A meeting of the Federal Open Market Committee was held in

the offices of the Board of Governors of the Federal Reserve Systen

in Washington on Tuesday, January 26, 1960, at 10:00 a.m.
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Messrs. Bopp, Bryan, Fulton, and Leedy, Alternate

Menbers of the Federal Open Market Committee

Messrs. Leach, Irons, and Mangels, Presidentes of

the Federal Reserve Banks of Richmond, Dallas,
and 3an Francisco, respectively

Mr. Young, Secretery
Mr. Sherman, Agsistant Secretary

¥Mr. Kenyon, Assistant Secretary

Mr. Thomas, Econemist

Messrs., Jones, Marget, Mitchell, Noyes, Parsons,
and Roosa, Associate Economists

M. Molony, Assistant to the Board of Governars

Mr. Koch, Adviser, Division of Research and
Statistiecs, Board of Governars

Mr. Keir, Chief, Government Finance Section,
Division of Research and Statisties, Board
of Governors

Mr. Knipe, Consultant to the Chairman, Board
of Governors

Messrs. Eastburn, Hostetler, Daane, Tow, and
Einzig, Vice Presidents of the Federal
Reserve Banks of Philadelphia, Cleveland,
Richmond, Kansas City, and San Francisco,
respectively

I/ Entered meeting at point indicated in mimites
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Mr. Larkin, Assistant Vice President, Federal
Reserve Bank of New York

Mr. Coldwell, Director of Research, Federsl
Reser w Bank of Dallas

Mr. Holmes, Manager, Securities Department,
Foderal Reserve Bark of New York

¥Mr. Brandt, Economist, Federal Reserve Bank
of Atlanta

Upon motion duly made and seconded,
and by unanimous vete, the minutes of the
meeting of the Fedaral Open Market Com=
mittee held on January 12, 1960, were
approved.

Before this meeting there had been distriuted to the members of
the Committes a report of open market operations covering ths period
January 12 through January 20, 1960, and a supplementary repcrt covering
the period January 21 through January 25, 1560. Copies of both reports
have been placed in the files of the Committee.

In comenting on developments since the preceding meeting, Mr.
Larkin made substantially the following statement:

Developments Since the last meeting of the Commlttes
have been set forth in the written reports previously
distributed. I would like to emphasize, however, the
sharp drop in short-term interest rates and the substantial
reduction in the System Account heldings that have occurred
since the last meeting. The average tlree-month Treasury
bill rate in yesterday's avction was, in round pumbers,
slightly below L-1/8 per cent compared with about 4-5/8
per cent two weeks ago. Moreover, I am informed that the
rate has dropped to L per cent on the offered side in
trading this morning. The rate on six-month Ireasury
bills was slightly less than L~5/8 per cent in yester-
day's auction as against almost 5 per cent two weeks 2g0.
This issue may be down to about }4-1/2 per cent in the
market this morming. This sharp decline in shart-~term
rates has occurred despite the substantial decline in
System holdings over this period. This decline amounts
to almost $1 billion on a delivery basis over the
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two weeks. Needless to say, there has been & tremendous
demand for Treasury bills. This demand has stemmed
largely from nonbank investors, including corperations,
public bodies such as States and municipalities, and
also individuals. Individuals showed a large interest
in the most recent auction of one-year Treasury bills.

The market is now focusing on the approaching
Treasury refunding of over $11 billion February certifi-
cates, of which the System holds about one half. Market
expectations point to an optional exchange offering of
two issues--a one~year certificate and a four-five year
note. The rate expectations are in the neighborhood of
S per cent.

The market for bankers!' acceptances has recently been
under less pressure and dealers' portfolics have basen
reduced. However, rates on bankers® acceptances have not
followed Treasury bills dowmward. We have had the strange
situation over the past few days of one dealer having moved
acceptance rates lower by 1/8 per cent, with the other four
dealers declining to follow this move, leaving their bid
rate at 5 per cent.

There is just one further matter that I should like to
call to the Committee's attention, and it has to do with a
technical situation in the Government securities market.
The large scale interest in Govermment securities on the
part of individuals, which first found real reflectioen in
the so-called magic fives and other recent high-coupon
obligations, has also resulted in a large number of small
transactions executed by dealers. The dealers claim that
these transactions have taxed their facilities, which have
been designed over a period of years for wholesale distribu-
tion, rather than retail distribution in small amounts. In
an effort to spread out the amount of back office work, some
of the dealers announced yesterday a new procedure in the
handling of so-called small transactions. Effective Fetruary
1, they will put transactions of less than $25,000 on &
skip-day delivery basis. That is, delivery and payment on
these small transactions will be made on the second business
day following the execution of the transaction in contrast
with regular, or next-day delivery that has hitherto
prevailed in the market.

Thereupon, upon motion duly made
and seconded, and by unanimous vote,
the open market transactions during
the period Jamuary 12, 1960, through
January 25, 1960, were approved,
ratified, and confirmed.
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During the course of Mr. Larkin's comments, Mr. Hayes joined
the meeting.

The staff economic review at this meeting took the form of a
visual-auditory presentation, the participants in which included
Messrs. Thomas, Young, Marget, and Noyes along with Messrs. Garfield
and Williams of the Board's Division of Research and Statistics.
Subsequent to the meeiing, copies of the text of the presentation
and the related charts were distributed to the members of the Committee
and placed in the Committes's files,

Mr. Noyes opened the presentation with the following statements

In recent weeks the spotlight of economic news has moved
from the steel strike to the budget. Certainly the shift
from a cash deficit of $13 billion in fiseal 1959 to an ap-
proximate balance this year and the prospect of a substantial
surplus for next year is dramatice This shift reflects, in
considerable part, important developments in the general
economic situation.

For more than a year after the recession low in April
1958, the physical volume of industrial production rose
rapidly and without interruption to a level in May and June
1959 appreciably above the previous high in 1957. By
December, production was close to the May-June level of 166
and in January output is expected to rise further to about
168,

Taking a quick look at the whole postwar period, we see
that the broad general sweep of industrial proeduction has
been upward--most rapidly during the early posiwar years and
the Korean War period--and that this broad upsweep has been
interrupted by three recessions--in 19Lk9, 195L, and 1958.

The Board's recently revised index shows somewhat more growth
than the earlier index, reflecting inclusion of the rapidly
growing utility industries alomg with manufacturing and
mining, and, moare impartant, upward adjustments based on
study of comprehensive Census data.

The 1958 recession was sharper than those of 1954 and
1545, The subsequent recovery was rapid from the start and
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only a year and a half after the recession began a new high
was reached. Part of the rapid rise reflected the laying
in of stocks of steel for scme months before the plants
closed down last July--more stocks than anyone guessed at
the time.

During the strike, total industrial production declined
sharply as steel output slowed to a trickle and output
levelled off in most industries not directly affscted by the
strike. Housing starts, by summer already edging off follow-
ing an extraordinary advance, declined sharply in early
avtumn but they recovered part of the decline at year-end.
Nonagricultural employment declined temporarily from highs
reached earlier, and so did retail sales, but they should
turn wp this month as autes become more readily availablas
Sensitive materials prices, which early in this recovery
period had risen a little more than in the 195L-55 recovery
pericd, showed little change after spring last year. Commen
stock prices declined afbter reaching new highs in early .
August, recovered when steel production was resumed in sarly
November, and most racently have been declining again.

Interruption in economic expansion and uncertainties
concerning prospects during the strike period were reflected
not only in stock markets but in financial markets generally.
After rising moderately in early 1959, the active money
supply--demand deposits and currency--levelled off in late
gpring and, except for a temporary advance in July, sub-
sequently showed little change. From spring to autumn,
turnover of deposits alsc remained relatively stable, and
then it advanced somewhate. In security markets, the strike
provided an occasion for investors to re-evaluate profit and
stock price prospects relative to the high returns available
on bonds and other fixed claims. The sSpread betwWwessn bond
and stock yields, which had widened considerably over the
first half of 1959, did not increase much after midyear.
Short-ternm interest rates increased further, partly because
Treasury financing was concemtrated in short- and intermediate-
term securities.

