A meeting of the Federal Open Market Committee was held in the
offices of the Board of Governors of the Federal Reserve Systea in
Washington on Tuesday, Msy 3, 1960, at 10:00 a.m.

PRESENT: Mr, Martin, Cheirman
Mr, Balderstom
Mr, Bopp
Mr. Brysn
Mr. Fulton
Mr, King
Mr. Leedy
Mr, Robertson
Mr. Shepardson
Mr, Szymezak
Mr. Treiber, Altermate for Mr. Heyes

Messrs. Leach, Allen, Irons, and Mangels, Alternate
Members of the Federal Open Market Comittee

Messrs. Erickson, Johna, and Deming, Presidents of
the Federal Reserve Banks of Boston, S5t. Louls,
and Minneapolis, respectively

Mr. Young, Secratary

Mr, Sherman, Assistant Secretary

Mr. Kenycn, Assistant Secretary

Mr. Hackley, General Counsel

Mr, Thomas, Economist

Mesers. Brandt, Bsgztburn, Marget, Noves, Roosa,
end Tow, Assoceiate Economlists

Mr. Rouse, Mansger, System Open Market Aceoumt

Mr., Molony, Assistant to the Board of Governors

Mr. Koch, Adviser, Division of Research and
Statistics, Board of Governors

Mr. Keir, Chief, Govermnment Finence Sectiom,
Division of Research and Statisties, Board
of Governors

Mr. ¥Knipe, Consultant to the Cheirmen, Board of
Govarnors

Messrs. Hickmen, Mitchell, Jones, Deane, Rice,
end Finzlg, Vice Presidents of the Federal
Reserve Bznks of Cleveland, Chicego,

Bt. Louis, Minnespolis, Dallas, and San
Francisco, respectively
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Mr. MacDoneld, Assistant Viee President,
Pederal Reserve Bank of Richmond

Mr. Willis, Economie Adviser, Federal Reserve
Bank of Boston

Mr. Holmes, Manager, Securities Depariment,
Federal Reserve Bank of New York

Upcn motion duly mede and geconded,
and by unanimous vote, the minutes of the
meetinga of the Federal Open Market Com-
mittee held on March 22 and April 12,
1960, were approved.

Before this meeting there had been distributed to the members of

the Committee & report of open market opergtions covering the period

April 12 through April 27, 1960, and & supplementary report covering the

period of April 28 through May 2, 1960, Copies of both reports have been

placed in the files of the Committee.

With further reference to developments since the Committee meet-

ing on April 12, 1960, Mr. Rouse made the following commentss

I should like to start off with a comment on the change in

the bank reserve situation since the time the Committee last met.
On April 27, &t the cloze of the last statement week, required
reserves were $551 million higher than they were on April 11
and, &t the seme time, member banks were able to support this
with $250 m1llicn less borrowing from the Reserve Banks. The
figures involved in these esleulations are tricky and I shall
not attenpt to detail them, However, I feel satisfied, on both
an aversge &nd a day-to-dey besie, that, ss suggested be done
during the discussion at the last meetlng, natural factors pro-
vided the bulk of the reserves that enabled the banks to meet
the higher required reservea at the seme time that they were
reducing their borrovwing from the System. This is brought out
most clearly in the ccaparison of April 11 and April 27 figures,
a8 on en everasge basis the plcture is somewhat cbscured by the
specia) repurchese sgreements to aid the dealers on Good Friday.

The action taken by the Counmittee to assure Government

gecurities dealers of System support over the Good Frildey week
end vas of considerable help in restoring & better stacsphere
in the auction of the special April Tressury bllls three weeks
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2g0. And, while there was sp element of good fortune involved,
in that market factors supplied fewer regerves than anticipated
over the week end, this esecistance to the Treasury 4id not in-
volve eny undue easse in the money market, Although, without
System mssistance, the results of the muction could have been
fer worse as far es the Treasury was concerned, it is no secret
that the Treasury has been far from happy with 1ts experience
in auctioning one-year bills, and the decline of the rate on
Ap1il 15 ©ills from the 4.60 per cent established in the
euction, with a stopout of L.7L, to close to the L per cent
level in & short time 41d nothing t0 reamssure them on this score.

While on the subject of the one-year pills, I might mention
that the memorsndum clreulated to the Committee prior to this
meeting comments in detail on the swaps undertaken by the
Account to acquire $10 million of the July 15 bills. Since
this was our first operation under the authorization given by
the Committee end sfince the subject 18 to be reviewed later on
in this meeting, we felt that such & detailed deseription
night be helpful. In the future, however, if the authoriza-
tion is extended, we would prefer to report further acquisi-
tions of one-year bills cm swaps on &8 more routine basis,

While they would be fully covered in the regular writien reports
to the Commfttee, we would not normally expect to report them
in such detail.

Tressury bill rates moved somevhat lower during the interval
between Committee meetings, but there was very little change in
prices of Government notea and bonds, raflecting the Treasury
refunding of $6.4 dillion securities maturing May 15 vhich is
currently under way, The Treas *s offering in this refunding
of & one-year certificate at 4-3/8 per cent and a five-year
note at 4-5/8 per cent has been well received by the market.
Rights were guoted at a2 premium st the market close last night,
and the wvhen-issued certificates and notes weres toth quoted st
per and 2/32 bid to par end 3/32 asked. The Treasury decision
to grant rights to holders of the maturing issues wes undertalken
reluctantly, end only efter Treasury representatives had can-
vessed the market on April 22, It is my own feeling that the
Treesury might have been able to refinance on a cesh besis
without excessive difficulties, elthough there are sivays un-
foreseen problems vhen an innovation is attempted. Moreover,
it would have been desirable for the Treasury to have had a
larger cash balance &8 protection sgainst such contingencies.

T might edd thet one factor involved in the relatively generous
pricing of the nev issues being offered was the Treasury's
desire to svoid large-scale attrition end to heve the new issues
stend up wall in the secondary market, Advisers to the Treas-
ury suggested that sttrition might be large. There also vas



s/3/60 A

some feeling in Treasury circlee that pricing would have to
take into considerstion the provedility of some inmproverent in
the business outlook. I believe they hsd the pending release
of the McGraw-Hill survey particulsrly in mind.

Thereupon, upon motion duly made
and seconded, and by unanimcus wote,
the open merkei transactions during the
period April 12 through May 2, 1960,
were approved, ratified, and confirmed.

Supplementing the staff memorandum distributed under dmte of April
29, 1960, Mr. Noyes made the following stetement with regard to ecomomie
developments

The abrupt transition from winter to spring that took place
in & large part of the United States in April brought with 1t
impregsive improvement in several current econcmie indicators.
Mest impressive, perhaps, was the spectaculer rise in gales at
departnent stores, which probably carried them to a geszsonally
adjusted level close to the record 150 index of last July. Aute
sales algo improved substentislly in the first 20 days, end
scattered reports suggest that in the lasst 10 days they emm-
tinued in good volume. The fact that the Boardts index of
industrie}l production will probably hold even, or decline only
one point, in the face of further cutbacks in steel during
April will be regarded by many 28 an encoursging sign.

The McGraw-Hill survey released on Fridsy, but widely eir-
culated in advance, provided lees tangible, but equally welcome,
evidence of underlying strength, Claims for unemployment
compensation declined a little in April, up to the week ending
April 23, but on the other hand they remasined at a2 relatively
high level--a fifth more than a year ego, In fact, the employ-
ment situation generally continued t0 be a major ceuse of con-
cern in meny arees, &8 employment, especially of blue-collar
vorkers, continued to lag behind expectatlons.

