the Fed-
eral Reserve Bank of New York sold for the U.S. Treasury a
total of $4 million equivalent of marks in New York on July 9
and July 10. To counter possible repatriation of short-term bank
funds, the German Federal Bank on July 13 reduced its special
swap discount rate on forward dollars from 0.50 to 0.25 per
cent per annum.

The demand for marks then eased, and no further operations
were undertaken by the Federal Reserve or the U.S. Treasury
until the end of October when the U.S. Treasury issued to the
German Federal Bank a $50 million equivalent mark-denomi-
nated bond. This raised the total of such mark bonds outstand-
ing to $678 million equivalent. The mark proceeds of this bond,
together with $7 million of Treasury mark balances remaining
from U.S. drawings of marks from the IMF, were sold to Can-
ada at the time of a repayment to the IMF by that country.

the proceeds to the central bank. (As indicated earlier, the Treasury at approxi-
mately the same time redeemed an equivalent amount of lira-denominated
bonds.)
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Subsequently, in early December when the U.S. Treasury drew
$125 million equivalent of marks from the IMF, it used $50
million equivalent to purchase excess dollars from the German
Federal Bank, in effect compensating for the fact that marks
derived from the earlier bond issue had been used in conjunction
with Canada's repayment to the IMF.

In general, the market for German marks during the second
half of the year was in much better balance than it had been for
some years. This balance was attributable to the cessation of
capital inflows following the proposal for a withholding tax on
bond interest earned by nonresidents and to reduced surpluses
on the trade account.

The effect on the exchange market of these basic shifts in the
German balance of payments was reinforced by a number of
technical measures initiated by the German authorities to reduce
pressures on the exchange market at the year-end. The special
swap facilities made available by the German Federal Bank to
German commercial banks for investments in U.S. Treasury
bills were used flexibly throughout the second half of the year,
with maturities designed to provide the banks with liquidity at
the year-end. In addition, under a special temporary arrangement
in December German commercial banks were permitted to bor-
row against collateral from the central bank at an effective cost
lower than the posted rate. Nevertheless, the unsettled conditions
for sterling led to some inflow of funds to Germany in late De-
cember. Consequently, the Federal Reserve reactivated its $250
million swap facility with the German Federal Bank by drawing
$50 million equivalent of marks in order to absorb that amount
of dollar inflows.

Italian lira. Italy's balance of payments deficit had assumed
major proportions in the fall of 1963, and the Bank of Italy had
drawn $50 million on its swap facility with the Federal Reserve
pending the outcome of various corrective measures. In addition,
the U.S. authorities had provided support for Italian reserves by
purchasing spot lire in advance of requirements for eventual use
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by the U.S. Treasury in redeeming outstanding lira-denominated
bonds issued to the Bank of Italy. As a result of such purchases,
the Treasury at the beginning of the year held $67 million
equivalent in lire (of which $17 million was temporarily em-
ployed in a swap against Swiss francs with the BIS), while the
Federal Reserve held $50 million equivalent—all of which was
sold forward to the Treasury.

During the first quarter of 1964 Italy's payments deficit con-
tinued to be very large, and the Bank of Italy drew $50 million
in January and again in March under its swap facility with the
Federal Reserve—bringing its total drawings to $150 million.
In addition, the Federal Reserve purchased $50 million of spot
lire from the Bank of Italy in January and another $33 million
in March, again selling such lire forward to the U.S. Treasury.
On March 9 the Treasury redeemed one $50 million lira bond
at its maturity, and on April 1 it prepaid the remaining $150
million of lira bonds then outstanding (having reversed its $17
million equivalent Italian lira-Swiss franc swap with the BIS).
Altogether, Federal Reserve and Treasury operations in the au-
tumn of 1963 and the first quarter of 1964 cushioned the decline
in the Bank of Italy's reserves to the extent of some $350 million
and thereby helped to restrain speculative pressures against the
lira.5

During the week of March 9 through March 14, 1964, an
Italian delegation, headed by Governor Carli of the Bank of
Italy, visited Washington to discuss with the World Bank and the
IMF various possible sources of financing for Italy's longer-term
investment requirements and its expected further balance of pay-
ments deficits. In the midst of these discussions, the lira was
suddenly struck by a burst of speculation. This brought heavy

5 Also during the first quarter of 1964 the Treasury liquidated the last of its
technical obligations to sell forward lire; the first of these obligations had been
undertaken in January 1962. The initial value of the contracts taken over from
the Bank of Italy by the U.S. Treasury in January 1962 amounted to $200
million. Total U.S. commitments to sell forward lire rose to a peak of $500
million in August of that year and thereafter—with some fluctuations—gen-
erally declined as Italian commercial banks reduced their dollar holdings. The
last of the contracts were reacquired by the Italian authorities in March 1964.
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pressures not only on the spot rate but also on the forward rate,
which for a 3-month maturity moved to a discount of 7 per cent
per annum. In this dangerous situation, an immediate and mas-
sive reinforcement of the Italian reserve position was clearly
called for, and within 48 hours the Italian authorities were able
to announce that approximately $1 billion of external assistance
was at their disposal. This credit package included: (1) a $100
million swap arrangement with the U.S. Treasury (in addition
to the partly drawn swap facility with the Federal Reserve Sys-
tem), (2) a $200 million standby credit from the Export-Import
Bank, (3) $250 million in credits of up to 3 years from the U.S.
Commodity Credit Corporation, and (4) short-term credit facili-
ties of $250 million each from the Bank of England and the
German Federal Bank. Had time permitted, other foreign official
sources of short-term credit could readily have been tapped.

Announcement of this credit package immediately broke the
speculative wave. As market confidence in the lira revived, the
Bank of Italy temporarily withdrew its support from the spot
market and allowed the lira to decline to a level close to par
where it settled in relatively orderly and balanced trading. At
the same time the discount on the 3-month forward lira narrowed
from 7 to 3 per cent per annum, further reflecting the improve-
ment in market confidence.

At the end of March the Italian Government made a drawing
on the IMF of $225 million equivalent in various currencies. Of
this total, it immediately sold $80 million equivalent of German
marks to the Federal Reserve and the U.S. Treasury and $20
million equivalent of guilders to the Federal Reserve. These
transactions enabled the Federal Reserve to settle outstanding
commitments in the respective currencies and provided marks
to the Treasury to meet possible future operational needs.

In June the Bank of Italy negotiated a $100 million equivalent
lira-Swiss franc swap with the Swiss National Bank. In this
instance, too, the Bank of Italy sold the entire Swiss-franc pro-
ceeds to the Federal Reserve for dollars. (The Federal Reserve
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then employed these Swiss francs to liquidate outstanding Swiss
franc indebtedness to the Swiss National Bank.)

With its dollar reserve position reinforced not only by bilateral
credits and the IMF drawing but also by net accruals of dollars
from exchange market operations, the Bank of Italy proceeded
to repay during the second quarter of the year all its previous
drawings of $150 million on the Federal Reserve as well as the
short-term credit drawn under the facility provided by the
German Federal Bank. In addition, about three-quarters of the
$100 million credit from the Swiss National Bank had also been
repaid by the end of December. (No drawings were made under
the credit facilities extended by the U.S. Treasury and the Bank
of England.)

One of the most satisfactory aspects of this display of inter-
national cooperation in beating back a speculative attack on the
Italian lira was that the provision of massive credit assistance to
Italy more or less coincided with a turning point in the Italian
economic and financial scene. During the first quarter of 1964
the Italian balance of payments had registered a deficit of $436
million. In contrast, a surplus of $226 million was recorded in
the second quarter, as corrective policy measures initiated by the
Italian authorities began to take effect and as a reversal in the
leads and lags in payments brought about the covering of short
positions in lire. In early July, a governmental crisis generated a
temporary speculative flurry, but operations in force in the for-
ward market by the Bank of Italy through the agency of the Fed-
eral Reserve Bank of New York provided reassurance, and the
speculation quickly subsided. Indeed, Italy gained reserves dur-
ing the summer, and on September 1 it repaid $65 million of its
$225 million drawing from the IMF. This repayment reduced the
IMF's holdings of lire to 75 per cent of the Italian quota. Thus,
Italy's obligation to the IMF was completely liquidated.

Italy continued to run a payments surplus during the third
and fourth quarters of 1964, and by the year-end Italian official
reserves, which had dipped $233 million during the first quarter,
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were $389 million higher than at the outset of 1964. The reap-
pearance of political uncertainties in the late summer triggered
some selling of forward lire, and discounts for 3-month maturi-
ties tended to widen at times to 4 per cent per annum. In such
instances, the Federal Reserve Bank of New York again inter-
vened for account of the Bank of Italy to support the forward
lira in the New York market and thus helped to relieve market
uncertainties. By early October the discount on the 3-month
forward lira had narrowed to less than 1 per cent per annum,
and as the year drew to an end, both the forward and spot mar-
kets were quiet.

Canadian dollar. The spot market for Canadian dollars was
relatively quiet through the first half of 1964, but there was con-
siderable activity in the forward market as a result of grain sales
to the Soviet Union beginning the previous autumn. These sales
generated heavy demands on the part of grain dealers for
Canadian dollars for future delivery against U.S. dollars. (The
contracts with the Soviet Union called for payment in U.S. dol-
lars, whereas the grain companies had to purchase the wheat
from the Canadian Wheat Board with Canadian dollars.) Com-
mercial banks, after meeting the grain dealers' demand—and
after covering their forward sales to the dealers to some extent
through spot purchases of Canadian dollars—attempted to bal-
ance their forward positions by engaging in swap transactions,
selling Canadian dollars spot against forward purchases timed
to meet likely calls on their forward commitments to the grain
dealers. Consequently, the forward Canadian dollar advanced
to a premium over spot, while the spot rate tended to decline.