Now near-capacity output at steel mills is beginning to
ease shortages and is provading steel for expan@ed output of
autos and other metal products, Industry officials have ]
stated that no immediate general increase in steel prices is
expected. The new contract, they estimate, involves increases
in employment costs per manbowr of around 3-1/2 to 3-3/L per
cent per year. This increase is substantially below those of
other postwar steel settlements. A4lso, it appears to be
similar to or somewhat below increases negotiated in
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other industries rscently. One important change in the
contract is a revision in the escelator clause limiting
sharply the amount of any automatic waga increases to
offset possible cost-of-living increases.

Meanwhile, in Western Europe and slsewhere abtroad,
production and consumption have risen to new highs, and
available resources are being utilized more fully, probably
reducing the intensity of foreign competition, which has

been one of the factors tending to limit price advances in
this country.

The presentation continued with discussion of recent develop-
ments abroad and their relation to the United States balance of payments,
followed by a review of demand forces operating in the domestic economy,
price trends and prospects, the extent of utilization of resources, and
the developing situation in the financlal area.

Mr. Thomas concluded the presentation with a statement sub-

stantially as follows:

Recovery in production and employment from steike levels
has been rapid and a new high for gross national product of
nearly $500 billion is expected for the first quarter of 1960.
Unquestionably it will go higher before the year is over, It
could approach a level as high as $520 billion by the end of
the year without placing undue strains-on available resources.
A major question is whether the expansion will be sustainable
or whether it will go so fast and so far as to bring about
widespread advances in prices znd important imbalances in the
economy with unfortunate consequences later.

A gquestion of particular concern to this group is: How
much credit will be needsd to permit adequate expansion to
occur and still prevent the development of unsustainable
credit commitmenis? Growth in the money supply since last
spring has been limited in part by Federal Reserve aciions.
At the same time monetary needs were held down by influences
growing out of the strike and the gradual wearing down of
cash balances that had been built up in excess of cwrrent
transaction needs in 1958. Veloeity of money increased early
in the year and again at the end of the year.

In addition, higher interest rates have brought forth a
substantial volume of funds for lending from nonbank sources
so that credit supplies in the aggregate have been exceptionally
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large. Much of the nonbank lending and investment has been

in liquid form representing what are in effect money substi-
tutes. Consideping the financial and business situation
generally, it sgems likely that demands for bank credit will
again increase and if expansion proceeds moderately and in

an orderly manngr, it might occur without resurgence of price
increases and speculative developments such as often character-
ize this stage of cyclical expansion. But this prospect is

not assured.

The postwar period as a whole has seon economic activity
and prices of gsods, services, and capital assots under strong
demand pressure, This pressure was fed by an exceptional
supply of bank deposits and other liquid assets at the end of
the war and a continuing large flow of credit, It was ac-
companj.ed by diminishing fear of unemployment and of
incurrence of debt by consumers and businesses, and of
financial losses from sharp economic reverses. As each
postwar recession proved short-lived and moderats, many
people came to Lelieve that rapid growth in the economy was
assured, and that creeping inflation was almost inevitables

In 1960 %we may again be faced with cwmlative expansion
in demand and Strong upward pressures on prices. Unlike 19856,
when auto produgtion and housing starts declined while business
capital expenditures werse rising sharply, 1960 may be a year
when rapid business inventory accumulation, expanding business
fixed capital outlays, rising net exports, and strong consumer
preference for new cars may all hit with great force at once,
while residentis]l building may level off or decline only a
little.

If this sheuld happen, demand pressures on lndusirial
capacity margins and existing supplies may be intensified,
bringing about resurgence of inflationary price tendencies and
also revival of speculative investment in capital assets other
than fixed-income obligations. While the margins of unused
capacity and unutilized manpower available to meet such re-
inforced demand pressures are larger now than in 1954-55, these
margins are still not wvery great.

These margins of capacity could be eliminated rather
quickly if monetary and other financial conditions were to
permit a concentrated surge of demand to develop and to
encourage inflationary expectations. Last year the money
supply increased little and by the end of the year was lower
relative to GNP than at any other time in the postwar period,
although still higher than in the 1920's.

While the money supply rose little last year, there was
a rise of 6 per cent in the rate of money turnover and there
was a substantial further increasze in holdings of other liguid
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assets. The higher velocity of money enabled the economy to
transact a lerger volume of business with little increase in
money balances, while the inecrease in holdings of other liquid
assets indexed a growing volume of funds invested in s form
permitting ready transfer to other uses if inflationary
expectations are resumed.

Conceivavly, however, the view in financial markets that
has generally pravailed in recent years might not be resumed.
The higher intearest rates and the abnormal shift in relation-
ships between bond and stock yields might bring about a re-
evaluation of the capitalized value of income from capital
agsetg. Moreover, it might turn out that the economic situation
before the sirike was not as expansive, nor our international
payments problem as temporary, as many observers have thought,
and that the strike was in fact a dramatic reflection of
fundamental changs in business and financial appraisals of our
domestic and international prospects. If this should prove
to be true, resurgence of activity on the basis of inventory
rebuilding could not be long sustained,

A more hopeful possibility for 1960 than efther an
inflationary upsurge or an early reaction is that we shall be
fortunate enough, now that recovery from the strike has been
largely achieved, to have further expansion in demand come
serially instead of all at once. In much of the postwar peried,
economic developments have been characterized by this sort of
rolling adjustment rather than by concenirated changes in which
all majer sectors move together.

For this year, it would be hoped that inventory accumula-
tion, contributing to an initial rise in general activity as
cutput of autos and other metal products rises, wouldé soon
slow dovm. Such a decline in the rate of inventory accamulation
would make available resources for other prospective increases,
including larger consumer expenditures generally, increased
State and locsl government outlays, continuing expansion in
capital outlays, and increased net experts. A developing
Federal Government surplus should facilitate the financing of
larger expenditures in these areas.

Returning to the question raised earlier, how can bank
credit and money supply changes be geared to permit and foster
the most desirable of these developmems? With fiscal policy
comtributing to the supply of savings rather than to the demand
for them, the task of monetary policy should be easier in 1960
than in 1959, Treasury debt retirement may reduce some of the
liquidity in the economy, parwicularly that of busingss, whose
larger tax payments will be a factor in the budgetary surplus,
Perhaps some rengwed growth in cash holdings wil} ba needed,
although prevailing high interest rates may contimue to draw
existing balances into more active uses
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It is evident that to date, prevailing reatraints on
credit expansion have not been too severs. Credit develope
ments in December indicated the strength of demands. It
appears highly likely that in *the immediate future credit
demands will be so vigorous &3 to require continuing restraint
in order to avoid excesses. Available data for January to
date, however, show an appropriate seasonal reversal in bank
loans ard total credit. In addition, the marked easing in
bill rates in the face of very heavy System sales indicates
the absence of wry sirong demand pressures so far. These
developments suggest that additional restraints are not yet
needed. The feeling of tighitness in credit markets seems
to be acute and it is appropriate to consider whether thera
is a risk of nov supplying the basis for enough bank credit,
Can we continue to rely on growth of savings, increasing
velocity of the money supply, and the willingness of membey
banks to increase their borrowings to meet the credit demands
needed to support the amount of expansion in economie activity
that may sppropriately occur in the year ahead? The whole
gituation at home and abroad is a dynamic one and calls for
the closest scrutiny of current developments in shaping policy
actions.