At the same time, first-guarter profits were generslly re-
garded as dissppointing, end in the last few days the stock
merket has slipped back to 1ts March low--about one-eighth
below the Jemuary high.

Most of the other information that heag recently become
evaileble relantes beck to March or the first quarter, We lnow
now that diffusion indices brmsed on leading indieators showed
sharp declines in March and that some dropped to levels that
have heretofore heralded msjor downturus, EHowever, their poor
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showing in one month, strongly influenced by comparison with the
peak of postetirike activity, is not 100 meaningful.

The early estimates of groes national product for the first
quarter, released by the Council of Economic Advisers, are
alrendy subject to revision as more data for March become avail-
able. Inventory dete now suggest that the rate of inventory
accwmulation was even larger then the $0 billion estimate--
perhaps nearer to $10 or $10.5 billion, thus narrowing the
small gap betwsen the GNP estimstes and the $500 billion gen-
erally forecest, At the same time, this additional inventory
componient in the first-quarter data diminishes the chances that
the second-quarter total will compare favorably. Should in-
ventory sccumulsiion drop beck to & low figure, it is hard to pin-
point expsneive factors that would provide $7 or $8 billion of
8dditional expenditure, at annusl rates, to replace it in this
quarter, since & month of curtailed actlvity in meny lines,
especially ateel and autos, has already gone by. Hence, sven if
final tekings expand somewhat in the current period, we may well
find ourselves with a GNP et midyear thet does not show sub-
stantial improvement over the first quarter., Furthermore, the
prospects for substantiel improvement in the employment pieture
are not too good, Present rates of unemployment have persisted
despite much smaller additions to the labor force than
demogrephic fectors indicated. Thus, we may see more then the
usual seasonal Iincreszse in those seeking employment this summer,
and uncmployment rates way push upwerd in the absence of con-
sideraple strengthening in the demand for workers.

It is to0 early yet to expect any reflection of the some-
what i{mproved availebility of mortgage funds in residential
tuilding, end the decline in nev construction put in plece in
April wes lergely s reflection of the lower levels of starts in
Februnry end March. However, the rise in residential vacancles
in the first quarter %0 8 newv postwar high was widely noted, and
mey temper considerably the pace of eny upward shift in resi-
dentisl btullding, even if mortgage money continues to esse.

Most of the beerish information reletes back to the earlier
part of the year, end quite a bit of improvement mey show up in
the April dete that become availeble in the next few weeks.
With the coming of spring, some sense of euphoris seems to
spread &scross the country, but there iz 1ittle or no real
exuberance. The situation is certsinly not one thet could be
cheracterized as & burgeoning econcmy, straining at the leash
of limited credit aveilsbllity, and the prospect of developments
that could be so characterized, In the near-term future, secns
very slight.
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Mr. Thomae presented the following etatement with regard to the

Tinancial situstiont

Aveilatrle information indicates that economic sctivity is
showing & fairly estisfactory pickup from the first-quarter
lull, but without exuberance. This 1g evident in the finaneial
area. In some respects financiel developments since the last
meeting of this Commlttee represent a reversal of treands then
in process. Interest rates, which were then rising following a
sherp- decline since January, heve sgein turned down, Total
loans fnd Investments of city banks increased more than usualldy
in April, after shoving 8 deeiining tendency for some time, The
increese, moreover, reflected substentisl additione to bank hold-
inge of Government securities snd loans on securities, while
tusinees loane declined somewhat-.contrary to previons trends.
Deposits 8t banks--both demand end time--alzo incressed. As a
result, previous indicetions of an upturn in the money supply
geen 1o be conflimed.

These shifts reflected gresier benk end lese nontank
perticipation in the Tressury financing during April than n
other recent operations. City banks scquired a msajor portion
of the new two.year notes, & substentisl smount oOf the cne-year
btille, and some of the long bonds, They elso made a large
volume of loans to demlers in Government securities, which in
turn substantielly incressed their positicns. The large bank
and dealer acquisitions, together with the marked upturn in
bank deposits, indicate that the prolonged incretse in nonbank
holdings of Government securities mey have halted or slackened--
ot least temporerily. This means thet recent Treasury issues,
wndervritien by banks and dealers, yet need to be distributed
to other investors.

Federal Reserve operstions played an importent role in
facilitating the flotetion of the Treasury issues, Substeantial
purcheses of bills in the market and liberal repurchase sccommoda-
tions to dealers have provided additicns to the reserve supply.
In contrast to recent trends, required regerves increased much
more in April then had been projected on the basis of the
estimated increage in Tressury deposits &t banks and the usual
trends in other deposits, In sddition, Easter currency demends
egbsorbed more reserves than hed been expected, but in the paat
week much of thia has returned. Continuvation of float at a
higher level supplied scme reserves., Member banks thus were
eble to meet the substential incresse in required reserves end
et the seme time reduce gomewhat further thelr borrowings at the
Resexrve Banks.

Discownt rates on Treesury bills in the psst three weeks
have fluctusted somewhet at below the levels reached on April 12,
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et the time of the auctlon of cne-~year bills, but above the low
points to which they dropped in late March and early April.
Yielde on Tressury bonds, after rising in the first two weeks

of April, have sterdied. Yields on semsoned corporate bonds
have remained comparatively steady, but those on State and local
government securities have risen some in the past week. Although
nev igsues have been in moderste volume, some of them have moved
rather slowly into hands of investors and in some cesec offering
prices have had to be reduced. Indications are for a continued
moderate volume ¢f new imsues in May.

Exubersnce in the stock market, which appeared in late March
end eerly April, wvas brief, and stock prices are back close to
the lows of the year, Ligquidation of stock market credit seems
to continue slowly.

With reepect to eurrent and future Federal Reserve opera-
tions, it can hardly be sald that the System is following a
particularly restrictive policy. Although the discount rate re-
mains at 4 per cent, reserves have heen made availasble snd membery
bank borrowings have declined to a moderate level with a lessening
in the number of borrowing benks. Rates on Treasury bills--—except
for the new one-year lssue--have remained below the discount rate.
Questicn mey be rmised as t0 how much, if any, eredit restraint
is likely to be needed in the nesr future.

Although economic asctivity 1s et a relstively high level and
will probsbly continue its expanding trend, the expansion is
likely to be moderate snd the threat of & boom in this country
does not seem to have much beeis, although boom corditions exist
in scma other countries. There mre many structural dlements in
the current economic situation of this country that may serve to
prevent or limit any revival of speculative tendencies, without
the need for credit restraint. Some of them are femiliar, some
have been pointed cut in the reporis presecied to the Committes,
others are perhaps less cobvious,

The elimination of the Federel Government defiecit has re
moved cne of the most importent factors working toward inflationary
tendencies, but there can be speculstive or other unsustainable
developnents without a defiecit. Evidences of excess czpacity end
of gome elements of slack in the economy, however, may help to
dampen any such tendencies. Growth in the labor force hes not
kept pece with the populstion of vorking age, yet reported
unemployment continues larger then at some previous times of high
sctivity. The margin is not large, but there are growing signs
of snccessful sfforts to economize on the use of lavor. The high
level of weges and other labor costs encourgges such attempts.
This +tendency is likely to continue.