In order to offset some of these pressures, the Bank of Canada
sold U.S. dollars spot and purchased them forward, thus provid-
ing some counterpart to the commercial banks' swap needs. De-
spite such operations on a substantial scale by the Bank of
Canada, the forward Canadian dollar remained at a premium,
and the incentive to move funds from the United States to Canada
on a covered basis, as measured by the differential on 3-month
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Treasury bills, rose to about 0.34 per cent per annum in the
latter part of March. With the agreement of the Canadian au-
thorities, the Federal Reserve began in late March to sell Cana-
dian dollars forward against spot purchases. As it turned out,
the pressures on the forward Canadian dollar temporarily sub-
sided, and Federal Reserve swaps in the market amounted to
only $2 million.

The matching of forward-exchange commitments with ship-
ment deliveries in connection with the very large grain sales con-
tinued to dominate the forward market in Canadian dollars
through June. Although the 3-month forward Canadian dollar
widened to a premium of over one-quarter of 1 per cent per
annum, the covered differential in favor of Canada held below
0.40 per cent per annum as Canadian short-term interest rates
declined, and no further official operations were deemed neces-
sary. By the end of July, Canadian grain shipments to the Soviet
Union had been fairly well completed, and pressures on the for-
ward market eased.

Then, during August a series of developments reversed the
pressures in the Canadian dollar market. Initially, there was some
buying of spot Canadian dollars by continental interests at the
time of the Gulf of Tonkin incident, and as the spot rate rose
in a thin market, Canadian exporters proceeded to sell out U.S.
dollar balances. Also, there were new grain purchases by several
eastern European countries, the effect of which was felt mainly
in the spot market. At about the same time there was a tighten-
ing of the Canadian money market, and this induced a flow of
short-term funds into Canada from the United States on a
covered basis. In addition, the eastern European countries exer-
cised earlier than commercial banks had anticipated the options
they had entered into in the autumn of 1963 on August grain
contracts. These influences caused a sharp change in the relation
between the spot and the forward Canadian dollar. As a result,
the differential moved from a premium to a discount, and the
incentive for interest-arbitrage flows was reduced.
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By September additional factors began to reinforce the up-
ward pressure on the Canadian dollar in the spot market. Sub-
stantial Canadian long-term borrowings in the U.S. market, a
continued strong trade position, and fiscal-year-end positioning
by Canadian banks in October and November all helped push
the spot rate for the Canadian dollar to its effective ceiling by
November. In addition, the pressure on sterling during the
autumn at times reinforced the demand for Canadian dollars.
As the Canadian dollar strengthened, the Bank of Canada inter-
vened to moderate the rise in the rate, with the result that Cana-
dian reserves increased by $210 million during the August-
November period despite repayments of $107 million to the IMF
in September and October. By December the market had re-
turned to a more balanced position.

Swiss franc. The Federal Reserve's short-term commitments in
Swiss francs amounted to $233 million equivalent at the outset
of 1964: $75 million and $145 million equivalent of swap draw-
ings of Swiss francs from the Swiss National Bank and the BIS,
respectively, and $13 million equivalent of third-currency swaps
with the BIS. In addition, the U.S. Treasury had outstanding
short-term commitments of $121 million equivalent in 3-month
forward sales of Swiss francs, as well as $40 million equivalent
of third-currency swaps with the BIS. A sizable portion of these
liabilities had been incurred during the last 4 months of 1963
when substantial amounts of short-term funds were transferred
to Switzerland, first in connection with market uncertainties sur-
rounding that year's IMF meeting and the weakness of the
Italian lira, and later because of year-end window-dressing opera-
tions by Swiss commercial banks.

Some easing of the Swiss franc developed after the year-end,
but continuing inflows of capital to Switzerland during the first
quarter of 1964 limited the usual seasonal weakening. Moreover,
interest rates there had risen rapidly from the fall of 1963 through
the first quarter of 1964. The rate paid by Swiss banks on 3-
month time deposits, which had ranged from about 2.65 to 3.00
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per cent per annum during most of 1963, moved up to 3.25 per
cent by March. Consequently, opportunities for the Federal Re-
serve to acquire Swiss francs for settlement of its outstanding in-
debtedness in such francs developed more slowly than expected,
and by mid-April it had paid off only $45 million equivalent of
its drawings on the BIS.

In April a severe tightening of the Swiss credit market pushed
interest rates up further and drove the Swiss franc to its ceiling
once more, and the Swiss National Bank was forced to take in a
sizable amount of dollars at that level. Part of this inflow was
absorbed when the Federal Reserve made a new drawing of $25
million equivalent on its swap line with the Swiss National Bank,
thus increasing the Federal Reserve debt under the Swiss franc
swap lines to $200 million.

In order to curb inflationary pressures in the Swiss economy,
the Swiss Government in March had placed restrictions on con-
struction activity and had authorized the Swiss National Bank
to introduce measures limiting credit expansion by banks and
discouraging the inflow of foreign funds. Similar arrangements
between the central bank and the commercial banks had been
in effect for several years on a voluntary basis. The informal
agreements concerning restrictions on domestic credit growth
took on legal force in May 1964. In an effort to halt the heavy in-
flow of foreign capital and the rise in dollar holdings of the
Swiss National Bank, restraints on the inflow of funds from
abroad were implemented at the end of March. All Swiss bank-
ing institutions were forbidden to pay interest on foreign deposits
received after January 1, 1964, and were required to invest in
foreign-currency assets or to deposit with the Swiss National
Bank any net increase after January 1, 1964, in their Swiss franc
liabilities to foreigners.

While these measures were successful in halting further in-
flows of foreign funds, they did not of course prevent the re-
patriation by Swiss banks of funds already held abroad. Since
the credit squeeze in Switzerland was continuing, there seemed
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little likelihood of an early reversal of the previous inflow of
funds. As a result, following the Federal Reserve swaip drawing
in April, the Swiss and U.S. authorities agreed on a combination
of special measures to liquidate all the Federal Reserve swap
drawings and to reduce the Treasury's outstanding forward con-
tracts.

The first step was taken in May, when the U.S. Treasury issued
to the BIS a $70 million Swiss franc bond. The Swiss franc pro-
ceeds of this bond issue were then sold by the Treasury to the
Federal Reserve, which immediately repaid an equivalent
amount of its Swiss franc debt to the BIS.

The second step came in June when the Bank of Italy entered
into a $100 million lira-Swiss franc swap agreement with the
Swiss National Bank. The Bank of Italy sold the Swiss francs
it acquired to the Federal Reserve, which retired the remainder
of its Swiss franc debt to the Swiss National Bank. At the end
of June the Federal Reserve paid off the remaining $30 million
of its swap drawings with the BIS with francs obtained in con-
junction with a sale of gold to the Swiss National Bank by the
Treasury. The Federal Reserve swap arrangements with both
the BIS and the Swiss National Bank thus reverted to a standby
basis.

Meanwhile, interest rates in Switzerland had risen still further
as the heavy demands imposed on the Swiss money and capital
markets by the continuing high level of economic activity further
squeezed the liquidity position of Swiss banks and firms. The in-
terest rate on 3-month deposits reached 3.50 per cent in June,
an increase of about 0.75 per cent per annum over the previous
year, while the average yield on government bonds moved up to
4.05 per cent, compared with 3.15 per cent a year earlier. To
relieve the squeeze on their liquidity positions, and to satisfy
midyear window-dressing needs, the Swiss commercial banks
made additional sizable repatriations of funds during June.

These commercial bank operations caused the Swiss National
Bank once again to take in a sizable amount of dollars. In July
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the reversing of some window-dressing operations and an easing
of the Swiss money market brought about only a partial reversal
of the previous inflows. In these circumstances the U.S. Treasury
issued to the Swiss National Bank on August 4 an additional
Swiss franc bond in the amount of $52 million equivalent and
used the proceeds to absorb an equivalent amount of dollars on
the books of the Swiss National Bank. (This issue brought the
outstanding amount of U.S. Treasury securities denominated in
Swiss francs to $327 million equivalent.)

Generally easier conditions prevailed in the market for Swiss
francs from mid-August to mid-October, and the Swiss franc
declined from its ceiling for a while, only to firm again in late
October as the Swiss money market tightened. Then in the early
part of November, funds began to move into Switzerland in
quantity—some directly out of sterling, some through the Euro-
currency markets in response to the general uneasiness that
pervaded the exchanges. Throughout the rest of the year dollar
gains by the Swiss National Bank continued to be large.

To absorb part of this intake of dollars, the Federal Reserve
reactivated its $150 million swap with the BIS in early December
by drawing $100 million of Swiss francs, which it simultaneously
employed to purchase dollars from the Swiss National Bank.
In addition, to calm the market and to encourage Swiss banks to
invest abroad dollars that they might otherwise have sold to
the Swiss National Bank—the dollar holdings of which had
already increased substantially—the Federal Reserve began in
December to sell Swiss francs forward in the market, through
the Swiss National Bank.

On the other hand, the Treasury by the year-end had reduced
its market forward commitments in Swiss francs to $51.5 million
equivalent through repayments, which it had begun to make in
May, with Swiss francs bought from the Swiss National Bank.
In addition, the Federal Reserve and the Treasury in December
reversed sterling-Swiss franc swaps with the BIS totaling $26
million. Thus, by the year-end, the combined short-term com-
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mitments of the Federal Reserve and the Treasury in Swiss francs
totaled $197 million.