Mr. Hayes presented the following statement of his views with
respect to the business outlook and credit policyt

In general I think we can find encouragement in the
economic developments of the past two weeks, granbed that no
firm judgment of the outlook can be based on so short a
periods Business has continued to irprove, but at a moderate
rate, while there have been fewer signs of strain in the
credit and capital markets than there were a few weeks ago.

Most of the recent improvement in business may be looked
on as the natural result of the steel settlement and the
rapid recovery of both ocutput and deliveries in that industry.
It locks now as if steel inventories would be pretty well
replenished within the next three months. Meanwhils, there
are some doubis as to the buoyancy of demand for automoblles
and for consumer durables in general; and the initial fears
of inflationary results of the settlement are giving way %
some extent to increased talk of price competition. The
stock market has been losing ground, with some continuing
disposition on the part of investors to give a little more
attention to bonds, The decline in housing starts may lessen,
for a time at least, the pressures for long-term funds,.

1 realize that it would be quite premature to conclude
that the threat of a boom, supported by inflationary credit
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growth in 1960, has been removed. There is a tendency at
this season of the year for business attitudes to be less
bucyant than at other seasons, and there is also a genaral
tendency for interest rates to move lower. We shall have

to watch carefully developments of the next few weeks and
months to see whether the present moderate tendencies are
merely seasonal; but at least there is more hope than in
some time that Federal Reserve policies of the last eightaen
menths are beginning to show results, with strong support
now from the prospective budget surpluses.,

The most recent data on bank credit suggests some slight
slowing in January of the vigorous expansion of loan demand
witnessed in December. As we have noted befors, the money
supply showed almost no growth in 1959, but if we average the
results of 1958 and 1959 we find a more or less "normsl®
growth for the two-year period. The banks are of course much
less liquid than at the start of the two-year pericd. It 1is
harder to judge the present degree of liquidity of the non-
bank sector, with larger corporate holdings of short-term
governments offsetting to some extent the clearly reduced
liquidity in terms of bank deposits alone. AlLl things
considered, I would hope that the seasonally adjusted money
supply could be allowed to expand moderately in the next
fow months but within the general framework of our policy
of credit restraint. Perhaps we should give scme attention
to the desirability of a slight growth in total reserves, on
a seasonally adjusted basis, along the lines of Mr. Bryan's
and Mr, Johns' comments at the last two meetings.

For the next two weeks I would think that open market
operations should be directed toward maintaining about the
same degree of pressure on the money market and on bank
reserves. We should probably guard agzinst interpreting
lower Treaswury bill rates as an accurate measure of reduced
money market pressure, in view of the large part played in
the Treasury market by corporate funds and the fact that
the banks as a whole remain in a very tight position. A4s
usnal, I would hope that the Manager would be given ample
lesway in carrying out the general policy of maintaining
the approximate existing degree of restraint.

No change in the directive seems to be called for. The
same reasons which led to our decision at the last meeting to
take no action on the discount rate are of course still valid.
While last Thursday's one per cent increase in the British
bank rate may have a considerable influence on the flow of
short-term funds between the United States and Furope, I don't
think that it calls for any offsetting move on our part in the
pear future. There will be an oppartumity to reconsider the
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rate question after completion of the Treasury's February
refunding, by which time we shall have the advantage of
broader evidence of economic and credit developments
following the strike settlemenit., Meanwhile the decline
in market rates of interest has brought the discount rate
into better alignment with our open market policy as
reflected in market pressures and the level of market
interest rates, The System is now in a good strategie
position from which to move if we find that we must deal
with inflationary credit demands as we get further into
1960, For the time being, waichful waiting would seem to

be cur best course.

Mr. Erickson reported that the First District business situa=-
tion continued to show improvement. Although year-end figures were
not yet availsble on production, construction, ar employment, the
Business Week survey for 1559 indicated that New England had an
inerease in personal income of 7.8 per cent over 1958, which was
higher than the national average. However, according te the Depart-
ment of Commerce suirvey figures for the three previous years, the New
England area was slightly under the national average. The December
survey of mutual savings banks indicated a deposit increase of 5.1
per cent, the lowest year-ago comparison since February 1958. From
that point, the comparisons rose to almost 7 per cent in October 1958,
but since then there had been a decline each month in the rate of
increase. Even o, the rates of gain had not dropped to the low poimt
of the previous boam period of 1957. During the past two weeks,
district banks were moderate sellers of Federal funds and there was
slightly greater use of the discount window. Borrowings during this
period averaged §$5 million higher than in the provious period, due

primarily to borrowing by some of the larger clty banks,
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Hr. Erickson indicated that he would not favor a change in
the discount rate or in the policy directive at this time. A4s to
open market operations, he would continue to maintain the same degree
of restraint, neither easing nor increasing restraint in any way.

Mre. Irons said that following a moderate strengthening in
Decenmber, which resulted in making 1959 a record year, Eleventh
District developments in early January indicated further moderate
growth, The banking situation appeared %o be a little tightar than
in the preceding few weeks. District banks lost deposits rather
gharply during the first three weeks in Janwary, there was some
decline in loans, perhaps aboubt seasonal, and heavier member bank
borrowing reflected increasing use of Federal Reserve credit by
three or four of the larger banks. Whereas borrowings had pre-
viously been running about & or 6 per cent of the System total,
during the past two weeks they were in the range of 10 to 12 per

cent,

Mr. Irons thought that he detected a few straws in the wind
indicating increasing concern among businessmen and bankers with
respect to consumer credit. A scattering of letters and comments
from country bankers and officers of a few of the larger banks
revealed some concern about the rapid growth of such credit.

Mr, Irons said that he was quite satisfied with open market
operations during the past two weeks. Taking into consideration

all factors, including the imminent Treasury financlng and interest
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rate developments, he favared continuing to maintain the status guo
a8 nearly as possible, with no change at this time in the discount
rate or the policy directive. In open market operations, he would
continue to mainmtain about the same degree of restraint, with the
Manager of the Open Market Account given sufficient leeway to meet
situations as they might arise in the market. He was hopeful that
there would be no increase in the degree of restraint; if it were
necessary te have deviations, he would prefer that they fall on the
side of easing.

Mr. Mangels commented that there had been no particularly
unusual developments in the Twelfth Mstrict in the past two weeks.
108 Tesearwy puople thous»* they sensed some modifieation of the
feeling of optimism that had existed earlier with respect to a
general business boom during the coming year. However, district
employment in December was higher than in November, when employment
was already at record levels. The December rate of unemployment in
the Pacific Coast States, L.l per cent, was the lowest since the
late summer of 1957. For the first two wseks in January, district
reporting banks showed a $450 million increase in demand depogits
but a drop in time deposits of $266 million, mostly out of savings
accounts at California banks. The decline represented 3.2 per cent
of total savings deposits as of the end of 1959, whereas the banks
had expected that they might lese as much as 10 per cent. Most of

the funds appeared to have gone into Govermment securities and into
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savirgs and loan associations now paying dividends at the rate of
4-1/2 per cent. As of the end of the year, savings and loan associa-
tions were borrowing almost $700 million “. ™ the Federal Home Loan
Bank of San Francisco, but they repaid between $200 and $300 million
by January 15. The repayments were made principally out of new money
obtained from savings deposits at commercial banks and from payoffs
of outstanding loans. Reporiing banks showed a loan decline of
nominal amount in the first two weeks of the year and sold Goverament
securities to the extent of $150 to $160 milliony the decline in loans
was about half as large as during the same period in 1959. Purchases
of Federal funds were running about twice the rate of sales. DBorrow-
ings at the Federal Reserve Bank increased in the first three weeks
of 1960, and were about three times as large as during the comparable
period of 1959, averaging $115 million per day. Whersas horrowings
normally run from 3 to L per cent of the System total, during this
recent period they reached 13 per cent of the System total. Some

of the borrowing by city banks reflected the substantial loss of
savings deposits.