There is also an incressed margin ¢funused productive
capacity in industrial plant and equipment. Capital expenditures
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are expected to increase moderately in the yesr ahead and will
eadd to that capacity equipment that will help to lower costs and
further reduce the need for labor.

Building activity generally has been reduced from the high
levels reached in 1959, and there may be some doubt whether a
building toom of great proportions could be regenerated even with
an increase in the availability of firencing and lower long-term
interest rates.

The poststrike inventory expansion quickly revealed that
stocks of goods were larger than necessary under the circume
stences. Although the adjustment to & more normal rete of
inventory eccumulation may have ended or be appromching sn end,
only moderate stimulation should be expected from this source
in the near future.

Requisites for further maximum snd sustainable growth in
the economy rest primarily in the selling and pricing policies
of busineas. Demends for the Inecreased supply of gcods angd
services that industry is capsble of producing will need to be
stimulated by sttractive pricing snd by offering goods that
the public wants. It is to be hoped that growing compatition
at howe end sebroad will foster the edoption of such practices.
The necesssry adjustments, however, will not be easy 1o make in
viev of past rising price trends. Failure to meke them, and
any tendency toward price increases, will be more of & demper
on the economy than a basis for expansicw,

In the mesntime, until demsnds are stimulated, business
profits are not likely to increese much., Continued incresses
in wages snd other lsbor costis mey offset the effects of
increased productivity snd exert a squeeze on profits. For
this reason there should be little reasson to fear the resump-
tion of gpeculstive tendenciee in the stock market.

Interest rates in the past year reached a level that has
encoureged seving and sttracted sevings into fixed-interest
investments. The current level of saving is provably adequate
to meet the eredit end investment demands that will develop
this yeer. Not only does the current level of interest rates
relative to returns on equities put & damper on stock prices,
but it may also restrain spending for consumption and enccurage
certain types of investment. At present there seems to be no
resson to force interest rates any higher,

Slackening in the rate of growth in the money supply was
necessery during the past year in view of the rapid expansion
of the preceding year &nd the large voluue of liquidity being
supplied by the iseusnce of short-term Government securities to
finence the defieit. Although these liquid masets are still
ocutstcnding, thelr growth hes ceased, snd some expenegion in
money might safely be resumed.

One limitation on credit and monetsry expension, other
then the availebility of reserves, rests in the reduced
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liquidity positions of vanks. Although no satisfectory
standards are sveilable to measure the poseidle impact of this
factor; there has clearly been a significant change,

This enumeration of existing structursl limitations om
exuberance is not intended to convey the impression that
adequate growth will not occur. Nor should it be interpreted
86 suggesting that monetary end flsecal policies should be re-
directed toward incressing buying povwer or stiumuleting eredit
expansion. It 1s designed merely to indicate that official
restraints on the use of credit may be less necessary in the
immedinte future than they have been at other timee of high
setivity In the postwar period. The situaiion may change
Quickly &nd m&y even now be in the process of changing.
Presently availsble Informstion and analysie, however, sup-
ports the view that the current somewhat more releaxed monetary
policy is not inappropriate.

Mr. Marget commented as follows regarding the balance of paymentst

At the lest meeting of this Committee, I ventured to
charscterize ms "impresesive” the improvement in our bslance of
payments that has taken place since the low point around the
middle ef last yeer. There 1g nothing in the news of the last
thiree weeks to werrant & modification of that judgment. The
export figuree for the month of March, vhieh ere now aveilsable
in their preliminary form, d4id not, to be sure, show & "zoom”

(s en unfortunate headline in the New York Tines euggested)
atove the alresdy relatively high ennual rate of $18-1/2

Pillion which was represented by the Jenuary-Februsry average}
but the March flgures 4o show that the relatlively high January-
February aversge rate was being maintained. It was on the besis
of an sssumption that there would in faet te "no great chenge in
exports in March™ that I ventured to suggest, lest time, that our
rerchandise export surplus for the first quarter of 1960 would
turn out to be at an snnusl rate of ebout $3 billion--" Just about
double the $1-1/2 billion aversge that we shoved during the
second half of 1959," which itself wes $1-1/2 billion sbove the
lov point (& virtual zero surplus in merchandise trade} in the
second guarter of last year.

This degree of adjustment in our balence of peyments hes
teken place within & eyelicsl environment which, es I have been
emphagizing, hes been of just the kind to favor such an sdjust-
ment: e strong demend situstion sbroad, vhich is favorsble to
our exports, and & relatively less intense demend situation here,
vhich would work in the direction of moderating the rate of
growth of cur imports. But I think that it vould be wrong o
minimize the significetnce of the adjustment on the ground that
the improverent we have been wiilnessing hae been "merely
cyclicel”™; and this for several reasons.
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In the first place, it must be remembered that, in some
quarters, our balance-of-payments problem itself has been
regarded as 8 "merely cyclical" problem, which ceme to us be-
cause 0f a speciml cyclical constellation and could be expected
to disappear vwhen that cyclicel constellation changed, a= it hes
in fact been changing. This is e view which I do not happen to
share. But it is certainly true that 8 ¢yclice)l element was
invelved in the deterioration of our belance of psyments; and my
ovn view is that a failure to recognize this fact was respon-
sivle for some of the excegssively pessimistic views that were
bteing expressed when our bslance-of-payments deficit was at its
meximum. If, now, we have been witnessing developments whick
atiest to our ability to cope with the cyclical part of our
problem, this ocught to be & socurce of af least moderate zsatis-
faction,

For--and this is my second point--we should not have been
able to deal 88 well as we heve thue far deslt with the cyeliesl
pert of our probvlem if in fact our general ccmpetitive position
were 88 hopelessly bad as some of the more extreme pessinists
had implied. A strong demend situation sbroad mesns an
opportunity to sell ebrosd, if end to the extent that we are
competitive; 1t does not provide = guarsntee thet we shall be
gble to sell sbrosd regardless of ocur products? price, quality,
and terma of delivery.

Thirdly, there is independent evidence that cur producers
have not been simply sitting back, with their old lines of wares
spread out before them, walting for a new surge in the cyclical
tide of foreign demand to pick them up et the point &t vhich
they were left vhen the earlier tide of foreign demand had etbed,
The most publicized example of this, of course, is the auto-
mobile industry, which, after what wvas undoubtedly too long a
period of complacency, finally managed to respond to the
challenge of foreign competition in a way which has already
clearly affected sutomobile imports into this coumtry, will
affect them even more when the plans for the still smaller
cars are implemented, and will undoubtedly be able to affect
our exports very significantly, in the degree that we succeed
in inducing foreign countries to put no greater obstacles (such
as tariffs, quotas, end a whole battery of discriminatory
devices) in the way of their nationals buying Ameriean auto-
mobiles than we now put in the way of our nationals buying
tforeign automobiles., The sutomcbile is only one example, even
1f it 1g the most striking one. Our coxmpetitive progress in
the field of jet planes is & second example. A third is being
provided, surprisingly enough, in the field of electrical
equipzent, vhere a cozbination of & change in pricing policy
end a more Tlexidle practice of procurement of components from
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gbrcad when that 18 economically preferable has produced some
unexpected results in a field in which it was supposed we were
hopelessly outclassed.