Effective November 17 the Swiss National Bank and the
Federal Reserve Bank of New York, which was acting for the
Federal Reserve System, entered into an arrangement that imple-
ments insofar as the United States and Switzerland are concerned
the association of Switzerland with the General Arrangements
to Borrow of the IMF. This agreement provides a framework
not only for medium-term credit to the United States from
Switzerland but also for similar considerations of aid to Switzer-
land from the United States, should such assistance be required.

Netherlands guilder. At the beginning of the year, Federal Re-
serve commitments in guilders amounted to $80 million equiva-
lent, all in the form of outstanding swap drawings. During the
first 2 months of the year the Netherlands guilder declined as
the Dutch trade position began to weaken, and the Federal Re-
serve was able to purchase $44 million equivalent of guilders
from the Netherlands Bank. This amount, together with existing
balances, was used to repay $55 million equivalent of swap
drawings. An additional $20 million equivalent of guilders was
purchased at the end of March from the Bank of Italy, which had
taken guilders as part of its drawing on the IMF, and another $5
million equivalent was acquired from the Netherlands Bank.
These purchases were then used on April 2 to pay off at maturity
the Federal Reserve's remaining $25 million equivalent swap
drawing from the Netherlands Bank, thus placing the entire $100
million swap arrangement on a standby basis.

During most of the second quarter the Dutch guilder continued
to decline as the Dutch trade deficit increased. However, after
midyear the guilder strengthened and the Netherlands Bank took
in dollars in market operations. In May the money market had
begun to tighten, and in early June the Netherlands Bank
raised its discount rate by VT. percentage point to 4Vfc per cent.
In July Dutch commercial banks began to repatriate funds in sub-
stantial amounts. In addition, the Netherlands balance of pay-
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ments strengthened owing to a better trade balance and an inflow
of long-term capital. By November the intensified pressures on
sterling and the ensuing movement of some funds out of sterling
and into guilders helped push the guilder to its ceiling.

Meanwhile, the Netherlands Bank had been taking in dollars
in an effort to moderate the rise in the rate. During the first week
of August the Federal Reserve drew $20 million equivalent of
guilders under the swap line and immediately used the guilders
to absorb some of the Netherlands Bank's accruals of dollars.
Additional Federal Reserve drawings and sales of guilders fol-
lowed in rapid sequence, and by mid-October the $100 million
swap facility had been fully drawn. Additional dollars were pur-
chased by the Federal Reserve and the U.S. Treasury from the
Netherlands Bank in September and December with guilders ac-
quired through 3-month swaps of sterling for guilders with the
BIS, for a total of $50 million equivalent.

In mid-December, as market uncertainty surrounding sterling
and the flow of funds to the Netherlands continued, the Federal
Reserve Bank of New York through the Netherlands Bank began
to sell forward guilders for Federal Reserve and Treasury ac-
count to calm market fears and induce covered capital outflows
from the Netherlands.

Belgian franc. The Belgian franc softened in February when
speculation concerning a revaluation of the German mark led
to some outflow of short-term funds from Belgium. As a result,
the Federal Reserve was able to purchase from the National Bank
of Belgium $15 million equivalent of Belgian francs in order to
reconstitute in full the franc balances it held under the fully drawn
$50 million facility with that Bank. Throughout most of the sec-
ond quarter the Belgian franc moved narrowly in a market that
was essentially in balance, and there was no occasion for either
the Federal Reserve or the National Bank of Belgium to employ
its swap balances.

Early in July, however, the Belgian franc strengthened fol-
lowing the announcement of new measures designed to curb the
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growth of credit in Belgium. On July 3 the National Bank of
Belgium raised its discount rate by V2 percentage point to 4%
per cent and announced that effective August 17 it would impose
a cash reserve-requirement against commercial bank deposits for
the first time. After that, tighter money market conditions pre-
vailed. These, in conjunction with long-term investment in Bel-
gium and an improved trade balance beginning in the third
quarter, as well as selling of sterling later in the year, contributed
to substantial dollar inflows into Belgium.

Early in August, the Federal Reserve used $7.5 million equiv-
alent of Belgian francs drawn under the swap to absorb dollars
from the National Bank of Belgium. By mid-October the $50
million equivalent of franc balances had been utilized. Effective
October 22 the Federal Reserve and the National Bank of
Belgium expanded the existing $50 million swap facility with
an additional $50 million arrangement to be available on a
standby basis. With dollars continuing to flow into Belgium,
the Federal Reserve made further drawings on this additional
swap, and by the end of November the full amount had been
used.

In early December, when the National Bank of Belgium pur-
chased $75 million from the Federal Reserve to make special
outpayments, the Federal Reserve was able to reduce its swap
commitments to Belgium to $25 million equivalent. On December
30, however, the Federal Reserve again drew $20 million equiv-
alent of francs in order to absorb further inflows of dollars into
Belgium. This raised its commitments on the standby facility in
Belgium francs to $45 million equivalent at the end of the year.

Japanese yen. The Japanese balance of payments moved into
deficit in the autumn of 1963, and during the first quarter of 1964
the trade gap widened further. As a result, the Japanese yen re-
mained at or close to its floor during most of the first half of the
year.

The Japanese authorities had initiated a series of restraint
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measures beginning in October 1963, and in March 1964 the
Bank of Japan raised its discount rate from 5.84 to 6.57 per cent.
In order to avoid further deterioration in the Japanese reserve
position until the restraint measures should bring about the de-
sired effect, as well as to support confidence in the yen in con-
nection with the acceptance by Japan on April 1 of Article VIII
status under the IMF Articles of Agreement, the Bank of Japan
on April 30 drew $50 million under the $150 million swap
arrangement with the Federal Reserve. This was the first use of
this facility since its inception in October 1963.

The pressure on reserves continued into July. Consequently,
on July 30 the Bank of Japan renewed the $50 million drawing
for another 3 months, and on July 31 drew an additional $30
million under the swap arrangement. In August, however, do-
mestic restraint measures began to take effect: import demand
diminished, and with a continued growth in exports, the trade
balance improved considerably. With this improvement in Japan's
balance of payments and reserve position, which continued
through the rest of the year, the Bank of Japan began repaying
its swap obligations at the end of September. By early November
it had liquidated them in full.

French franc. During January the Federal Reserve repaid a
$9 million equivalent swap commitment to the Bank of France
with francs acquired by previous forward market purchases
through that Bank.

The French franc held firmly at its ceiling throughout most of
the year as the French balance of payments continued in surplus,
and there were no Federal Reserve or Treasury market opera-
tions in the franc. However, as indicated later in this report, the
Treasury did effect certain sales of French francs—drawn from
the IMF—to various countries for their use in making repay-
ments to the IMF. These repayments were spread out over a
period of several months. Since the Treasury did not want to
leave sizable franc balances uninvested, it entered into a special
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swap arrangement with the Bank of France, with provision for
the gradual reduction of the swap as the francs were required.

Other currencies. There were no Federal Reserve or Treasury
operations in Swedish kronor or Austrian schillings during the
year.

The gold market. Throughout the first 8 months of 1964 the
London gold market was generally stable, with the gold-fixing
price ranging between $35.06 and $35.10. With the improve-
ment in the U.S. balance of payments, and consequent strength-
ening of confidence in the dollar, speculative demand for gold
receded, and as new production also increased, the Gold Pool
regularly absorbed surpluses of output reaching the market. The
Pool took in further sizable amounts of gold from Russian sales,
which were heavily concentrated in a few weeks in late March
and early April.

Over the closing months of 1964, various political and finan-
cial disturbances tended to rekindle speculative buying of gold.
International tensions arising out of the Vietnam conflict have
continued to generate market apprehension. But the basic cause
of renewed speculation in the gold market was the threatened
undermining of the entire international financial system as ster-
ling, and with it the dollar, came under pressure during the
closing months of 1964. Both the United Kingdom and the
United States have now taken forceful actions to deal with their
balance of payments deficits, and if these corrective programs
are vigorously pursued, speculative pressures in the gold market
may be expected to subside.

The Bank of England, on behalf of the Gold Pool, continued
to exert a stabilizing influence on the market and to moderate
price movements. Although private demand for gold increased
during the closing months of 1964, over the year as a whole the
Pool once again acquired and distributed to its members more
than $600 million.

U.S. drawing on the IMF. Over the course of several years before
1964, foreign countries had been repaying more dollars to the
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IMF than the IMF had been paying out in new drawings. As a
result, the IMF's dollar holdings rose to a point where they
equaled the amount that the United States had paid into the IMF
as part of its quota. At this point the IMF, under its rules, could
no longer accept dollars in repurchase, and countries having re-
purchase obligations could make repayments only with gold or
with other eligible convertible currencies. So as to be able to sell
such currencies to countries having repurchase obligations, the
U.S. Treasury on February 13 and June 1 made two drawings
on the IMF—predominantly in German marks and French francs
—in the amount of $125 million equivalent each under the $500
million standby agreement with the IMF announced by President
Kennedy in July 1963. By September the bulk of these draw-
ings had been sold to various countries effecting repayments to
the IMF.

On July 23 the original standby arrangement expired, and the
Treasury announced that it had made a further standby arrange-
ment with the IMF for another year. This restored the amount
available to $500 million. The first drawing under the new
standby arrangement was made on September 1, when the United
States drew $50 million in five European currencies. Unlike the
first two drawings under the original arrangement, which were
used to cover a number of transactions that took place during
ensuing weeks, this drawing was occasioned by Italy's repur-
chase of $65 million equivalent of lire from the IMF. Again,
on September 30, the U.S. Treasury drew equal amounts of
Dutch guilders and German marks totaling $100 million equiv-
alent, half of which it immediately sold to Canada in connection
with a repayment to IMF. The remaining balances were dis-
bursed in subsequent weeks. On December 7 a fifth drawing of
$125 million equivalent was made, this time solely in German
marks.