Mr, Mangels said he continued to feel that there should be no
change in the discoumt rate at the present time. He was rather pleased
that the level of net borrowed resepves turned out to be somewhat lower
than the goal seemingly indicated at the January 12 Committee meetinge.
He would not recommend any substantial increase in net borrowed

reserves, preferring to regard $400 million as a ceiling for the next
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two weeks, and he would favor no change in the policy directive at
this time. An inflaence reflecting itself in his comments was the
fact that the Treasury was coming into the market.

Mr. Deming reported that at & recent meeting of steel ware-
house executives in the Twin Cities it was generally agreed that
shortages of structural steel were disappearing rapidly and all types
of steel stocks in the region might be rebuilt nearer the beginning
than the end of the second quarter. (old-rolled sheets and bars were
5611l short and manufacturers buying directly from mills still
encountered difficulty in getting enough of specific types of steel,
but even this picture seemed to be changing rapidly. District sales
managers of automobile manufacturers who serve most of the Ninth
Distriet from the Twin Cities also met recently, and it was reported
that stocks of new cars at dealers had built up more rapidly than
anticipated. Most of the participants reported that Jamary sales
thus far were well below quotas, and there was talk of special
promctions in February. The used car market was dull. Managers of
Minneapolis and St. Paul Builders Exchanges, who serve the Ninth
District, reported that building plans filed with them in January
indicated a high level of nomresidential construction activity in
the first half of 1960, probably higher than in the comparable
period of 195%.

Mr. Deming pointed out that the ssasonal high in unemployment

in the Ninth District comes in the early part of the year. Estimates
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by the Minnesota Department of Fmployment suggested a somewhat
lower level of unemployment in January, February, and March 1960,
than in the same months of 1959, and a substantially lower level
than in the first quarter of 1958. Nevertheless, it was anticipated
that unemployment would be 20~25 per cent larger than in the same
high months of 1956 amd 1957. Farm operations were at a seasonal
low, but moisture conditions were better and the snow pack in the
Montapna mountains was large. Although cash receipts from marketings
continued to run well behind a year earlier, the gap had narrowed
somewhat, apparently reflecting seasonally large cattla movements
at favorable prices. Farm machinery dealers and distributors
expected sales to be off from 1959 levels by one-third to one<half
in the areas hit by last summer's drought, and from one-fourth off
t0 even in other sections. Farm land prices showed some signs of
leveling off.

Mr. Deming recalled having reported at the January 12 meet-
ing that at the close of 1959 district bank loans were up and de-
posits and security holdings down as against a year earlier. He
said that in 1959 loan-deposit ratios rose from L6 to 58 per cent
at city banks and from 42 to L6 per cent at country banks, giving
a total district ratio of 50 per cent at the end of 1959, the
highest since 1932. Barrowings from the Reserve Bank and from other
sources were quite heavy throughout the year, particularly in the

second half; during this period total loans at district city banks



1/26/60 ~17-

rose less than half as much as at all city banks and business lcans
actually declined in contrast to a national gain. These points
underlined Mr. Deming's feeling that Ninth District banks lost sub~
stantial liquidity in 1959, In the first two weeks of January,

however, city banks showed deposit gains in contrast %o the experience
in early 1959.

Turning to policy, Mr. Deming said that the phrase "watchful
waiting," as used by Mr. Hayes, represented about what he would sug-
gest for the next two weeks. He would faver no change in the discount
rate or in the policy directive at this time, and he would like to see
open market operations conducted as close to the pattern of the past
two weeks as possible. Any deviations, in his opinien, should be on
the side of ease, and there should be no further tightening.

Mr. A}len made the following statement with respect to Seventh
District developments:

The stronger bond market and the weaker stock market
do not appear to reflect a deterioration in gensral busi-
ness sentiment in the Seventh Distriet. January is
expected to show a further increase in total output and
employment to new records on a seasonally-adjusted basis.
General merchandise sales appear to have continued strong
in January. Housing permits in the Chicago area improved
relatively in December in that they were only 13 per cent
less than in the year-earlier month in contrast to a 55
per cent drop in November.

However, automoblle sales are regarded as disappointing.
The daily sales rate for the second 10 days of January, not
yet available, is thought to have been up about 10 per cent
from the 16,900 rate of the first 10 days, still considerably
below the hoped-for figure. Unless sales improve before
long, production cutbacks seem certain.
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Sales of new farm machinervy declined in the last
quarter of 1959 compared with the same period in 1958,
but some of our manufacturers of such machinery continue
to expect a very satisfactory year in 1%60.

The comtraction of lcans at weekly reporting banks
has been less in the Seventh District than in other parts
of the country. Loans at our banks in the first two weeks
of January were down only half as much as last year, where-
a8 in other districts they have dropped twice as much as
last year, Our banks have continued to liquidate Govermment
securitiss and holdings of Treasury bills by Chicago money
market banks are nominal. That is understandable with the
reserve positions of the Chicago central reserve city banks
under pressure. On the other hand, our reserve city and
country banks are in an improved position and their use of
the discount window has declined. Only 56 out of meore than
900 country member banks borrowed in the period ended Jamary
13, the fewest since early October.

Mr. Allen said that in the absence of untoward developments, he
would favor continuing through the next two weeks the policy agreed upon
by the Committee at its Janwary 12 meeting. He would favor no change in
the discount rate or the policy directive at this time, and he would
endeavor to maintain approximately the same degree of resiraint that
had prevailed during the past two weeks.

Mr. Leedy reported severe winter weather in the Tenth District
during the past ten days or two weeks, with a snow cover over virtually
the entire area. For agriculture, this was on balance a healthy situa-
tion, particularly for winbver wheat. As in neighboring districts,
thore had been less liquidation of loans this year than in the
comparable period of 1959, this being particularly true with respect
to the business loan category. 1In that category, however, there was

smaller growth late last year than throughout the nation generally.
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As in the San Francisco District, there had been a decline in savings
deposits at Tenth Distriet banks. One might have expected something
of a clamor for an increase in the maximum permissible rate of interest,
but in the Tenth District there had been no such eclamar. Presumably
the banks were hopeful of tax equalization legislation to improve
their competitive position vis-a-vis the savings and loan associations.

Mr. Leedy said he subscribed to the comments made previously
at this meeting that favored continuing the policy of the past two
weeks.

Mr. Leach reported that Fifth District business conditions
had shown continuing expansion, with lit{le or ne evidence as yst that
the expansion was being sparksd by speculative activity. The textile
industry continued to be an important element of sirength; orders had
been booked into the second half of the year, and even beyond in
some instances. The outlook for the furniture industry was the best
in years, with unfilled orders at the highest level ever reached. 4
preliminary estimate indicated that district cigarette production in
December set a new record for a single month; the fact that cigarette
consumption continued to increase faster than population augured well
for the future growth of tne industry. Bituminous coal production in
the closing weeks of 1959 established new production highs for the
yeara

Mr. Leach said that Fifth District member banks ended the

year 1959 in a much tighter position than a year earlier. Loans
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were up 12 per cent, security holdings were down 8 per cent, and

the loan-to-deposit ratio advanced 5 percentage points. He was
convinced from talking with bankers and from seeing instructions
issued to loan officers in State-wide institutions that System
policy was pinching at most of the sizable banks. Borrowings

from the Reserve Bank this month, averaging around $20 million,

were no higher than In corresponding periods of the last two years,
but this was due in large part to certain actions taken by the
Reserve Bank in recent weeks in the administration of the discount
window, Although district banks reported that thus far they had

not seen too much increase in the way of loans to build up inventories,
they expacted it. This was one of the factors making them feel that
they were in a tight position.