These developments, surely, are more than "merely cyclical,”™
But what hae to be stressed, as alweys, is that improvements of
this kind, cyclical or noneycileal, do not come sbout in &
vecuum with respest to genersl ecomomic and monetary policy. If
we have had the degree of success we have had in meeting the
cyclical problem, for example, that is because our general
economic and monetary policies, oriented though they necessarily
vwere in the directlon celled for, in the first instance, by the
requirements of the domestic economy, have also been compatidle
with the requirements for continued progress tcward a better
balance in our international sccoumts. We are still quite a
distance away from a position of "reasonsble equilidbrium® in
our internationsl accounts; it mey very well be that, in our
Turther progresa toward such & position, we shell have to pasa
through cyelical phases which will e much less favorsble than
the current phase obviously is. It would not do to allow our
recent svcceesses, In fields relevent to the problem of balance-
of-payments adjustument--and they have certainly been successes
as far as they have gone--to blind us to the hazards that still
have to be traversed on the long road shead of use.

Mr. Treiber presgsented the following statement of his views with
respect to the business outlook and credit policy:

The most recen®t business information indicates the proba.
bility of a moderate expension in business uctivity. The
prineipal uncertainty is with respect to the rate off increase
end the timing of the expansion.

Censumer spending shows signs of recovering from the after-
effects of the steel strike and the adverse effects of the un-
usually unfavorsble weather conditions in many parts of the
country.

Despite the substantisl increase in inventories in the
first quarter of 1960, due in large part 10 the restocking by
autcmoblle deslers and sieel procesgors, inventory-sales ratios
in menufacturing snd trede continue near record ilow levels.
While the rate of Iinventory accumulation will necessarily
dacline, especially 1f inflationary psychology continues low,
it seems likely that consumer demand will call for zome further
edditions to inventory for some time shead.

There sre incressing signs thet the decline in residentia)
bullding may be bottoming out, Mortgage funds sre becoming
more resdily availeble; this iz likely to provide conslderable
support for home tuilding, 8 demand remains bssicelly siromg.
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State and local government expenditures are likely to
continue their gradusl rise. Federal Government spending 1is
expected to expand during the second half of 1960.

Increased plasnt and equipment expenditures with a high
rortion for modernization will create a demand for a variety
of goods mnd services,

With the lebor force end productivity rising, a sub-
stantiel reduction in unemployment seems wnlikely,

The price pleture shows little chenge, even though the
consumer price index and the wholesale priee index both rose
in March; in each case seasomel influences in the food area
accounted for e large part of the rise,

Municipal end corporete bond markets in recent weeks have
been more responsive to the petter business outlook than the
stock market, The flov of municipal secvrities has incressed.
There has been some hesitstion in the corporate bond marketis
with investors expecting somevhat higher ylelds on new issues,
After & slow start, corporate securities floated during the
first quarter of 1960 came close to the total of the corre-
sponding period & year ago. First-quarter corporute earnings
reports are on the vwhole favorable, although not wniformly so.

The large liguidation of United States Government security
holdings end net repayments of security losne in the first
quarter of 1960 reduced total benk credit substantially. Yet
loans other than security loens rose twice ag much ae in 1959,
although much less than in 1956,

Bank liquidity positions continued to tighten with loan-
deposit retios up and short-term liquid esset ratlios down.

On the other hand, the nocmbank publie had higher holdings of
liquid sgaets in relation to GNP than in any quarter during
19%9.

The demand upon banks for business lcans hes continued to
be strong all this year, elthough it has not been e&s great as
gome exubersgnt observers expected st the beginning of the year.
Bankers with whom we have talked are expecting the demand for
business losns to increage over the coming wmonths.

The Tressury is in the midst of B large refunding opera-
tion,

These various factors counsel no significant change in
credit policy. We see no reason to change the discount rate,
the directive, or open market policy. We think it is no
longer necessary to resolve doubts on the side of esase,

Mr. Jolms sald he would not discuss developments in the Eighth

District beceuse he saw nothing in them that wes significently different
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from the snalysis of national affairs that had been presented, His
eppraisal of the situeiion wes, he hoped, implicit in the discussiom of

policy that he proposed to present. Mr. Johns then made the following
statement:

Open market operations since the last Committee meeting
have moved quite clearly, I think, in the dfirection indicated
by the Committee. At the April 12 meeting the Comittee®s con-
sensus called for more reserves 10 Pe supplied to the banking
eyetem and for the Desk ¢0 heve authority to permit net borrowed
reserveg to reaech lover levels in order to provide the indicated
increase in benk reserves. Data avallable to me show that total
reserves (seasonally adjusted) have rigen by stout $500 million
from the week ended April 13 to the week ended April 27. Wwhile
this was being accomplished, net borrowed reserves declined from
an aversge of 3205 million for the week ended April 13 to an
average of $82 miilion for the week ended April 27.

The rate of inecrease of total reserves over the past two
statement weeks wasg doubileas greater then would be desirable
over & long peried of time. In the perspective of the last four
montha, hovever, such sn increase may be regarded as having
properly offset in part the decline in reserves since the first
of the year, The sdjusted reserve total for the weekended
April 27 is epproximstely the seme as the seasonslly adjusted
total for the week ended February 3, but is still roughly $200
million below early January. In the sense of getting back to
where we were three months ago, this increese in reserves may
be considered, in my opinicn, es eminently satisfactory.

In the presence of su sconomic situation currently lacking
boem characteristica, I would recommend that total reserves
continue to be increased &%t s moderate rate over the next three-
week period., Within the framework of existing operating pro-
cedures, this recommendation mgain carries with it the further
recommendation that the Mansger of the Account continue to have
authority to permit the net reserve.position of the banking
system to reach whatever level may be necessary to achleve a
continued increase in total reserves.

The disparity between the discount rate snd the bill rate
which has prevailed since Jenuary continues to place an
unnecesaary burden on open market operations in the sense that
more msgsive injections of reserves mey be required in order
to bring sbout an increase in total regerves. Accordingly,

T wculd favor e reducticn in the discount rate at the earliest
opportunity. At the moment it occurs to me that the amount of

the reduction should be half & point.
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As time go=s on and business developments aye obaserved,
I am brought around to a position stated by others at previcus
meetings, namely, that clause (b) of the directive needs to be
revised 80 28 to eliminate the appearance of single-minded
emphasis upon an essumed necessity to guard against excessive
credlt expansion. I think 8 guard asgainst too 1ittle credit
expansion now merits at least s share of the spotlight. But
since a policy directive which wars alike against too little
and too much 1s herdly more than & timeless platitude, I am
loath to suggest a directive in such terms. However, if the
guerd against excegsive cradit expansion is merely deleted
from clause (b), there is left only another timeless and self-
evident intention, that 1s, to foster sustaineble growth, ete.
Therefore, I venture to suggest trying to implement the idea
of "fostering sustaineble growth in economie ectivity and
employment” by saying in the directive whet the Committee ex-
pects the Management of the Account to do towerd that end at
this time, This, of course, will have to await the end of the
discussion todey and the derivation of the consensus, but if
the congensus should be, for example, slong the lines of the
consensus three weeks sgo, it would be appropriate, I think,
to say scmething like “fostering sustainable growth in economie
activity and employment by bringing about moderate growth in
the totel reserves of the member banks.” I, for one, would
te willing to add to this the further ztatement: "with a view
to encouraging moderate growth in the money supply.®

Mr. Bryan presented 2 etatement subgstentlelly es follows!