In all, during 1964 the U.S. Treasury drew $525 million equiv-
alent of seven continental European currencies, of which $75
million equivalent remained undisbursed at the year-end. The
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effect of these drawings on the U.S. position in the IMF was to
a considerable extent offset, however, by drawings of dollars by
other countries. The largest single drawing of this sort was the
British drawing of $200 million, the dollar component of its $1
billion equivalent multicurrency drawing in December. As a re-
sult, the U.S. repayment obligation to the IMF at the year-
end amounted to about $262 million.
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BANK SUPERVISION

BY THE FEDERAL RESERVE SYSTEM

Examination of Federal Reserve Banks. The Board's Division of
Examinations examined the 12 Federal Reserve Banks and their
24 branches during the year as required by Section 21 of the
Federal Reserve Act. In conjunction with the examination of
the Federal Reserve Bank of New York, the Board's examiners
also made a detailed audit of the accounts and holdings of the
System Open Market Account, operated at that Bank in accord-
ance with policies formulated by the Federal Open Market Com-
mittee, and rendered a report thereon to the Committee. The
procedures followed by the Board's examiners were surveyed
and appraised by a private firm of certified public accountants.

Examination of member banks. Although authorized to examine
all member banks, both State and national, neither the Federal
Reserve Banks nor the Board of Governors as a matter of prac-
tice examines national banks because the law charges the Comp-
troller of the Currency directly with that responsibility. The
Comptroller provides reports of examinations of national banks
to the Board of Governors in Washington on loan, and each
Federal Reserve Bank purchases from the Comptroller copies of
reports of examination of national banks in its district.

State member banks are subject to examinations made by
direction of the Federal Reserve Bank of the district in which
they are situated by examiners selected or approved by the
Board. The established policy is to conduct at least one regular
examination of each State member bank, including its trust de-
partment, during each calendar year, with additional examina-
tions if considered desirable. Wherever practicable, joint exami-
nations are made in cooperation with the State banking authori-
ties, or alternate independent examinations are made by agree-
ment with State authorities. All but 12 of the 1,452 State member
banks were examined under the Federal Reserve System's 1964
program.
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The Board of Governors makes its reports of examination of
State member banks available to the Federal Deposit Insurance
Corporation, and the Corporation in turn conducts examinations
of insured nonmember State banks and makes its reports avail-
able to the Board when needed. Also as needed reports of exam-
ination of State member banks are made available to the Comp-
troller of the Currency.

In its supervision of State member banks, the Board receives,
reviews, and analyzes reports of examination of State member
banks and coordinates and evaluates the examination and super-
visory functions of the System. In addition, under provisions of
the Federal Reserve Act and other statutes, the Board passes on
applications for admission of State banks to membership in the
System and for permission, among other things, to (1) merge
banks, (2) form or expand bank holding companies, (3) estab-
lish domestic and foreign branches, (4) exercise expanded pow-
ers to create bank acceptances, (5) establish foreign banking
and financing corporations, or (6) invest in bank premises in
excess of 100 per cent of a bank's capital stock.

During 1964, bank examination procedures relating to the
records, systems, and controls of State member banks were sup-
plemented specifically to provide for a more detailed review of
bank premises, protective equipment, and precautionary meas-
ures used by banks to protect against losses from external crimes.
These procedures should serve to alert the management of banks
to weaknesses in these areas and help to check the increase in
crimes against banking institutions.

Steps also were taken to implement the provision of Public
Law 88-593, which requires that Federal bank supervisory au-
thorities be notified of changes in the control of management of
insured banks, and of Public Law 88-467, which extends the
disclosure requirements of the Securities Exchange Act to various
banks and vests in the Board responsibility for regulating and
administering that law as it relates to State member banks. With
respect to Public Law 88-467, the Board issued its Regulation F,
effective January 1, 1965.
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Federal Reserve membership. As of the December call date in
1964, member banks accounted for 45 per cent of the number
of all commercial banks in the United States and 62 per cent
of all commercial banking offices, and they held approximately
85 per cent of the total deposits in such banks. State member
banks accounted for 16 per cent of the number of all State com-
mercial banks and 31 per cent of the State banking offices, and
they held 65 per cent of total deposits in State commercial banks.

Of the 6,225 member banks of the Federal Reserve System
at the end of 1964, 4,773 were national banks and 1,452 were
State banks. There was a net increase of 117 member banks dur-
ing the year. This reflected an increase of 158 national banks and
a decrease of 41 State members. The increase in national banks
resulted from the organization of 200 new national banks and
the conversion of 19 nonmember banks to national banks, offset
by 63 conversions to branches incident to mergers and absorp-
tions and 5 conversions to nonmember banks; and the State mem-
ber decrease reflected 14 conversions to branches incident to
mergers and absorptions, and 19 withdrawals from membership.

At the end of 1964, member banks were operating 11,215
branches, 845 more than at the close of 1963; this included 761
de novo establishments.

Detailed figures on changes in the banking structure during
1964 are shown in Table 19, page 242.

Bank mergers. Under Section 18(c) of the Federal Deposit In-
surance Act, as amended May 13, 1960, the Board of Gov-
ernors passes upon each merger, consolidation, acquisition of
assets or assumption of liabilities in which the acquiring, assum-
ing, or resulting bank is to be a State member bank. Unless the
Board finds that it must act immediately to prevent the probable
failure of one of the participating banks, it must request reports
from the Attorney General, the Comptroller of the Currency,
and the Federal Deposit Insurance Corporation on the competi-
tive factors involved in each transaction. The Board in turn re-
sponds to requests by the Comptroller or the Corporation for
reports on competitive factors involved when the acquiring, as-
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suming, or resulting bank is to be a national bank or an insured
nonmember State bank.

During 1964 the Board approved 16 and disapproved 2 merg-
ers, consolidations, acquisitions of assets or assumptions of
liabilities, and it submitted 92 reports on competitive factors to
the Comptroller of the Currency and 35 to the Federal Deposit
Insurance Corporation. As required by Section 18(c) of the
Federal Deposit Insurance Act, a description of each of the 16
cases approved by the Board, together with other pertinent in-
formation, is shown in Table 21 on pages 245-63.

Statements and orders of the Board with respect to all bank
merger and bank holding company applications, whether ap-
proved or disapproved, are released immediately to the press and
the public and are published in the Federal Reserve Bulletin.
These include comprehensive presentations of the factors con-
sidered, the conclusions reached, and the vote of each Board
member present. Dissenting statements, if any, are appended.

Bank holding companies. During 1964, pursuant to Section
3 (a) (1) of the Bank Holding Company Act of 1956, the Board
approved 4 applications for prior approval to become a bank
holding company (2 of the applicants were related, one con-
trolling the other), and denied 1 application. Pursuant to Section
3 (a) (2) of the Act, the Board approved the acquisition by 7
bank holding companies of voting shares in 6 banks (2 related
bank holding companies, one of which controlled the other, filed
applications to acquire shares of one of the banks). To provide
necessary current information, annual reports for 1963 were ob-
tained from all registered bank holding companies under Section
5(c) of the Act.

During 1964, pursuant to the Banking Act of 1933., the Board
authorized the issuance to holding company affiliates of member
banks of 16 voting permits for general purposes and 12 for
limited purposes. In accordance with established practice, a num-
ber of holding company affiliates were examined by examiners
for the Federal Reserve Banks in whose districts the principal
offices of the holding companies are located.
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Section 301 of the Banking Act of 1935 provides that the term
"holding company affiliate" shall not include—except for the
purposes of Section 23A of the Federal Reserve Act, which re-
stricts loans to affiliates and loans on or investments in the stock
or obligations of affiliates—any organization that is determined
by the Board not to be engaged, directly or indirectly, as a busi-
ness in holding the stock of, or managing or controlling, banks,
banking associations, savings banks, or trust companies. The
Board made such determinations with respect to 35 organizations
during 1964.

Foreign branches of member banks. At the end of 1964, 11 mem-
ber banks had in active operation a total of 180 branches in 45
foreign countries and overseas areas of the United States; 5 na-
tional banks were operating 139 of these branches, and 6 State
member banks were operating 41. The number and location of
these foreign branches were as shown in the accompanying tab-
ulation.

Under the provisions of the Federal Reserve Act (Section 25
as to national member banks and Sections 9 and 25 as to State
member banks), the Board during 1964 approved 26 applica-
tions made by member banks for permission to establish branches
in foreign countries.