As to policy, Mr. Leach expressed the view that the imminent
Treasury financing clearly called for maintaining an even keel. He
would not want to be any tighter at the moment, however, even if the
Treasury financing was not in the picture. As he saw it, System
policy was biting to about the right extent. The System was ina
good position to wait and not get any easier or tighter at the
present tima.

Mr. Mills said he was puzzled about the slight flavor in
today's discussion that veered toward stimulating some increase in
the money supply but in the same treath recommended a monetary policy

of status quo. He was unable to reconcile the two objectives,
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because to maimtain the status quo policywise apparently would
produce a level of negative free rescrves somewhat in excess of
$500 million for the current reserve week. Therefore, as illus-
trated by the figures, maintenance of the status quo obviously
would mean no relief from the pressures that the commercial banking
system and the economy in general had been subjected to by System
monetary and credit policy. He felt personally that operations in
the current reserve week, although they fulfilled the directive
given by the Committee at the January 12 meetirng, had produced
pressure agalnst reserves that was undesirably severe.

Mr. Mills said he concurred with those who had commented
that they would not favor an inecrease in the discount rate at this
time. He believed, however, that the Committee should give some
careful general thinking to possible, though unlikely, developments
in the international position of the United States that would feollow
in the wake of the Bank of England's bank rate increase, and the
discount rate increases effected recently in Sweden, Denmark, and
Western Germany. The concern he felt did not attach so much %o
the reasons that occasioned those increases as to what was perhaps
a fundamental downward brezk in the stock market. If that trend
continued, and if it should widen, it was possible that there would
be a very substantial liquidation of foreign investments that had
unt1l now been placed in the market. If that should occur, the

question would immediately arise as to whether those funds would
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be repatriated or whether conditions in the United States would be
such as to encourage their reinvestment here in short-term United

States Government securities or other eligible liquid investments

of high quality.

Mr. Mills then said that he would like to place before the
Committee a redical line of thinking that could be disputed over the
weeks to come but perhaps might be in a direction in which the System

would at some point find it advisable to consider moving. Accordingly,

he presented the following statements

Premature action to raise the discount rate at the
Federal Reserve Banks as a defensive measure to hold
foreign funds in the United States would be a mistake.
The domestic situation calls for a more moderate, rather
than a more restrictive, monetary policy, and if the
discount rate were raised, the increased pressure that
prosunably would be exerted on commercial bank reserve
positions by System actions taken to make the higher
rate effective could seriously dislocate the sconomye.
For that matter, there are no fully persuasive reasons
to believe that the English and West Germen financial
situations are so robust as to encourage a repatriation
of funds ocut of the United States solely to obtain
higher investment returns. Therefore, an attempt to
anticipate an outward movement of foreign funds from
this country by Federal Reserve System actions on the
discount rate would probably be regarded as lack of
confidence in the d-llar on our part and, as a result,
could produce the very outflow of funds whose prevention
had been aimed at.

Acceptance of this reasoming contemplated that
Federal Reserve System policy would not recogrize the
increase in the Bank of England's rate at this time.
If, after a waiting period, there was tangible evidence
of the movement of funds ocut of the United States in
volume, the discount rate at the Federal Reserve Banks
should be raised dramatically from L per cent to 5 per
cent or 5-1/2 per cent as a signal that our financial



1/26/60 ~23=

authorities were taking a firm hold of the situation
and were prepared to take whatever further measures
might be necessary in order to protect the integrity
of the dollar as the world's key currency. Response
to such actions could be expescted to dissipate any
concern felt about the dellar albroad and to reverss
whatever outward movement of funds was then in progress.
If, in the course of these events, an anti-cyclical
easier monetary policy should be called for by a detericra-
tion in domestic economic conditions, the Federal Reserve
System should be able to take techmiezl actions that would
continue the emergency-raised level of the discount rate
at the Federal Reserve Banks at the same time that the
availability of credit was expanded substantially,
Maintenance of the emergency discount rate would signify
that our finaneial authorities had every intention to
defend the international integrity of the dollar while
they were simultaneocusly seeking to stimulate the economy
with easier credit conditinns, whose effects would
prevent the "exvort" abroad of recessicnary influences
in this country. These seemingly conflicting objectives
would be attained by increasing the supply of reserves
needed %o expand bank credit by encouraging member banks
to discount heavily at the Fedaral Reserve Banks. Notice
wonld be given that under existing conditions the prohibi-
tions against comtinuous borrowing would be suspended.
Accordingly, the supply of reserves would be increased
through a major expansion of member bank discounts, but as
they would have been made at the emergency high discount
rate, the purposes for which it had been established would
be preserved. Moreover, as it would be necessary for the
member banks to recover the high cost of their Fedsral
Reserve Bank discounts, they could be expected to charge
relatively high rates to their borrowers, thereby tending
to produce a structure of interest rates appropriate to
encouraging investment. In the process of adaptation to
a massive use of member bank discounts, Federal Reserve
System open market policy actions would be necessary from
time to time to offset temporary shortages or surpluses in
the supply of reserves occasioned by fluctuations in the
use of the Federal Reserve Pank discount windows and so
that a predetermined level of reserves could be maintained.
Astention should be paid to the fact that liberal
discoumt privileges at the Federal Reserve Banks should call
forth a fiow of advances on intermediate- and long-term U. S.
Government securities as collateral., Inasmuch as such
advances would be made at the par value of U. 3. Government



securities trading at a discount, the effect on the market
should be.favorable at a time when market strength would be
psychologically desirable. Farthermore, an improvement in
the U. 5. Government securities market “hat was engendered
by the kmowledge that banks were being relieved of pressure
to sell securities in order to finance new loans and
investments would also strengthen the receptiveness of the
market to whatever sales the System Open Market Account
might see fit to make from time to time., A further factor
that would redound to improved market sentiment for U. S.
Government securities would be that any letdown that should
oceur in business conditions would witness an automatic
increase in corporate liquidity, together with a correspond-
ing incentive for corparations to invest in high quality
short-term investments.

¥r. Robertson expressed agreement with the policy of watchful
waiting referred to by several of the Committee members. He thought
that quite obviously this was not the time to change the discount
rate or the policy direetive. However, he would not align himself
with those who felt that this was a time for sasing. Instead, it
seemed to him that the situation called for maintaining as even a
keel as possible.

Mr. Shepardson commented on a meeting yesterday in Chicago
which was attended by institutional lenders in agriculture, particu=
larly those lending on farm mortgages. The price of farm land, he
noted, had been on a rising trend almost without interruption and
almost uniformly across the country for Several years. However, in
the last quarter of 1959 there had apparently been a definite change.
The sentiment of the group that met yesterday, which included

representatives of most of the major insurance companies, the farm
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credit agencies, and the American Bankers Association, indicated at
least a leveling off of prices, and in many areas a significant down-
turn. Demand for the very top-level farms--those that had been sought
as investments by "Main Street farmers®--appeared almost to have
vanished; prices on such farms wers reported to have fallen off $150
to $200 an acre from the levels of $600 to $700 an acre that prevailed
six months ago. Also, there had been a drop of 350 to $100 an acre
in some of the lower-priced farm land; in the wheat country of
Montana, land that sold previously at around $250 an acre was reported
to be selling in a range from $125 to $150. A number of those at the
meeting sald that whereas they heretofore were lending freecly on the
appraised value of land without too much regard to the owner's opera-
tions and without looking closely at his operating statement to gsee
where the funds for repayment were coming from, they were now cutting
down or refusing entirely loans that did not show from the operating
statement a good probability that the operator would be able to pay
them down from funds accruing out of his ¢perations. In addition,
gseveral persons mentioned the increasing reluctance of banks to
extend term credit on equipment and livestock purchases, with the
result that soms of those applicants were now coming to the mortgage
lenders to get term credit. Where there were outstanding morigages
at favorable rates compared with the present market, almost all of
those present reported that whenever an adjustment or extension of
barrowing, particularly in the form of term credil, was requasted,

thev wern rddustine the rate upward, In most cases lendors were
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requiring the new rate to be on the basis of a complete rensgotiation.
Many participants reported no significant resistance to higher rates
from borrowers seeking {o purchase additional holdings to increase
their units, In summary, it appeared that there had definitely been
a turn in farm land prices and that more careful consideration was
being given to the earning capacity of the farmer in extending credit.
From the standpoint of the increasing cost-profit squeeze faced by
agriculture, it seemed fortunate that prospective borrowers were
getting a more realistlc appraisal of what land was worth.