A number of new figures ere available for the Sixth Dis-
trict. On the downside, on a month-to-month basis, are
nonfarm employment, menufescturing employment, construction
employment, bank debits, average weekly hours, manufecturing
payrolls, end--of the same significance~-insured unemployment
is up. Year-sgo comparisons in these series tend to be less
Pavoreble than they werej and in et least onme important serles,
nexely, aversge weekly hours, both the monthly and yearly
comparieons are negative.

On the brighter gide is a shaerp rebound in depariment store
sales, with some increase in retall sales generally. Also
conforting is an increamse--for the second succesgive month--in
construction contract ewarda: a clrcumstence that would be the
more encouraging 1f awards, even 8¢, were not 22,5 per eant
below & year ago.

'oat of these figures, of course, apply to March and were
substontlielly affected by weather. The business contects of the
Reserve Bank, end scze spot checking, indicate & bit of izprove-
nent in April in both business &nd business sentiment. Hovever,
our research deparicent hes stiempted--on a rather informel
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B8iS, to te sure--to determine if weather can be sccounted the
s80le cause for the uninepiring figures from the District. The
conclusion is that the weather explenation does not fit all the
facts end thet bad weather, although greetly important, hes
been only a partisl explenation of ecomcmic events in the Sixth
District in the first quarter.

Az & sort of "strev in the wind"™ I will note that our April
directors® meeting, for the first time in my memory, received
a8 & result of the Jacksonville Branch meeting & ganuinely
peseimistic report on the Florids ocutlook., There can b= no
doubt that construction in many of the aream of the State hes
been overdome, end the construction induwatry is faced with e
considerable contraction., Moreover, while the number of
tourists in the 3tave scems to be 2t &#n sll-time high, the
expenditure per person 18 generally said to be notably lover--
& point apparently confirmed by banking Pigures. I note this
Florida matter because, while the State may not bulk large in
the netional economy, 1t bulks extremely large in the Sixth
Diatrict: = large part of the Diatricils good showing in
the postwar period has resulted from Floridals expsnsion,

Speaking to the national economic situetiontg

It does not seem to me that there are clear signs of an
ecomomic downturn. By the ssme token, I see no signs of out-
of-hand economic hoom; ne speculative fever; no effort of the
economy to expand at an unsustsinable rate, Rathar the
contrary: the economy seeme to have unutllized and groving
supplies of manpower, materisle, and plent ¢apaclity; and I am
inelined to think that we mey be in the period of siow relative
growth generally characterizing the ending phase of an ex-
paneionary cycle,

Vhatever may be the casc as to our position in the cycle,
however, the one clear fect, it eseems to me, 1s that the economy
i8 not nov expending st ern unsustainable rate. My own conclue
sion is thus that we can justify & policy thet keeps benk credit
expension wmder control, lest we kindie sgsin the inflatlonary
expectationa that heve heretofore done the cowntiry =0 much
injury; but we must supply the reserves neceasary to permit &
sustainable growth in the economy.

Thus fer in 1960 reserves of the banking system are less
than they were at the end of 1959--whether on &n actual or a
peascnally adjusted besie, end sllowing for no growth of re-
serves at sll., Accordingly, I think the banking system, and,
through 1it, the economy, has been under great end, until Just
recently, inereasing restraint. It is clear that I think this
regtraint hes been inappropriate end dangercus.

In the three weeks ending April 27 rsquired reserves have
incressed rrgsively--by approxinately helf a billicn dollars--
and totsl reserves have incressed by an equal smount. Of the
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increase in total reserves, & minor amount has derived from the
net of System purchases, repurchase sgreements, and discounts}
end the lsrger part by far has derived from other factors. What
has happened in effect is that we have permitted float and such
like iteme to supply the increase in required reserves,

Attention is called to the derivation of the reserves for
& single reason. We Bhsll need to pay close attention to our
Initting in the next severzl weeks, lest the reserve gains we
nov exhibit disappear in the same way they came, Attention is
called to the increase in required reserves %0 point out that 1t
haa occurred in considersble part because of the bsnks? participa-
tion in the Treasuryts April financing, snd 4o suggest that,
unliess we supply reserves, the benks will be compelled to divest
themselves of Investments and to extinguleh the derivetive
deposits«-which 1s, in my judgment, precisely what we do not
went.

Now, with our recent accomplishments in increasing reserve
supplies, wvhere do we stand? Well, although in the weeks just
past there has been a large increase in total reserves, using
dafly aversge figures, there is still & deficit in total) reserves
of the banking system, through April as comparcd with December,
of $362 million--and on & sessonally sdjusted besis allowing
for no seculer growth of reserves at all. Allewing for even a
modest growth from December, seasonally adjusted, the reserve
deficiency, cof course, is even greater.

It szenms to me that the economic and banking situation
calls for us resolutely to repair this deficiency--in & minimux
order of magnitude approximating $350 million, and then, naturally,
t0 consider where we go from there, I would myself greatly pre-
fer to see this Cormittee give & very simple instruction in terms
of daily average total reserves for the month of May, reconmsid-
ering the instruction, of course, at our next meeting. Since
the money market repercussions of en attempt to repair the
regerve deficiency all et once might be undesirable, I would
1ike to Bee the Desk instructed to aim in May for dally averege
total reserves of $150 million more than the daily aversge of
reserves in April of $18,090 million. There is in May & usual
seagonal decline of reserves slightly in excese of $50 milliom,
Accordingly, this instruction, if edopted,--2nd with the full
understanding that the Desk is not expected to produce & miracle
by hitting the target right on the nose--would have the effect
of repairing the reserve deficiency by ebout $200 millien in a
cne-month period,

On the other hand, if the Counittee prefers the infinitely
rore cozplex medium of instruction--I refer to net borroved
reserves--I would like to see the target set in a renge of
$0 to $100 miliion, with it being understood that the Desk has
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latitude €0 go below this renge into the free reserve ares in
cese required reserves show & tendency to decline.

1 see no resson %0 move the discount rate down at this
tize. I would prefer to see = further reduction in the banks®
indebtedness to the System before taking sction on the discount
rate. 1 see some merit {n the questions that have heretofore

been reieed, and that Mr. Johns raises at this meeting, with
respect to the directive.

Mr. Bopp suwmmarized the Philadelphis Reserve Bank's spring survey
of Third District manufacturers regarding plans for plent snd equipment
expenditures, which indicated total estimated expenditures of $410
million, up 15 per cent from expenditures lest year and up 8 per cent
from expectatione last fall. The estimeted total would represent an
all.time high., On an industry-by-industry basis, the reaults of the
survey fairly well paralleled other surveys except for & eignificant
decline in petroleum expenditures, Fhiladelphis menufscturers antiei-
peted that employment would be up shout one per cent in the seccond
quarter but would return to present levels by the end of the year, and
views on production were gimilar., Whereas last fall moet of the respond.
ents expected some incresse in inventories, af present as meny expected
g decline ss en lncrease,

With further reference to the Third Dietrict, Mr. Bopp s2id that
activity ves fairly satisfactory except for steel produetion, Fmployment
wvas betiter then a year ego, particulerly in the hardest-hit arees of the
Dilstrict. Builders reported more people looking st homes than at any
time in their experience, but sales were snid to be sluggish.