During the year a member bank opened branches in London,
England, and in Osaka and Tokyo, Japan. Another opened
branches in San Salvador, El Salvador; Mexico, D. F., Mexico;
Lima, Peru; Athens, Greece; Amsterdam, The Netherlands;
Dubai, Trucial State of Dubai; Hong Kong, Colony of Hong
Kong; and it closed one of its branches in Asuncion, Paraguay.
A third opened branches in Managua, Nicaragua; Panama, Re-
public of Panama; Rotterdam, The Netherlands; Hong Kong,
Colony of Hong Kong; and Bombay, India. A fourth opened
branches in Hong Kong, Colony of Hong Kong; Singapore and
Kuala Lumpur, Federation of Malaysia; and Bangkok, Thai-
land. Two other member banks also opened branches in London,
England. Sixteen of these branches had been authorized before
1964.
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Latin America
Argentina
Bahamas
Brazil
Chile
Colombia
Dominican Republic.
Ecuador
El Salvador
Guatemala
Jamaica
Mexico
Nicaragua
Panama
Paraguay
Peru
Trinidad
Uruguay
Venezuela
Virgin Islands (British)

Continental Europe
Belgium
France
Germany
Greece
Italy
Netherlands
Switzerland

77
16
2

15
2
5
3
2
1
2
1
5
1

10
2
2
1
2
4
1

75
2
4
3
1
1
3
1

Africa
Liberia
Nigeria

Near East
Dubai
Lebanon
Saudi Arabia

Far East
Hong Kong
India
Japan
Malaysia
Okinawa
Pakistan
Philippines
Thailand

U.S. Overseas Areas and
Trust Territories

Canal Zone
Guam
Puerto Rico
Truk Islands
Virgin Islands

3
1
2

5
1
3
1

40
6
5

12
7
1
2
5
2

23
2
1

15
1
4

England .17 Total 180

Acceptance powers of member banks. During the year no applica-
tions were received from member banks pursuant to the pro-
visions of Section 13 of the Federal Reserve Act for increased
acceptance powers to accept commercial drafts or bills of ex-
change to an amount not exceeding at any time, in the aggregate,
100 per cent of paid-up and unimpaired capital stock and sur-
plus, or for permission to accept drafts or bills of exchange drawn
for the purpose of furnishing dollar exchange.

Foreign banking and financing corporations. At the beginning of
1964 there were 5 corporations operating under agreements with
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the Board pursuant to Section 25 of the Federal Reserve Act re-
lating to investment by member banks in the stock of corpora-
tions engaged principally in international or foreign banking.
Three of these "agreement" corporations with head offices in
New York were examined during the year by examiners for the
Board of Governors. Two of these each have an English fiduciary
affiliate. Another has a branch in England, and it owns: the
stock of 2 banks organized under the laws of, and operating in,
Liberia and the Republic of South Africa; the stock of 2 trust
companies, 1 organized under the laws of the Bahamas and 1 of
Canada; and 50 per cent of the stock of a bank in Canada. The
fourth "agreement" corporation is a national member bank in
the Virgin Islands and is owned by a State member bank in Phil-
adelphia. During the year the fifth corporation converted into a
foreign banking and financing corporation organized under the
provisions of Section 25(a) of the Federal Reserve Act.

During 1964, under the provisions of Section 25 (a) of the
Federal Reserve Act, the Board issued final permits to 3 corpora-
tions to engage in international or foreign banking or other inter-
national or foreign financial operations. All 3 corporations com-
menced operations in 1964. A fourth corporation that began
operations in 1964 had received its final permit in 1963. Also,
the activities of 2 other corporations owned by a member bank
were combined at the year-end into a single corporation through
the transfer of assets and assumption of liabilities. At the end of
1964, there were 33 corporations in active operation under Sec-
tion 25 (a ) : 19 have home offices in New York City, 1 in Boston,
4 in Philadelphia, 2 in Pittsburgh, 2 in Chicago, 2 in Detroit, 2 in
San Francisco, and 1 in Seattle. Examiners for the Board of
Governors examined 32 of these corporations during the year.

Twenty-four of these corporations have no subsidiaries or for-
eign branches. One opened a branch in Hong Kong during the
year. One has a Canadian investment and development subsid-
iary, a branch in France, and an English fiduciary affiliate that
has a branch in Canada. Another owns the stock of: a bank
organized under the laws of, and operating in, the Republic of
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South Africa; a trust company organized under the laws of the
Bahamas; and a Brazilian corporation that holds stock of a
Brazilian bank. Another owns substantially all of the stock of a
bank organized under the laws of, and operating in, Italy. One
has a finance and investment subsidiary organized under the laws
of Panama, with headquarters in Bermuda; 1 has an Argentine
finance company subsidiary; 1 has a Bahaman finance company
subsidiary; 1 has a Swiss investment research subsidiary; and an-
other has a French investment banking subsidiary.

Bank Examination School. In 1964 the Bank Examination School
conducted two sessions of the School for Examiners, five ses-
sions of the School for Assistant Examiners, and the first session
of a newly inaugurated School for Trust Examiners. The Bank
Examination School, established in 1952 by the three Federal
bank supervisory agencies, has been conducted jointly by the
Board of Governors of the Federal Reserve System and the Fed-
eral Deposit Insurance Corporation since withdrawal of the Office
of the Comptroller of the Currency in 1962.

Since the establishment of this program, 2,475 persons have at-
tended the various sessions. This number includes representatives
of the Federal bank supervisory agencies; another Federal agency;
the State Banking Departments of California, Connecticut, Indi-
ana, Louisiana, Maine, Michigan, Mississippi, Montana, Ne-
braska, New Hampshire, New Jersey, New Mexico, New York,
North Dakota, Ohio, Oklahoma, Oregon, Pennsylvania, Rhode
Island, Tennessee, Vermont, Virginia, and Washington; the
Treasury Department of the Commonwealth of Puerto Rico; and
seven foreign countries.

LEGISLATION ENACTED

Extension of authority of Federal Reserve Banks to purchase Govern-
ment obligations. By Act of Congress approved June 30, 1964
(Public Law 88-344), the authority of Federal Reserve Banks
under Section 14(b) of the Federal Reserve Act (12 U.S.C.
355) to purchase and sell direct or fully guaranteed obligations
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of the United States directly from or to the United States was
extended until July 1, 1966.

Extension of Defense Production Act of 1950. An Act of Congress
approved June 30, 1964 (Public Law 88-343), extended through
June 30, 1966, the termination date of the Defense Production
Act of 1950 (50 U.S.C. App. 2166), Section 301 of which is
the basis for guarantees of loans for defense production.

Loans by national banks on forest tracts. By Act of Congress ap-
proved June 30, 1964 (Public Law 88-341), Section 24 of the
Federal Reserve Act (12 U.S.C. 371) was amended to liberalize
the restriction on national banks with respect to loans on forest
tracts.

Application of Securities Exchange Act to stocks and other securities
of banks. By Act of Congress approved August 20, 1964 (Public
Law 88-467), the registration, periodic reporting, proxy solici-
tation, and "insider trading" provisions of the Securities Ex-
change Act of 1934 (15 U.S.C. 78), which theretofore were
applicable principally to securities traded on exchanges, were
made applicable also to equity securities (including bank stocks)
traded on the "over-the-counter market" and held by numerous
investors. At the same time the three Federal bank supervisory
agencies were vested with authority to administer these provisions
of the 1934 Act with respect to securities of banks within their
respective jurisdictions, whether traded over the counter or on a
securities exchange.

Real estate loans by national banks. By Act of Congress approved
September 2, 1964 (Public Law 88-560), Section 24 of the
Federal Reserve Act (12 U.S.C. 371) was amended to increase
from 75 to 80 per cent the maximum loan-to-value ratio with
respect to conventional real estate loans by national banks and
to increase from 20 to 25 years the maximum maturity of such
loans.

Interest equalization tax information. By Act of Congress approved
September 2,1964 (Public Law 88-563), a new Section 601 l (d )
was added to the Internal Revenue Code of 1954 to require com-
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mercial banks to file information returns with respect to loans and
commitments to foreign obligors. Such returns were made avail-
able for inspection by the Board of Governors of the Federal Re-
serve System and the Federal Reserve Banks by Executive Order
11176 and a regulation of the Secretary of the Treasury (26 CFR
§301.6103(a)-107), issued pursuant to Section 6103(a) of the
Code.

Changes in control of banks. By Act of Congress approved Sep-
tember 12, 1964 (Public Law 88-593), insured banks are re-
quired to inform the appropriate Federal banking agency of any
changes in control of management of such banks and of any
loans secured by 25 per cent or more of the voting stock of such
banks.

PROPOSED LEGISLATION

Lending authority of Federal Reserve Banks. In 1963 the Board of
Governors recommended legislation that would permit member
banks of the Federal Reserve System to borrow from the Federal
Reserve Banks on the security of any sound assets without paying
a "penalty" rate of interest. (See the Board's ANNUAL REPORT

for 1963, page 198.)
Under present law, a member bank must pay interest at a

rate not less than one-half of 1 per cent higher than the Federal
Reserve Bank's normal discount rate if it borrows on any collat-
eral other than U.S. Government obligations or limited types of
paper that meet certain outmoded "eligibility" requirements.

The Board of Governors again recommends legislation that
would repeal these restrictive provisions of present law and thus
facilitate rather than penalize efforts by banks to meet the chang-
ing credit needs of the public.

Reserve requirements. The Board believes that serious considera-
tion should be given to improving the present system of reserve
requirements on demand deposits. The two-way classification of
all member banks into reserve city and country banks has be-
come increasingly arbitrary and inequitable, as differences in both
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size and function between country and city banks have lessened
markedly.

Uniform reserve requirements applied to all banks would
bring certain advantages, but there is also much to be said
for preserving that aspect of the present structure which places
lower requirements on smaller banks. As a practical way of rec-
ognizing both of these considerations, and as "an improvement
over the present system, whether or not all commercial banks
were subject to the reserve requirements of the Federal Reserve,"
the President's Committee on Financial Institutions in 1963 con-
cluded "that a system of graduated requirements for demand de-
posits would eliminate many of the inequities and administrative
difficulties in the present system of reserve requirements and
would facilitate a decision to bring all commercial banks under
the reserve jurisdiction of the Federal Reserve."

With graduated reserve requirements, the required reserves of
each bank would depend on the size of its demand deposits rather
than its location. A smoothly graduated system would permit
each bank to maintain a relatively low reserve against the first
few million dollars of its net demand deposits, a higher reserve
against its deposits above this minimum and up to a substantial
figure, and a still higher reserve against its demand deposits, if
any, above the latter amount.