Mr. Shepardson agreed that this was a period in vwhich the Systen
should be watching developments closely. For the period immediately
ahead, he would favor maintaining the status quo as nearly as possible.

Mr. King made several references to material in the economie
presentation given at this mesting, including the portion dealing
with the position and trend of corperate earnings in relation to
earnings during past periods of recession. He indicated that he
would be imterested in studying this portion of the presentation
further., Whils he did not feel that the country was close to a
general recession, he did feel that it was moving nearer and nearsr
to one all the time. With reference to corments in the presentation
regarding the possibility of a change in public expectations with
respact to inflation, he noted that Mr. Larkin had mentioned the
increasing number of individuals going into Government securities.

It was encouraging to him that more individuals and smaller concerus
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were going into Governmment securities for this would give them an
increased stake, so to speak, in the United States, a development
which would be healthy. Mr. Shepardson's remarks on farm land prices
also seemdd to him an indication that the public was turning toward
an expectation of less inflation. At the livestock show in Denwer
last week, he (Mr. King) felt that he detected quite a bit of
apprehension. He thought it healthy that people throughout the
country were actually a little doubtful about a boom developing to
the extent that one had been talked about and more or less expected
earlier, During the steel strike, he said at Committee maetings
that he did not think the steel strike was a major dent in the
economy or that thera would be a wild boom following settlement of
the strike, and he was still of that opinion. He was inclined to
discount some of the reported optimism on the part of businessmen,
for they naturally desired to bs optimistic, and he was more inclined
to think about such things as the portions of the chart show relating
to the dowmeard trend of corporate earnings.

¥r. King said that he would not suggest any change in policy
at this time and instead would favor continuing on an even-keel
basis. He realized that it was almost asking the impossible %o
request the Account Management not to make any errors on one side
or the other. Thus, if it came to resolving doubts, he would prefer
to resolve them on the side of ease. This was the first time he

hed made this suggestion, but he believed the System was in a
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position where it should not do anything to dampen the possibility
of the economy going forward and achieving the greatest possiblae
sound growth. Since there was some doubt a8 to how much growth
would ar would not be sustainable, ha would err on the side of
allowing growth, particularly in view of the encouraging indiecation
that people did not appear to be talking inflation as much as they
had earlier. This feeling was apt to manifest iteslf in the actlons
of the legislative bodies. In summary, this might be the big break
that the System had been looking for in terms of a change in publie
gentiment.

Mr. Fulton stated that the pace of Fourth District business
activity was quite brisk, The steel mllls were putting out a lot
of material that was being taken and used; inventory building was
going on apace. After describling the results of an election held
at a steel company that did no%t enter a conbract with the union on
the terms of the general ssttlement, Mr. Fulton went on to say that
Fourth District bullding activity had increased sharply since the
first of the year, while the incraase in departmemnl stare sales was
greater than the national average. Auto sales were brisk throughout
the district, and there seemed %o ba the prospect of a good year.
Bank loans had declined, but not to the same extent as last year,
thus bearing out the earlier statemsnts of bankers that %they did
not expect any substantial decline and that loan demand, which was

q.ite strong, would take up any slack. Copsumer credit and morigage
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credit were both in great demand. While member banks were borrowing
Somevhat more heavily, borrowings were rumning at only 6 to 7 per
cent of the System total, as against the 10 per cent that might be
regarded as proportionate far the district. As to expectations,
businessmen appeared 4o have no apprehensions about the first half
of this year but were wondering what would happen in the second half
when steel inventories again became adequate.

Mr. Fulton agreed with the view that neither the discount rate
nor the directive should be changed at this time. He did not have the
feeling that any substantial downturn in business was impending. The
expectation of businesses appeared to be to spend substantial sums
for improved equipment and for promotion of their products; in general,
buginessmen were acting as though the economy was booming, which he
thought it was. In these circumstances, he would contimme the degree
of pressurs that had been maintained recently and not err too much on
the side of ease. That could become cumulative, and in his oplnion
it was not in the best interests of the System to trend constantly
into an easier posiiion.

Mr. Bopp reported that Third District business and financial
trends in racent weeks were similar to those of the nation. Steel
mills in the Philadelphia region were operating at 102 per cent of
capacity, which was moderately above the 95 per cent rate nationally.
The sacondary effects of the strike on employment had about

disappeared; in Pennsylvania, secondary unemployment axisted to a
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measurable extent in only one industry, metal products. Thers was a
fractional increase in district manufacturing employment from Novem-
ber to December according to preliminary data, and total employment
was 3 per cent higher than a year ago. New unemployment claims in
Pennaylvania had been moving seasonally in the past two weeks but
wera substantially below the levels of both 1958 and 1959. District
department store sales had been strong; sales for the past four weeks
were )2 per cent above last year's high level. Automobile sales in
Philadelphia showed the effect of the shortages in December; according
to preliminary data, they were more than one-third below a year earlier.
The large Philadelphia banks had been under somevhat greater reserve
pressure in the past few weeks, Their daily average basic reservs
deficiency was $68 million as compared with $47 million in ths pre~
vious two weeks, and the inereased pressure was reflected in their
total borrowings. Daily average borrowings from the Reserve Bank
rose from 336 million to $65 million. Country banks also increased
their borrowings from the Reserve Bank from $9 million to $16 million.
Total borrowing by district member banks was 8.8 per cent of the
System total in the latest week compared with 6.4 per cent and L.k
per cent, respectively, in the preceding two weeks.

Mr. Bopp expressed the view that although the time might
come, perhaps this year, when the Comittee would want to modify the
even-keel policy during Treasury financings, that would be enly if
economic developments clearly were in the direction of rapid
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expansion. He did not see such s development at this point.
Accordingly, he favored continuing the present degree of restraint,
with no change in the directive or the discount rate.

Mr. Bryan said he could see nothing in the Sixth District
developments that appeared to be of great significance as against
major national trends. The latest figures showed activity still
going up, but thgy were definitely related to national trends.

Most of the time in the past few years the distriet had seemed to
grow at rates greater than the mational growth rate, but it appeared
that this might be coming to at least a temperary halt., Distriet
banks appeared to be very illiquid, and borrcwing from the Reserve
Bank continued at levels disproportionate to reserve resources. The
latest figures showed that district borrowings were more than 16 per
cent of the System total, against the figure of about 5 per cent that
would be irndicated on the basis of total reserve positions. It was
being found necessary to call some of the loans on the instalment
plan. The round-up of the economic situation at the most recent
directors' meeting seemed slightly less enthusiastic than it had
been in other months, with one director quite definitely pessimistic
as to the outlock in his line of business.