Mr. Bopp expreceed some concern about cepital market developzmenta,
es reported on pege 25 of the staff memorendum on the ecconcnic and

finopeinl situation distributed wnder date of April 29, 1960, In view
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of the continuing amount of unemployment and the extent of idle produc-
tive cepeeity, the slow movement of corporate and mmicipal Londe through
the capital market was not reassuring. While he would not suggest that
the Federal Reserve move into the longer-term market, Mr. Bopp felt it
would te sppropriate to try to prevent any eppearsnce of tightness in
the short-term merket, For the next three weeks, it seemed to him that
the System should make reserves availsble to teke care of any deposits
ariging out of loan expension sc that the benks would not have to
liquidate Government securities or come to the discount window. He
would have sympathy with the views expressed bty Mr, Johns on the policy
directive, and possibly on the discount rate except for the fzet that a
pericd ot Treasury finsncing was now in process, In the circumstances
it would not seem appropriate to ect on the discount rste at the next
meeting of the Philasdelphia directors, Put action might seem 1ln order
after the ensuing twe-week period.

Mr. Pulton said that the only good news from the Fourth Distriect
wag in comnection with consumer takings,. Depertment store sales were
strong over the Easter period snd st the end of that periocd were 5 per
cent ehead of ls8t year. The department store people felt that the
level of sales reflected a deslre for goods more than unusual clreum-
Etences due to weather conditions snd the late Easter date, and they
snticipeated quite a good year &8 far as consumer takings were concerned,
New ear seles also had incressed quite sharply. Insured unemployment

wos dowvn throughout the District generslly, except in some cities closely
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connected with the steel industry. Building activity picked up sub-
stantially In the Clevelend area in April, and to & lesser extent in the
Cineinnati mrea, with the fmprovement lsrgely in nonresidential eon-
struction.

Steel operations continued to decline, Mr. Pulton ssid, and for
the District this week's estimate was 72 per cent of capacity egainst
74.8 per cent for the nation. The steel mille reported that cancellations
vere high snd that they were shipping more than was being ordered. Even
wvith the pickup in suto seles, 1t was felt that orders were going to be
low almoet into September, and thet a subztantial emount of inventories
arparently wes being worked off., Reports from the foundries that supply
the appliance field were similar. The situatiom in the machine tool
industry wes spotty, but new orders were looking up., In summary, the
steel industry felt that the low point had not yet been reached and thet
the natione] rate might go below TO per cent of capacity in this quarter,
with no meterial pickup until almost the fourth quurter. Shipments of
pipe and vire from foreign sources were said to be demorallzing American
production, FHowever, there had been some increese in the shipment of
sheets out of the couniry becsuse European couniries apparently vere
using more then thelir capacity to preduce.

With regerd to the finenciel picture, Mr. Fulton reported that
benk lecns were up, eavings deposits had reached &n ell-time high, and
borrewing from the Reserve Bank was moderate. Ee felt, however, that
tha liquidity of bonks had been reduced to such en extent that en in-

crecce in the sveilebility of recerves would be quite eppropriate,
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Accordingly, he would like to see the level of net borrowed reserves
reduced to around $100 million or less. He would favor postpaning s
change in the directive and, temporarily at least, he would not be in-
elined to adjust the discoumnt rate.

Mr. King recelled that vhen he became & member of the Open Market
Committee about & year ago the econcmic indicators were generslly pointe
ing upward. Todsy, however, the picture was different, apd many of the
indicators were pointing dowvnward. With reference to the wnemployment
situation, he described how, at & plant in the scutheastern part of the
country with vwhich he wvas fsmiliar, there had been & subatantial
reduction In the number of employees along with & reduction in working
hours and mansgement wes nov considering a further reducticn of force in
order to incresse working hours and retain the more efficient employees.

Mr. King recalled thet earlier In the year-he had expreszed econ-
cern regarding the trend of corporate profits. Apperently, he said,
there vas atill need for concern, because 1t seemed clear from the
historical yecord that recessions are foreemst by & continuing decline
in corporate profits., From a reading of the minutes of the Committee
meeting on April 12, he noted that apperently there wvas quite a bit of
concern about taking any sctiom that would suggest doubt as to the
System®s belief in the underlying strength of the economy. While that
vas & point worth considering, he did not believe that a reascnably small
move in a direction of less restraint would cause the econcmy to go into

& tailepin. Instesd, & failure on the part of the Open Market Committes
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10 recognize the facts of the situation seemed more likely to cause the
economy Lo g0 inte m downturn., While he did not believe that the
country was In a recesslion, he thought it possitle that a recessiom
might develop in & reesonebly short time, Ope provlem, as he sawv it,
wes to destroy the idea that if the System moved in a certain direction
the whole economy was going to go in that direction. The psychology
teemed %o be that vhen the System wes exercising restraint the economy
was Tine, and that when the System moved toward less restraint things
vere going badly. It was importent, he suggested, to destroy that kind
of thinking, snd this seemed & good time to try to aeccomplish that
objective,

Mr. Xing said that he would be sgreesble 1o supplying reserves
slong the lines suggested by Mr. Bryan, although he 4id not comprehend
completely 811 of the details of Mr. Bryan®s system. In terms of net
borrowed reserveg, he would consider a range of from zero to $100 million
appropriate as & target.

Mr. King esgreed with the view of Mr, Johns that it would be
eppropriate to remove from the directive the phrase "while guerding
sgrinst excessive credit expaneion.® This was not of too great importance,
but 1t would indicate that the Committee was =s alert to weaknesses in
the econcmy as to strength, He wvould be Inclined to epprove a reduction
in the disecount rete of 1/2 point if a majority of the Reserve Banks
wented to move on the rate.

Mr. Chepardscn said thet he hed been ccncerned sbout a possivle

recurrenca of the fever that wos in the eir at the beginning of the year.
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Howaver, it seemed to him now that the econcmy had passed thet period

and today his views were much like those expressed around the table thus
far. In view of the leck of real strength in a good many sreas and
definite lack of strength in other arees, perhaps the System should dbe
easing further then it had to date. There seemed to be m need for further
expansion of the money eupply, or rether a rebuilding of the contractiom
that had taken place earlier, Therefore, he would fevor a further in-
cresige in the supply of reserves,

Mr, Shepardson felt that the point that had been mude regarding
the directive wes well taken, &nd that the phrase "guarding against ex-
cegsive credit expansion” could be eliminated. He had no vording to
propose, but would be willing to go along with the idea expressed by
Mr. Johns. As to the discount rate, it seemed to him that the time might
be approaching wvhen the rate should be chenged. Since the Treasury
finencing would extend through a substantiel part of the period until
the next Comnittee meeting, an immediste chenge in the rate might not be
appropriate, but, depending on interim developments, such action might
seem in order by the time of the next meeting.

Mr. Robertson commented that those who hed spoken thus far
scemed to be putting 211 the weight on wunfevorsble factors when just as
reny fectors were favorsble, As he reviewed the economie picture during
the past few ronths, he felt that the policy followed by the Cormittee
ked been pretty nearly right, and he saw no resson at the mozent to change

policy. He did not believe that this ves a time for making errors on
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the eside of eese, slthough he would not mdvoecate tightening or adding to
restraint. In hie view, this wes & time for the System to be almost
neutral, and thus be in a position to move in either direction. Looking
&t the economic indicators, he felt the chances were greater that the
economy would move upward then that it would move dovnwerd. Conse-
quently, although he would not seek greeter restraint at the moment,
nelther would he seek greater ease,

Mr. Robertsom went on to say that for the moment he would not
favor a change in the discount rate. He night come to the point whera
he would favor such 8 change in the relatively near future, but he vas
not certain., Neither would he favor & change in the directive at this
time, for he felt that the System wes still in & position of having to
guerd sgainst excessive credit expension. Credit demands were heavy, and
apperently would continue to be hemvy. Ag to the liquidity positiom of
the benks, he felt thet the current situstion wes desirable becsmuse It
pleced the System in e position where it could exert & greater impact on
the economy then would otherwige be the case. In summary, he would leave
things pretty much as they now stocd for the fortheoming three weeks.