Under such a structure of reserve requirements, all banks of
the same size, in terms of demand deposits, would carry equal
reserves. As a bank grew in size and passed into a higher reserve
bracket, its reserve-requirement percentage would rise smoothly
and gradually, because the higher requirement would apply only
to its marginal demand deposits. This proposed system would
probably lessen changes in total required reserves resulting from
shifts in deposits among banks of different size, and would elimi-
nate the need for decisions that in some instances must neces-
sarily be arbitrary in classifying particular cities as reserve cities.

It would be within the present authority of the Federal Reserve
to establish, for banks that are members of the System, a struc-
ture of graduated reserve requirements, subject to the maximum
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and minimum percentages and other restrictions set forth in pres-
ent law. The interests of equity and efficiency would best be
served, however, if all commercial banks (or perhaps all insured
banks) were obligated to observe the same reserve standards and
if, at the same time, such banks were afforded access to the Fed-
eral Reserve Bank discount window. Deposits in nonmember
banks are no less a part of the country's money supply than those in
member banks. Furthermore, because banks other than national
banks may choose whether or not to be members of the System,
it is now a matter of their own volition whether or not they are to
be subject directly to reserve requirements established for the pur-
pose of effectuating national monetary policy. To permit com-
mercial banks a choice as to the reserve requirements they will
meet cannot be defended in principle.

Bank Holding Company Act of 1956. In a Special Report sub-
mitted to Congress on May 7, 1958 (published in the Federal
Reserve Bulletin of July 1958), the Board recommended a num-
ber of amendments to this statute that would improve its effec-
tiveness and facilitate administration. Those proposed amend-
ments (with the exception of Recommendation 15, which was
withdrawn in the Board's ANNUAL REPORT for 1960) continue
to merit congressional consideration and legislative action.

The Board particularly emphasizes the desirability of prompt
amendment of the Holding Company Act in the following re-
spects:

1. The present definition of "bank holding company" covers
only situations involving 2 or more banks. In the Board's judg-
ment, this definition is not adequate to control certain potential
evils toward which the Act is directed, in that it permits common
corporate control of banking and nonbanking interests. Accord-
ingly, the Board reiterates its recommendation (1958 Special Re-
port, Recommendation 1) that the Act be amended to subject
an organization to regulation as a bank holding company if it
controls 25 per cent or more of the stock of a single bank.

2. The Act now applies only to situations involving a holding
company that is a "corporation, business trust, association, or
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similar organization"; it is not applicable where banks are con-
trolled by an individual, group of individuals, trust (other than
a business trust), or partnership. Congress so confined the cover-
age of the Act because the dangers were considered to be concen-
trated principally in unregulated corporate control of banks.

The Board agrees with the policy of restricting the coverage of
the Act to those areas in which the potential evils of unregulated
control of banks are substantial. However, in recent years it has
appeared that there are significant dangers in permitting unregu-
lated control of banks and other interests by trusts of long dura-
tion. Accordingly, it is recommended that Section 2(b) of the
Act (the definition of "company") be amended to include not
only corporations, business trusts, and the like, but also "any
trust unless by its terms it must terminate within 25 years or not
later than the death of a named beneficiary."

3. The Act exempts a company that was registered under the
Investment Company Act of 1940 before May 15, 1955, and
certain of its related corporations. As pointed out in Recom-
mendation 7 of the 1958 Special Report, this exemption has no
logical basis. It has been actively utilized to expand a bank-
holding-company system, free from regulatory control, in a man-
ner inconsistent with the basic principles of the Bank Holding
Company Act. The Board therefore urges prompt repeal of this
unwarranted exemption.

The Act also excludes from its coverage (a) companies with
most of their resources "in the field of agriculture" and (b) com-
panies "operated exclusively for religious, charitable, or educa-
tional purposes." As pointed out in Recommendations 8 and 9
of the 1958 Special Report, however, the principal dangers with
which the statute is concerned—unregulated expansion of cor-
porate ownership of banks, and ownership of banking and non-
banking interests by the same organization—are not obviated by
the fact that a holding company is engaged chiefly in agriculture
or is operated for religious, charitable, or educational purposes.
Accordingly, these exemptions should be repealed.

4. In administering the Act the Board has confirmed its view
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(explained in Recommendation 23 of the 1958 Special Report)
that Section 6 of the Act should be repealed or, at least, amended.
That section, broadly speaking, prohibits intrasystem investments
and extensions of credit by banks in holding company systems.
This constitutes, in the Board's judgment, an unnecessary restric-
tion upon the operations of banks controlled by holding com-
panies. For member banks, the same purpose (control over in-
trasystem credit) is accomplished by Section 23A of the Federal
Reserve Act, which imposes reasonable limits on such transac-
tions, without prohibiting them completely. The Board therefore
recommends that Section 6 be repealed and Section 23 A be broad-
ened to cover insured nonmember banks as well as member banks.

5. Before enactment of the Bank Holding Company Act of
1956, Federal regulation of bank holding companies was based
principally on provisions of the Banking Act of 1933 relating to
"holding company affiliates." As pointed out in Recommendation
25 of the 1958 Special Report, the effectiveness of the laws relat-
ing to holding company affiliates is open to question, and it is
doubtful whether, in view of the enactment of the Bank Holding
Company Act, these laws are sufficiently useful to justify their
retention. Eliminating them would remove the confusion and the
administrative burden that result from the existence of two sets
of laws relating to the same general subject but based on different
definitions of what constitutes a holding company.

Loans to executive officers. Under present provisions of Section
22(g) of the Federal Reserve Act, a member bank of the Federal
Reserve System is prohibited from making loans to any of its
executive officers, except in an amount not exceeding $2,500,
and then only with the prior approval of a majority of the bank's
board of directors. In addition, an executive officer is required to
make a written report to his bank with respect to any loan ob-
tained by him from any other bank.

Because the Board believes that some liberalization of these
restrictions would be in the public interest, it recommends (1)
that an executive officer of a member bank be permitted to bor-
row from his own bank up to $5,000, or in the case of home
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mortgage loans, up to $30,000; (2) that, in lieu of the present
requirement for prior approval by the bank's board of directors
with respect to exempted borrowings by an executive officer from
his own bank, the officer be required to report any such borrow-
ing to his board of directors; and (3) that reports as to borrow-
ings from other banks be required only where they would exceed
in the aggregate the amount an executive officer could borrow
from his own bank. In connection with these changes, certain
obsolete provisions of the law should be repealed.

To preclude favoritism, these changes should be accompanied
by a requirement that any loan to a bank's executive officer shall
be made on terms not more favorable than those extended to
other borrowers.

Home mortgage loans to bank examiners. The U.S. Criminal Code
makes it a criminal offense for any member bank of the Federal
Reserve System or any nonmember insured bank to make any
loan to an examiner who examines or has authority to examine
such bank and, conversely, prohibits an examiner from obtaining
any loan from any such bank examined by him. These prohibi-
tions unduly and unfairly place bank examiners at a serious dis-
advantage in obtaining financing for the purchase or construction
of their homes. The Board recommends legislation that would
permit member banks and nonmember insured banks to make
home mortgage loans to bank examiners up to an amount not
exceeding $30,000. In the Board's judgment, such a change in
the law would not defeat or impair the accomplishment of its
objectives.

Purchase of obligations of foreign governments by Federal Reserve

Banks. Economic use of Federal Reserve Bank balances with for-
eign central banks in connection with the System's foreign cur-
rency operations (ANNUAL REPORT for 1962, page 39, and AN-

NUAL REPORT for 1963, page 171) has been impeded by the fact
that these balances, when idle temporarily, may not be invested
in short-term obligations of foreign governments, such as foreign
treasury bills. Under present law, such balances may be invested
in bills of exchange and acceptances that arise out of actual com-
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mercial transactions and have maturities of not more than 90
days, or in interest-bearing time accounts, but there have been
instances when these investment media have not been available.

The Board, therefore, recommends that this inadequacy in the
law be remedied by an amendment to Section 14(e) of the Fed-
eral Reserve Act that would permit the investment of such bal-
ances in obligations of foreign governments or monetary authori-
ties having original maturities not exceeding 12 months and
denominated payable in a convertible currency.

Underwriting of "revenue bonds." The Board of Governors con-
tinues to be concerned about the confusion that has developed
in recent years as to the authority of commercial banks to under-
write and deal in certain types of municipal bonds. This situation
arose out of conflicting interpretations by the Comptroller of the
Currency and the Board regarding the authority of national banks
and State member banks to underwrite and deal in "general
obligations of any State or of any political subdivision" (Revised
Statutes, Section 5136). At the present time, consequently, and
despite the intent of Congress that all member banks should have
equal powers in this respect, the rules that govern national banks
are different from those that govern State member banks.

Bills have been introduced in recent years that were designed
to eliminate this disparity by permitting member banks (both
national and State) to underwrite and deal, to a limited extent,
in the class of governmental obligations commonly known as
"revenue bonds." The Board has not favored enactment of these
bills. However, the present inequality between national and State
member banks is detrimental to the banking system and calls for
corrective legislation of some character. In the circumstances, the
Board recommends legislation that would reaffirm and clarify
existing law on the subject, which forbids member banks to un-
derwrite or deal in revenue bonds. This could be effected by add-
ing the following sentence at the end of paragraph Seventh of
Section 5136:

As used in this paragraph, the term "general obligations of any State or of any
political subdivision thereof" means only obligations that are supported by
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an unconditional promise to pay, directly or indirectly, an aggregate amount
which (together with any other funds available for the purpose) will suffice
necessarily to discharge, when due, all interest on and principal of such obliga-
tions, which promise (1) is made by a governmental entity that possesses general
powers of taxation, including property taxation, and (2) pledges or otherwise
commits the full faith and credit of said promisor; said term does not include
obligations not so supported that are to be repaid only from specified sources
such as the income from designated facilities or the proceeds of designated taxes.