After referring incidentally to certain statistics camplled
by private sources which seemed to cast some doubt on the future course

of business, Mr. Bryan said that he sensed a real shift in inflationary
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psychology. This was noticeable in the situation with regard to land
prices that had been discussed by Mr. Shepardson. While one could
analyze that development on the basis of a reappraisal of sarning
power, he felt that it also reflected to & considerable extent a
shift from the psychology that had made people willing to buy farm
land, regardless of income prospects, as an inflationary hedge. It
was his impression that the country was in a situation of great
economic strength but certainly not of unlimited boom, and he believed
there was danger of & rather extensive and perhaps abrupt shift in
psychology that might change things in a substantial way in the equity
markets. As to the discount rate, he certainly would not want to take
any action at this time,
Mr. Bryan then referred te the chart on reserves that he had
placed in the record of the Committee meeting on December 15, 1959,
and in that connection made the following statement:
At this time, having been favored once before by

permission to place a chart in the record, I would like

permission to place in the record the same chart (but

with additional information) and a related chart. The

first, among other things, shows the seasonally un-

adjusted figures as well as the seasonally adjusted

figures previously presenteds The second chart shows

certain growth rates from points related, in two cases,

to Committee changes in the Committee directive and, in

one case, December, our last full month of experience.

At this time, moreover, if the Chairman and my

colleagues will bear with me, I would like to begin an

experiment in drawing an instruction to the Desk in

quantitative terms, based on total effective reserves.

In making this attempt it would seem fair to me to say
that in the period from June 1958 through December 1959
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We essentially allowed no growth in total reserves, a policy
Justified as a mopping-up operation because we had previously
effected a very large excess, based upon a long-run trend
line, in the growth of reserves. The justifiable mopping-up
operatlon seems to me io be completed.

YWe are now confronted with a situation of great economic
strength, but nol immediately a situation of unlimited boom.

Accordingly, I would conclude that a policy of restraint
is still justifiable. DBut I would alsoc conclude that the
time has come when we should allow some growth of reserves.
Such a growth of reserves showld in my judgment be less than
the 3.6 per cent reserve-growth of the postwar perioed, for
it is clear that such a rate of growth has permitted an
undesirable degree of inflation in the postwar period and,

I would conclude, is inappropriate to a period of great
gconomic strength.

Thus T would suggest that the rate of growth in total
reserves that we contemplate for the time being be at 2 per
cent,

Translated into conecrete terms this would put the total
reserve figure, seasonally adjusted, at something over
$18,700,000,000 for January. Since it would hardly be appro=
priate to ask the Desk to attain such a precise figure on a
daily average basis, I would also suggest that there be a
certain plus or minus latitude to the goal stated. Just as
a suggestion, I would think we might well say thai we are
aiming for a total reserve figure, on a daily average basis,
between $18,650,000,000 and $18,750,000,000, This would
allow latitude for the Desk to adjust to conditions in the
money market as they develop, and, at the same time, would
give us a quaniitative instruction centered on a slow and
restraining growth rate in total reserves.

In suggesting such a goal I should say that in January,
through Wednesday of last week, we have had daily average
actual reserves of $19,059,000,000., This has put actual
total reserves in January well above the figure that would
have been indicated by a 3.6 per cent trend line, and, up
to last Wednesday, above the 3.6 per cent trend line even
on a seasonally adjusted basis,

The result has been a definite easing in the money
market--if we are to be permitted to measure such easing
by the objective test of rates. Thus, in suggesting a goal
for daily average reserves in January, the goal suggested,
although it calls far a restraining rate of growth in the
total reserve position, does not permit what I would regard
as the excessive rate of growth that, up to last Wednesday,
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had been permitted in the total reserve figure.

Let me make clear that I am not asking that the
Committee adopt the sugpestion that has been made. I
am merely experimenting--and hope that the Committee
will permit me to experiment from time to time 4in the
future--to determine whether the total reserve concept
regpresents a practicable foundation on which the Com-
mittee could base instructions (a) in quantitative and,
thus, in measurable terms; (b) in terms of a phenomenca,
namely total reserves, that are determinable by the
Reserve System even after the influence of items not
determinable by the System; (¢) avoid qualitative
terminology as represented by such indefinable terms
as tone, feel, ease, tightness, and s¢ on; and, at the
same time, (d) leave the Desk with sufficient latitude
to accommodate itself to the practical administration
of the Account and to conditions as they unfold from
meeting to meeting.

The Chairman stated that the material presented by Mr. Bryan

Yy
would be taken under study.

Mr, Johns said he found nothing in Eighth District statistics

that was particularly significant. In the past two weeks, he had
endeavored to find out whether in the business commumity of the
district there were many "reluctant optimists.” Outside the agri-
cultural sector, which deserved special consideration, he had
discovered little or no evidence of flagging optimism. TFarmers,
plantation owners, and operators were, of course, not wildly
enthusiastic. They contemplated continued high costs, if not
steadily rising costs, and the price picture was uncertain. For
some reason, as yet unexplained, member bank borrowing had risen
sharply in the past week and stood at $108 million at the end of

1/ Copies of the two charts referred to by Mr. Bryan are atiached
to these minutes.
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the weeks This represented not only rather largs increases in
borrowing by reserve city banks but also some increase on the part
of coumtry banks. It appeared, at least in St. Louis and Memphis
and to a lesser extent in Loulsville, that city banks were not
feeling very easy. At Memphis it also appeared necessary to face
again the condition that cotton loan demand was becoming steady and
constant throughout the year rather than seasonal. This probably
meant that the Reserve Bank had soms work to do on the problem of
member bank borrowing in the southern rsaches of the district.

Mr. Johns said that while he would like to go along with Mr.
Hayes' concept of watchful waiting, as he understood that concept,
he would be inclined to keep a rather firm and steady hand on monetary
policy. He would suggest truly watchful waiting, moving neither in
one direction nor the other.

After commenting that the papers presented by Messrs. Mills
and Bryan deserved study, Mr. Szymezak expressed the view that at
the present time there was nothing in the economy appearing ta
require a basic change in monetary policy. In his opinion, however,
the seasonal situation required some easing of the position of the
banks. He pointed out that this season of the year 1s apt o be
rather dull, and that some easing therefore might be helpful. Omn
the other hand, since the economy was still on the expanding side

and he felt that this would continue, he would favar no fundamental
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change in monetary policy. While these views might at first seem
contradictory, he poimted out that 1% is not feasible to change
basic monetary policy on a monmth~to-month or quarter-to-quarter
basis. Instead, the Committee must look at monetary policy on an
over-all, long-range basis. If the Committee was contimually
changing its record, that would be hard to explain either outside
ar within the System. With this explanation, he would recommend no
change in basic policy and some easing through open market operations.

Mr. Balderston said he was fearful that the Committee members,
in reading the stock market figures from day to day, might tend to
get carried away by the pessimism that is to be expected in the first
two months of the calendar year. He expected February to be a month
in which there would be a lot of pessimistic expressions; when it
cams to March he was not sure. He had been t0ld of some companies
being advised by their counselers not to approach the capital markets
in January and February because the Treasury was at the trough, so
possibly it might be found that resort to the capital markets in
March would be as heavy as in March 1956, In short, he had a
suspicion that the System might wake up from this period of pessimism
to find the recovery in full swing from March onward. Because of his
hope that the System would not be pulled off base, he would suggest
maintaining an even-keel policy, with no easing.

Chajrman Martin expressed the view that, unless the Commlttee

was certain it wanted to make a change, the even-keel philosophy
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ought to prevail during a period of Treasury financing, and such a
period was jmminent,

The Chairman then said it seemed clearly the consensus of this
meeting that no change in the policy directive or the discount rate
wags called for at this time and that the Desk should come as close to
perfection as it could in adhering to an even keel,

Mr. Mills inquired whether the Chairman would care to qualify
his statement of the consensus with an indication as to whether errors
should fall on the side of ease or of tightness. He (Mr. Mills) had
detected a trend of sentiment during the go-around in favor of moving
to errors on the side of sase, but he had not attempted to keep count
and did not know whether that was the majority viesw,

Mr. Szymczak commented that his position was related to what
the Desk had been doing during the past two weeks.