Mr., Leach said that economic activity in the Fifth Distriet,
reinvigorated by & spring pickup in most retail markets and by the yearts
f£irst substantisl batch of new orders received by mills for cotton cloth,
hed ecntinued st & high level, There was no evidence, however, that the
recent business improversnt was more than gessonsl., There were enough

soft cpots in the over-all btusiness situsticn to cawse pusinecsmen to



5/3/60 b

pursue conservative purchasing and inventory policies and to view
prospects with csutlous optimism. Circumspect policies were apparent

at the spring fumiture market in North Caroline » which vas marked by
good attendance, the showing of meny new lines, and considerable interest
on the part of dealers. Nevertheless, ssles were not heavy., Dealers
apparently were unwilling to carry snything but the bare minimun of in-
ventory since most items could be obtained quickly from manufacturers?
stocks end no price advances were enticipated in the near future. Im
line with earlier estimetes of increased capital outlays this year, ctm=-
struction firms reported that there wes plenty of business; however,
profit margins of most contractors were down sharply. In fact, competi-
tion among contractors blidding for a given job has been s¢ severe in some
cases that successful bid prices were below cost estimates., Evidence
that pressures on member banks continued to be strong wms provided by
higher then sesscnal bvorrowings from the Federa]l Reserve Bank and by

the fact thet Fifth District member benks were net purchasers of Federal
funds in each of the past three weeks,

With respect to policy, Mr. Leach said that he thought the Com-
nittee was sbout where it should be and that he would recommwend masintain-
ing substantially the position achieved in the pest three weeks, resolving
doubts on the side of easse, As to net borrowed reserves, he had in mind
2 figure arcund $150 million &s & benchmark. Such a level seemed con-
sistent with current econcmic conditions, end he would not went it higher.

Nov that losns end investments end required reserves vere sgain expending,
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maintenance of a fixed level of net borrowved reserves would presumebly
meen purchases of securities to provide additional reserves to support

growth in the economy. In any event, the current Treasury financing
called for an even-keel policy for the immediate future.

Mr. leach noted that he had spoken in the past in behalf of an
improved technique in handling the directive. Inasmuch, however, as the
old form wae still retained, he had recommended at the lest meeting
elimination from the directive of the expression "while guarding agsinst
excessive eredit expension.” Believing that the Committee should be
more flexible with respect to the directive, he would remove the expres-
sion now, although its elimination would have been more timely three
weeks age., He saw nothing in the remarks of Messrs. Noyes and Thomes
that called for guarding egainst a booming credit expansion in the
near future. He would not fevor a change in the discount rate at this
time,

Mr. lLeedy said that availeble Tenth District rtatistlcs Indi-
cated trends quite similsr to naticnel trends. Prospecie for the winter
vheet crop continued to be good despife the severe winter weather; in
most parts of the District the condition of the wvheat was reported from
good to excellent. As of the first of April, the Department of Agriculture
anticipeted that the wheat output of the District this year would be
epproximately the ssme 28 last year.

With respect to policy, Mr Leedy expressed the view that the
Cormittes had not started too soon !n making additions to reserves.

Weighing the substantisl mumber of favorable indicators egeinat the
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unfavoratle oOnes, 1t seemed to him that some further active participa-
tion by the System in the direction of making reserves sveilable for
needed expansgion was & proper course to follow, While he would not
want Y0 do snything dramstic in that direction, he felt that the course
the Cormittee had embarked upon should be continued, with net borrowed
regserves trending dowvnward.

Mr, Leedy noted that the existing discount rate was fixed at 2
time when the System was sggressively attempting to exert restraint, and
that such & policy was not called for at present. In view of the action
taken with respect to providing reserves, it did not seem to him that
the discount rate level was gquite spproprizte; he thought this wes in-
dicated by events in the past few weeks, ‘Therefore, he would favor a
reduction in the discount rate of 1/2 point &s goon &8 that could be
done in the light of the Tressury financing. In this connectlon, he
noted that a number of the Reserve Banks would have meetings of their
directors on the second Thursdey of this month, after vhich there would
be no other regular meetings until the seme time in June, too late to
do the kind of thing that he thought was required quite promptly. Since
a rate reduction wes involved, rather than an incresse, he assumed that
the period of equilibrium called for by the Treesury financing might be
ghorter then would otherwise be the case, He thought there wes & mini-
mm of danger thet s rate reduction would be regarded 28 refiecting an
gdverse sppraissl of the economy becsuse short-tem rates on Government

securities had declined so sharply and were now so far out of line with
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the discount rate. The suggestion of Mr. Johns regarding the directive
appealed to him, and its edoption would bte in line with the kind of
program that he (Mr. Leedy) hed indicated he would favor.

Mr. Allen reported tha%t unemployment compensation claims for
the first three weeks of April were substantially higher in Iowa,
Wisconsin, and Michigan then last yeer, The cutback in automotive
employnent had begun to result in layoffs rather then merely a reduc-
tion in hours of vork, Recently, leyoffs had been reported elso in
farm méachinery, construction machinery, and household appliences.

The optimism in Detroit that he reported three weeks &8go con-
tinued to prevail, Mr. Allen sald. The dally ssles rate for the last
ten-day period of April was belleved to have exceeded 23,500, vhich
would mean sales of 580,000 in April. Production in April probably
egualed 580,000 so inventories undoubtedly remained ebove 1,000,000
units. Manufecturers prefer, of course, to continue to produce at a
steady, high rate because of the economies involved, end at the seme
time the improved sales made them disposed to gamble thet sales in the
weeks ahead would sccomplish the duml task of covering current produc-
tion and reducing the high inventories.

In steel, the operating rate in mid-April wes just under 80 per
cent for the nation, wherems it was B5 per cent in the Chicago area.
The rete in Detroit had been erratic but generally well above the

national eversge. Department store seles in the Seventh Distriet were
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strong, with the year-to-date improvement sbout the seme as reported
Tor the nation.

Chicago money market banks had recovered the deposits lost over
the April 1 tex date, and their reserve position had improved markedly
since & month ago. However, they were still brorrowing, at the discount
window and in the Federal funds market, this bteing ettributable largely
to participation in recent Treasury finencing operations.

Mr. Allen comented thet he 1iked the phrese "lean agasinset the
wind.” Right now, however, it 41d not seem that there was much, if any,
wind. Recent developments, perticularly the strength of reteil 4rade
in March ang April, seemed to have dispelled the concern that a reces.
sion might bte in process or imminent. However, most forecasis indicated
that the riese In sggregate demend in the months shead would not be
sufficient to press upon the avallasble supply of lsbor snd productive
feeilitiea. As he saw 14, business waa geocd but was running ascared,
which wes not a bad way for it to be,

For the moment, thersfore, Mr, Allen felt that there wves little
peint in lemning either wey and that the Syster could pursue a neutral
course, On that besis he would not object to seeking & zero position
on reserves, neither net borrowed nor net free. He would not favor &
change in the discount rate at this time. Quite aside from the current
Treasury finaneing, which argued for an even-keel position for the next
few weeks, he 414 not think other fectors were such that he eould

support & lower rate now, Three weeks hence could be another story. He
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felt the same way on the policy directive; for the reasons stated by
Mr. Robertson, he would continue to include the phrase "while guarding
sgainst excessive credit expansion.®

Mr. Deming said there were two points about the Ninth District
that might be noted. First, there wue optimism in the fare aress of the
Dakotas and Montana ebout crop prospects, meinly because of favoreble
moisture and planting conditions. Second, the District might be witness-
ing the ending of an wnusually deep sessonal deposit decline. Country
bank deposits and city correspondent balences had increased in the past
two or three weeks. The banks were still pressed hard for liquidity,
however, Relative to a year ago, their loans were up $250 million. In
effect, they had financed this loan increase by &n equivalent liquida-
tion of Govermment and other gecurities, and at the same time they had
had to accommodate themselves to a $250 million deposit loss.