Margin requirements for securities transactions. Section 7 of the

Securities Exchange Act of 1934 (15 U.S.C. 78g) authorizes the
Board of Governors to limit the credit that brokers and dealers
may extend on securities that are registered on a national securi-
ties exchange and to limit the credit that banks (and other lend-
ers) may extend for the purpose of purchasing or carrying equity
securities that are so registered. However, with respect to securi-
ties that are not traded on exchanges but only "over the counter,"
that Act forbids brokers and dealers, generally speaking, to ex-
tend any credit whatever, and permits banks to extend credit
without being subject to any governmentally-imposed margin re-
quirements.

For many years the Board has favored amendment of the law
in this area. The present arrangement is inequitable in its con-
trasting treatment of brokers and banks. In addition it limits the
effectiveness of salutary controls over security credit and unneces-
sarily deprives over-the-counter securities of credit facilities that
might appropriately be extended by brokers and dealers. The
growth of the over-the-counter securities market has given this
problem increased importance, and the Securities and Exchange
Commission's Special Study of Securities Markets, a report made
to Congress in 1963, recommended amendment of the 1934 Act
in these respects.

The Board urges enactment of legislation modifying Section 7
of that Act to eliminate this unwarranted difference in the status,
for credit purposes, of securities traded on exchanges and secu-
rities traded over the counter.

Delegation of authority. In recent years, the responsibilities and
tasks of the Board of Governors have substantially increased,
both in determining monetary and credit policies and in the field
of bank supervision. The efficient and expeditious performance

207

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1964



ANNUAL REPORT OF BOARD OF GOVERNORS

of these functions might, at times, be impaired in the absence of
authority on the part of the Board to delegate certain types of
bank supervisory functions.

Accordingly, the Board recommends that Section 11 of the
Federal Reserve Act be amended to add a new subsection (k)
that would authorize, but not require, the Board to delegate its
functions, except those relating to rule-making and to monetary
and credit policies, to members or employees of the Board or to
the Federal Reserve Banks. Assignment of responsibility for the
performance of particular delegated functions should, as is the
case with other Federal agencies that are authorized to delegate
functions, be a prerogative of the Chairman of the Board of Gov-
ernors. A provision requiring, at the instance of any one member,
Board review of action taken at a delegated level would (1) as-
sure any party adversely affected by such action of a means of
administrative appeal and (2) provide the Board with an effec-
tive means for review and control of actions at the delegated
level.

LITIGATION

Whitney Holding Corporation, New Orleans, Louisiana. In 1964 the
U.S. Supreme Court reversed a U.S. Court of Appeals affirmance
of a lower Federal Court's action in enjoining the Comptroller
of the Currency from issuing a certificate authorizing Whitney
National Bank in Jefferson Parish (Louisiana) to open for busi-
ness. (See ANNUAL REPORT for 1963, pp. 201-02.) The Comp-
troller's proposal to issue the certificate followed action by the
Board in authorizing Whitney Holding Corporation, New Or-
leans, to become a bank holding company by acquiring stock of
2 Louisiana banks. One of these was Whitney National Bank in
Jefferson Parish. Prior to instituting action for an injunction in
the U.S. District Court for the District of Columbia, the same
parties had filed in the U.S. Court of Appeals for the Fifth Circuit
(New Orleans) a petition for review of the Board's May 1962
order approving formation of the bank holding company. By
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order of October 7, 1963, the Court of Appeals stated that it
would not act on the petition until final disposition of the case
pending before the Supreme Court.

The case was decided by the Supreme Court on January 18,
1965. The Court, with two Justices dissenting, reversed the
judgment of the U.S. Court of Appeals for the District of Colum-
bia Circuit and remanded the case to the U.S. District Court
with direction to dismiss the complaint. The Court stayed the
effective date of its action for 60 days to allow the parties in the
case pending before the Fifth Circuit Court of Appeals to seek
from that Court a remand of the case to the Board. The Supreme
Court indicated that the Board should reconsider the application
of Whitney Holding Corporation to become a bank holding com-
pany, in the light of a Louisiana statute, enacted subsequently to
the Board's approval of that application, which provides that "It
shall be unlawful . . . for any bank holding company or sub-
sidiary thereof to open for business any bank not now [July 10,
1962] opened for business, . . .".

It is anticipated that the Fifth Circuit Court of Appeals will
remand the matter to the Board for further consideration con-
sistent with the decision of the Supreme Court.

Wm. D. Bryan v. Federal Open Market Committee, et ah In Jan-
uary 1964 a motion was filed on behalf of the Federal Open Mar-
ket Committee in the U. S. District Court for Montana to dismiss
the complaint filed in August 1963, wherein plaintiff sought to
have the powers exercised by the Committee declared to have
been an unconstitutional delegation by Congress, and to have
the Committee and its members restrained from purchasing and
selling U.S. Government securities on the open market.

After hearing arguments on defendants' motion in September
1964, the District Court, on December 7, 1964, granted the
Committee's motion to dismiss the complaint and issued an
opinion setting forth the reasons for its action.

Virginia M. Kirsch, et ah v. Board of Governors. On July 27,
1964, the Board approved the application of Society Corporation,
Cleveland, Ohio, to become a bank holding company through
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the acquisition of shares of stock of The Fremont Savings Bank
Company, Fremont, Ohio. At the time of the Board's action
Society Corporation owned a majority of the shares of Society
National Bank of Cleveland, Cleveland, Ohio.

On September 25, 1964, a petition for review of the Board's
order was filed in the U.S. Court of Appeals for the Sixth Circuit
(Cincinnati) on behalf of Virginia M. Kirsch, and others, to-
gether with a motion for a stay of the Board's order of approval.
An opposition to the motion for stay was filed on behalf of the
Board. Society Corporation filed a motion to intervene in the
pending appeal and sought to have the petitioners' motion for stay
denied and their appeal dismissed.

On October 16, 1964, the Court of Appeals granted Society
Corporation's petition to intervene, denied the petitioners' motion
for a stay of the Board's order, and withheld action on Society
Corporation's motion to dismiss, pending a hearing on the merits
of the case. At the year-end no date had been set for oral argu-
ment of the pending matters.

United States v. Wegematic Corporation. In October 1956 a cor-
porate predecessor of the defendant corporation contracted with
the Board of Governors to deliver an electronic digital com-
puting system by July 1, 1957. The contract contained a pro-
vision relating to liquidated damages for any delay in delivery
as called for in the contract.

The defendant's predecessor failed to meet the terms of its
contract, whereupon the Board undertook to procure elsewhere
a comparable machine. Following the breach by defendant's
predecessor of its contract with the Board, suit was brought in
the U.S. District Court for the Southern District of New York
by the United States on behalf of the Board against Wegematic
Corporation as successor to the corporation with whom the
Board originally contracted.

Following trial of the case in November 1964, the Court
rendered a judgment in favor of the United States for the sum
of $237,806, with interest thereon at the rate of 6 per cent from
October 6, 1958. The judgment included sums for liquidated
damages, actual damages, and expenses incurred by the Board
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in anticipation of, and preparatory to, performance of the con-
tract. Wegematic Corporation has noted an appeal from the
District Court's judgment.

RESERVE BANK OPERATIONS

Earnings and expenses. The following table summarizes earn-
ings, expenses, and the distribution of net earnings of the Federal
Reserve Banks for 1964 and 1963.

EARNINGS, EXPENSES, AND DISTRIBUTION OF NET EARNINGS

OF FEDERAL RESERVE BANKS, 1964 AND 1963

(In thousands of dollars)

Item 1964 1963

Current earnings.
Current expenses.

1,343,747
197,396

1,151,120
187,273

Current net earnings

Net addition to current net earnings1

Net earnings before payments to U. S. Treasury

1,146,351

726

963,847

615

Dividends paid
Payments to U. S. Treasury (interest on F.R. notes)..

Transferred to surplus

1,147,077

30,782
1,582,119

964,462

28,912
879,685

-465,823 55,864

i Includes net profits on sales of U.S. Govt. securities of $616,000 in 1964 and $312,000 in 1963.

Current earnings of $1,344 million in 1964 were $193 million,
or 17 per cent, more than in 1963. Of the increase, $186 million
represented larger earnings on U.S. Government securities, which
in turn reflected a rise in average holdings and a higher average
yield, as shown in the table on page 213.

Current expenses of $197 million were about 5 per cent higher
than in 1963. Current net earnings increased $183 million, or
19 per cent, over 1963.

Net earnings before payments to the U.S. Treasury were
$1,147 million, an increase of 19 per cent from 1963.
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Statutory dividends to member banks amounted to $31 mil-
lion, about $2 million more than in 1963. This rise reflected an
increase in the capital and surplus of member banks and a con-
sequent increase in the paid-in capital of the Federal Reserve
Banks.

Payments to the Treasury as interest on Federal Reserve notes
totaled $1,582 million for the year. This amount consists of all
net earnings after dividends, plus the amount necessary to reduce
surplus to the level of paid-in capital.

The Federal Reserve Banks have been paying into the Treas-
ury as interest on Federal Reserve notes all net earnings after
providing for statutory dividends to member banks and amounts
necessary to maintain the surplus account at a level equal to the
amount of capital subscribed by the member banks.