Following comments by Mr. Larkin on open market operations in
relation to changes in the level of net borrowed reserves during the
past period, Chairman Martin said that operations of the Desk seemed
clearly to have been intended to maintain an even keel. He doubted
whether the Committee, in a situation where its thinking was in the
direction of further restraint, would want to make the Treasury's
problem more difficult by saying that doubts should be raesolved on
the side of tightness, The question, he suggested, involved a matier

of deliberateness. It was desirable to express shades of differences,
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but he questioned whether there was any precise way of defining them.
The Desk, he observed, already has enough difficulties.

The Chairman again expressed the view that it ought to be the
intent during a period of Treasury financing, unless the Committee
wanted to make a fundamental change in its policy, to try neither to
complicate nor help the Treasury's problem. Rather, it should be the
aim to give the Treasury as closely as possible a fair test of the
market.

Mr. Shepardson suggested that this would mean maintaining as
nearly as possible the degree of restraint at which the Committee had
been aiming.

Mr., Mills said that this was what bothered him, and that he
could ssee where the Management of the Account might have seriocus
difficulties. During the first two reserve weeks of the year, he
surmised that mere by accidemt, because of nmatural factors operating
in the market, than by deliberate design, the degree of restraint,
as measured by net borrowed reserves, dropped into ths $L00 million
range. Then in the past week net borrowed reserves were brought up,
consistent with the Committee directive, to around $500 million. In
these circumstances, the Desk might find it difficult to Sense what
the Committee's meaning was; whether, if natural factors tended to
increase the supply of reserves, the Desk should permit that
inerease or move against it deliberately and bring net borrowed

reserves to some higher level.
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Mr. Larkin said that the lower net borrowed reserve figures
were inadvertert; the Desk was Just trying to keep up with the
changing situation in the market.

Mr. Hayes commented that some of the remarks made at this
meeting polnted up the danger of placing too much emphasis on the
net borrowed reserve figure. The Committee had talked from time to
time about not paying quite so much attention to that figure, but
nevertheless there was an inclination to give it perhaps too close
attention. Personally, he did not feel that the Committee should
ever define its objective in terms of one figure, because it was
necessary to think about various elements in the situation. The
faet that the Account sold a largs volume of sscurities in a week
was impartant, to his mind, and represented an impartant offset
to the fact that net borrowed reserves wound up at a somewhat lower
level. Among other things, the Desk must consider the feel of the
bill market and the feel of the banks, along with what was being
said by the banks and others. It was not a game that could be played
in terms of one figure.

Chairman Martin said this was quite a valid point. FHe went
on Lo say that he had not detected in the go-around any desire to
change the existing policy by design. Instead, the Comittee was
talkding about a trend. While it was true that some would prefer
more eaSe, he felt the spirit of the even-keel philosophy vig-a~vis

the Treasury should be that the Desk would not consciously make
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errors on the side of sase or of restraint. The Treasury financing
would not involve a very lengthy period, and it was directly ahead.
He would prefer this morning that the Committee renew the current
directive and let it go at that.

Mr. Mills said that he again wished to submit his proposal
that clause (b) of the directive be changed to provide for “fostering
sustainable economic growth and expanding employment opporturities
while guarding against inflationary credit expansion.m

Mr. King commented that the intent of his previous remarks
was more in the direction of aveiding errors on the side of tightness
than resolving doubts on the side of ease.

Mr. Larkin said that as he caught the sense of the meeting,
it was more important to avoid further tightness than to resolve
doubts on the side of ease.

In reply, the Chairman said to Mr. Larkin that, to sum up,
the Committee wanted the Desk to be "perfect.®

Mr. Larkin commented that he felt the suggestion of Mr. Bryan
deserved further consideration and that it would be studled at the
New Tork Bank.

Chairman Martin concluded the discussion by stating his
understanding that, with one dissent, the Committee desired to
renew the existing directive in its present form, and no dissenting

cormments were heard in response to this statement.
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Thereupon, upon motion duly made
and seconded, the Committee voted, with
Mr. Mills voting "no", to direct the
Federal Reserve Bank of New York until
otherwise directed by the Committees

(1) To make such purchases, sales, or exchanges (in=
cluding replacement of maturing securities, and allowing
maturities to run off without replacement) far 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 cormerce and business, (b) to
restraining inflationary credit expansion in order to foster
sustainable economic growth and expanding employment
opportunities, and (¢) to the practical administration eof
the Account; provided that the aggregate amount of securities
held in the System Accoumt (including commitments for the
purchase or sale of securities for the Accoumt) at the close
of this date, other than special short-term certificates of
indebtedness purchased from time to time for the temporary
accormodation of the Treasury, shall not be increased or
decreased by more than 31 billiens

(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.

Observing first that the Treasury had not discussed the matter

with him, Chairman Martin referred to the holding by the System Open

¥arket Account of approximately $5.5 billion of the $11.363 billion

issue of Treasury certificates of indebtedness maturing February 15,

1960,

If the Treasury should offer in exchange the choice of a
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shorter and a longer issue, he pointed out, this would present the
question whether the System should subscribe entirely to the shorter
issue. If that course were followed, it might appear as though the
Treasury had priced the issue for the convenience of the System.

The Chairman said he felt that the Treasury probably expected
the Federal Reserve to go to the short end of the market. However,
loocking at the matter from the management standpoint, it was his
foeling that the Account might well take 1/3 of the exchange in tha
longer issue and 2/3 in the shorter issue as a means of dividing
the bullk, When it got to a point where the Federal Reserve held as
much as #5.5 billion in any one issue, this made a pretty big load.
The broad problem was one that the members of the Committee should
be studying; he had referred at the January 12 meeting to the matter
of the 2-1/2 per cent bonds of 1961. As far as he could see, the
Committee would not be violating any principle if it wished to split
the subscription in the forthcoming exchange, and he therefore wished
to put the matter on the table for consideration.

Mr. Hayes said that he had not studied the matter in detail,
but he liked the general idea of splitting the exchange.

“r. King recalled that the Committee recently had a similar
question before it and decided to stay on the shorter side. Since
that time he had studied the problem further and, in the light of
such study, he felt that his preference would have been different.

He would heartily endorse the plan suggested by Chairman Martin,
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fhe Chairmzn commented that this was not a vital matter
but he thought it would ma<e some sense to split the subscription.

Mr. Mills commented that this would have the advan:iage,
also, of showing variation in the System's thinking. This time
the System would be moving out on the longer side, while on other
occacions it had moved from long to short.

. Mills then moved that a splitting of the svbscription
in the marner suggested by Chairman lartin be approved, and lir,
Johns seconded the motion.

Thereupon, the motion was put to
a vote and was approved unanimously.

It was agreed that the next meeting of the Federal Open
Varket Cormmittee would be held on Tuesday, February 9, 1960, at
10:00 a.n.

The meeting then adjourned.
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Reserve figures are total member hank resexrves {monthly averages of
daily figures) adjusted for changes in reserve requirements and for seasonal
influences. o effort was made to remove the expansion potential of total
reserves Yesulting from shifts in deposite among elasses of hanks and betusen
types of deposits subject to different reguirerents through April 1958.

Method of computation: For May 1958-December 1959, figures used are
actual member bank reserves, adjusted for geasonal influences. Monthly values
of effective reserves for January 1947 through April 1958 (when reserve
requirements were last changed) have been derived by (1) obtaining the ratio
of average required reserves to average deposits subject to legal reserves
for May 1958-April 1959; (2) multiplylng actual reserves by the percentage
the above ratio is of the ratio of required reserves o deposits subject
to legal reserves for each specified month; and (3) adjusting the values
for seagonal, influenceg. Trend based on monthly velues Jenuary 1947 through

August 1959.
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