Member banks are required to subscribe to Federal Reserve
Bank capital stock in an amount equal to 6 per cent of their own
capital and surplus and to pay in one-half of the subscribed
amount. Because of the growth in the capital structure of the
6,200 member banks, in reflection of the growth of the economy,
the subscribed capital of the Reserve Banks at the end of 1964
had reached $1,048 million, an increase of nearly $273 million
since 1959, when the procedure was last changed.

The Board concluded that the growth in the capital and ac-
cumulated surplus of the Reserve Banks, as well as in their net
earnings (which rose from $840 million in 1959 to $1,147 mil-
lion in 1964), warranted reducing the surplus of the Reserve
Banks to the level of paid-in capital instead of subscribed capital.

Expenses of the Federal Reserve Banks include costs of
$156.59 for 2 regional meetings incident to the Treasury De-
partment Savings Bond program.

A detailed statement of earnings and expenses of each Federal
Reserve Bank during the year 1964 is shown in Table 7 on pages
230-31, and a condensed historical statement in Table 8 on
pages 232-33.

Holdings of loans and securities. Average daily holdings of loans
and securities during 1964 amounted to $34,985 million—an
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increase of $2,900 million over 1963. Holdings of U.S. Govern-
ment securities accounted for $2,852 million of the increase, and
discounts and advances for $25 million.

The average rate of interest on holdings of U.S. Government
securities increased from 3.58 per cent in 1963 to 3.82 per cent
in 1964, and the average rate of interest on discounts and ad-
vances from 3.30 to 3.57 per cent. The increased rate of earn-
ings on discounts reflects primarily the full effect of the discount
rate increase in July 1963 and to a slight extent the increase in
November 1964. The following table shows holdings, earnings,
and average interest rates on loans and securities held by the
Federal Reserve Banks during the past 3 years.

RESERVE BANK EARNINGS ON LOANS AND SECURITIES, 1962-64

Item and year Total
Discounts

and
advances

Accept-
ances

U.S.
Govt.

securities

In millions of dollars

Average daily holdings: 1

1962
1963
1964

Earnings:
1962
1963
1964

Average rate of interest:
1962
1963
1964

29,703
32,085
34,985

1,044.7
1,148.8
1,337.0

137
269
294

4.1
8.9

10.5

42
53
76

1.3
1.7
2.8

29,524
31,763
34,615

1,039.3
1,138.2
1,323.7

In per cent

3.52
3.58
3.82

3.02
3.30
3.57

2.97
3.28
3.67

3.52
3.58
3.82

1 Based on holdings at opening of business.

Volume of operations. Table 10 on page 234 shows the volume
of operations in the principal departments of the Federal Reserve
Banks for 1961-64. The volume of checks handled reached a
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new high again in 1964. At year's end more than half of these
items were being processed on electronic check-handling equip-
ment, which is now in operation at 25 of the 36 Federal Reserve
Banks and branches.

Although production of new coin continued to increase, the
number of pieces of coin received and counted decreased sharply
again this year, as deposits from member banks declined still
further. Currency received and counted continued to rise moder-
ately.

Both the number and dollar value of issues, redemptions, and
exchanges of U.S. Government securities reached a new peak.
This increase reflected an unusually large number of advance re-
fundings by the Treasury Department.

Loan guarantees for defense production. Under the Defense Pro-
duction Act of 1950, the Departments of the Army, Navy, and
Air Force, the Defense Supply Agency of the Department of
Defense, the Departments of Commerce, Interior, and Agricul-
ture, the General Services Administration, the National Aeronau-
tics and Space Administration, and the Atomic Energy Commis-
sion are authorized to guarantee loans for defense production
made by commercial banks and other private financing institu-
tions. The Federal Reserve Banks act as fiscal agents of the
guaranteeing agencies under the Board's Regulation V.

During 1964 the guaranteeing agencies authorized the issuance
of 7 guarantee agreements covering loans totaling $14 million.
Loan authorizations outstanding on December 31, 1964, totaled
$77 million, of which $59 million represented outstanding loans
and $18 million additional credit available to borrowers. Of total
loans outstanding, 79 per cent on the average was guaranteed.
During the year approximately $140 million was disbursed on
guaranteed loans, most of which are revolving credits.

Authority for the V-loan program, unless extended, will termi-
nate on June 30, 1966.

Table 14 (page 236) shows guarantee fees and maximum in-
terest rates applicable to Regulation V loans.
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Foreign and international accounts. Assets held for foreign account
at the Federal Reserve Banks declined by $413 million in 1964.
At the end of the year they amounted to $20,306 million:
$10,802 million of earmarked gold; $8,389 million of U.S.
Government securities (including securities payable in foreign
currencies); $229 million in dollar deposits; $122 million of
bankers' acceptances purchased through Federal Reserve Banks;
and $763 million of miscellaneous assets. The latter item in-
cludes mainly dollar bonds issued by foreign countries and in-
ternational organizations. Assets held for international organiza-
tions decreased by $30 million to $8,063 million.

In 1964 new accounts were opened in the names of the central
banks of Burundi, Congo, and Rwanda.

Gold collateral loans totaling $32 million, which were out-
standing at the beginning of 1964, were repaid. New arrange-
ments—including a standby commitment—amounted to $57
million, of which $30 million was outstanding at the end of the
year. Loans on gold are made to foreign monetary authorities
to help them meet dollar requirements of a temporary nature.

The Federal Reserve Bank of New York continued to act as
depositary and fiscal agent for international organizations. As
fiscal agent of the United States, the Bank continued to operate
the Exchange Stabilization Fund pursuant to authorization and
instructions of the Secretary of the Treasury. Also on behalf of
the Treasury Department, it administered foreign assets control
regulations pertaining to assets in the United States of North
Viet-Nam (since May 5, 1964), Cuba, Communist China, and
North Korea, and their nationals, and to transactions with those
countries and their nationals.

Bank premises. With the approval of the Board, the following
real estate was acquired by the Federal Reserve Banks during
1964: (1) property adjacent to the Jacksonville Branch, for fu-
ture expansion, (2) property adjacent to the Federal Reserve
Bank of Kansas City, for use as a security entrance, (3) a site for
a new building for the Denver Branch, and (4) a site for the con-
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struction of a communications and records center for the Federal
Reserve Bank of Richmond.

Table 6 on page 229 shows the cost and book value of bank
premises owned and occupied by the Federal Reserve Banks and
of real estate acquired for banking-house purposes.

BOARD OF GOVERNORS—INCOME AND EXPENSES

The accounts of the Board for year 1964 were audited by the
public accounting firm of Haskins & Sells.

ACCOUNTANTS' OPINION

Board of Governors of the
Federal Reserve System:
We have examined the balance sheet of the Board of Governors of the

Federal Reserve System as of December 31, 1964 and the related state-
ment of assessments and expenditures for the year then ended. Our exami-
nation was made in accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circumstances.

In our opinion, the accompanying financial statements present fairly the
financial position of the Board of Governors of the Federal Reserve Sys-
tem at December 31, 1964 and its assessments and expenditures for the
year then ended, in conformity with generally accepted accounting prin-
ciples applied on a basis consistent with that of the preceding year.

Haskins & Sells
Washington, D. C.

Februarys 1965.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

BALANCE SHEET, DECEMBER 31, 1964

ASSETS

OPERATING FUND :
Cash $ 861,872
Miscellaneous receivables and travel advances 21,409
Stockroom and cafeteria inventories—at cost 21,391

Total operating fund 904,672

PROPERTY FUND—At cost:
Land and improvements 792,852
Building 4,117,532
Furniture and equipment 1,211,006

Total property fund 6,121,390

TOTAL $7,026,062

LIABILITIES AND FUND BALANCES

OPERATING FUND :
Current liabilities:

Accounts payable and accrued expenses $ 241,780
Income taxes withheld 208,862
Accrued payroll 189,897 $ 640,539

Fund balance:
Balance, January 1, 1964 305,255
Excess of expenditures over assessments for the

year (41,122) 264,133

Total operating fund 904,672

PROPERTY FUND :
Fund balance, January 1, 1964 5,615,928
Expenditures for additions 515,876
Property adjustments and disposals (10,414)

Total property fund 6,121,390

TOTAL $7,026,062
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STATEMENT OF ASSESSMENTS AND EXPENDITURES

FOR THE YEAR ENDED DECEMBER 31, 1964

ASSESSMENTS LEVIED ON FEDERAL RESERVE BANKS:
For Board expenses and additions to property $ 8,655,200
For expenditures made on behalf of the Federal Reserve Banks... 14,965,546

Total assessments 23,620,746

EXPENDITURES:
For printing, issue and redemption of Federal Reserve notes,

paid on behalf of the Federal Reserve Banks 14,965,546
For expenses of the Board:

Salaries $5,292,372
Retirement and insurance contributions 799,725
Traveling expenses 310,945
Consumer Finances Surveys 572,721
Legal, consultant and audit fees 51,423
Other contractual services 149,045
Printing and binding—net 281,290
Equipment and other rentals 206,274
Telephone and telegraph 104,462
Postage and expressage 108,149
Stationery, office and other supplies 73,011
Heat, light and power 57,248
Operation of cafeteria—net 44,511
Repairs, maintenance and alterations 53,990
Books and subscriptions 23,427
Insurance 4,130
System membership, Center for Latin American

Monetary Studies 18,000
Miscellaneous—net 29,723 8,180,446

For property additions 515,876

Total expenditures 23,661,868

EXCESS OF EXPENDITURES OVER ASSESSMENTS FOR THE YEAR $ 41,122
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