At the national level, Mr. Peming said, the general econcmic
pleture, as he saw it, was not particularly impressive or depreessive.
Mr. Bryen's characterization of the economy 28 not expanding at an
unsustainable rate expressed his own feeling very well., Thus, he saw
no reason to teke any drastic action to chsnge policy. At the same time,
he saw no denger in following & mildly essier policy with respect to
benk reserves, perhaps aiming at & zero level for net borrowed reserves,
as suggested by Mr. Allen. He would prefer to wait on any discount rate

change, and he would not chenge the directive at this time,
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Mr. Mangels reported that developments in the Twelfth Distriet
were rather mixed. Pmployment increased in March by e fractiom of one
Per cent, moatly in the food processing plants, but unemployment slso
vag up & fraction of one per cent, reflecting reductiocn of personnel at
aircraft plants offset to some degree, in California, by increased
employment at electronic plants. In the first three weeks of Aprii,
steel production was at Th per cent of capscity sgainst 80 per cent
for March. Some steel companies had reduced prices on certain {tems,
with discounis running as high as 11 per cent on items subject to in.
tensive foreign competition., Totel construction was up, with sl of
the increase in the nonresidential category. In the first quarter of
19%9, residentirl vacancies in the West increased to 9.7 per cent com-
pared with a rate of 8.3 per cent in the fourth quarter of 1959. Aftar
meking eliowance for the later Easter, department store zzles for the
year to date were about even with lest year; sales for the four weeks
ended April 23, uaadjusted, were up & per cent from the same periocd m
year sgo. Automobile smles in Callfornia were 12 per cent over a year
ago In March, end the improvement was continuing in April, Reporis were
heard thet sales of compact cars and expensive cars were strong, while
the intermediate-price models were a drug on the market,

Mr. Mangels went on to ssy thet Twelfth District benks increesed
their holdings of Government securities by $300 million in the three-week

period ended April 20, and that loans increesed sbout $265 million in



5/3/60 -31.

the same pericd, with increeses in all classifications except real
estate loans. Demand deposits were up more than $500 million from
March 30, and time deposits showed & modest ilncresse, but savings
deposits declined about $34 million. Bankers, particularly those
repregenting the larger banks, were quite eoncerned sbout the continued
loss of savings deposits and expressed the view that they eould not
recover the deposits they had lost, or halt the continued decline,
unless something wes done ebout the maximum permissible rate of intereet.
Borrowings fram the Regerve Bank were gcattered and on a nominal bhasis,
while District benks were net zellers of Federal funds.

With respect to policy, Mr., Mengels cbserved that apparently
1ittle could be done in the next week or two in view of the Tressury
financing. He noted that net borrowed reserves aversged $82 million for
the lemtest statement week, and his ineclination would e not to go above
thet figure. In fact, 1f it were feasible and practicable, he womld
be inclined to go lower, perhaps even t0 a Zero basis. He sew no harm
in going lower at this time for there seemed to be no steam in the
voiler at present. The growth of retail sales had been small, the
decline in steel production was rather extensive, the eteel industry 4id
not seem to expect sny mejor change in that situation, and there hed
teen &n increase in unemployment. Reports were seen In the press of
layoffs in menufacturing establishments and, although those reporis

vere scattered, they might be indicative of a trend. In the Twelfth
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Distriet, price-cutting with reepect to autos, home appliances, and
other commodities had been cbserved. Generally epesking, business had
been good thus far, but there vas considerable concern sbout what the
rest of the year was going to bring and it was not unususl to be asked
whether the country was heading toward reeession. With that as back-
ground, it sppeared to him that the System could afford to be somevhat
on the easler side without demsge to the economy, and the dlrective
seemed broed encugh to permmit such a course,

Mr, Mangels felt that perhaps it would not be sppropriate to
make & change in the directive todey, snd he had the same feeling with
regard to the discount rate. The next meeting of the San Franciseo
directors was to be held on Thursday, May 5, anrd the directors then
would not meet again until the first Thursdsy in June. At pregent, 1t
wag his thought to recommend 10 the directors that no chenge be made in
the discount rate,

Mr. Irons stated that conditions in the Eleventh Distirict were
quite satisfectory and that the major factors had not shown much change,
Department store trade moved up sherply in the past month and the totals
were running & 1ittle ahead of last year on & cumulative basis. Nonfarm
employment hed increased sbout seasonally, while unemployment had de-
ereased in about seasonel proportions. Construction esctivity hed moved
upvard during the past three weeks, with residential construction
accounting for a good part of the gainj the greatest strength in con-

struction activity sppeared to have shifted from the Dalles area %0 the
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Houston area. The petroleum situation continued unchanged; allicwables
vere dropped back to eight days for the current month and probadly would
continue on thet basis, However, there were no signs of great despair
in the industry, which recognized that it had a problem and was facing
up to it., Some incresse was noted in drilling activity within the
rast month. The industriel production index for the District was down
& point due to© the petroleum situmtion. With good weather prevailing
recently, the agricultural sectors of the Dietriet were encoursged.
WVhile cash farm income was about & per cent under a year pgo, the ovie
look for current erops was good.

On the basis of recent vieits with benkers and others around the
District, Mr, Irons said that on the whole conditions eppeared to ve
generally satisfactory. There wes no secse of boam or surging activity,
but he got no feeling of pessimism. On the Tinenciaml side, there had
been ineresses in total bank loans, business loens, and consumer loans
over the past three weeks, The banks had added to their investments
in connection with their perticipation in Treagury financing., Deposits
had turned upward end showed a sizable incresse in the past three waeks.
City benks indicated that they were still loened up, that lcen demend
was strong, and that they were being selective in granting credit.
Borrowing from the Reserve Bank had increased somevhat and was in sbout
the usuml percentage reletionship to the System total. TFederal funds
vere being used In substential smowunt, mostly by e few of the larger

benks with high loan.deposit retios end no bills to sell.
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With regard to the national picture, Mr, Irons indicated that
he leaned toward the vievs expressed by Mr. Robertson. Scme of the
current developmente in the economie field sppeared 40 be in the nature
of inevitable adjustments, and the economy might be getting on a
sounder foundation than if the earlier rate of expensicn had continued
longer. In steel and mutos, for example, it could not bs expectad that
there would be additions to inventories at the earlier rates over & very
long period of time. 1In fact, the ecomomy might be moving towvard the
growth and stebility that the System had been seeking rather than the
other type of development ithat appesred earlier to be in proapect.

While he 414 not foresee a surge upward, neither 4id he see points of
banic weakness that were likely to lead to serious economic difficulties,
In these circumstances, while he sew no need for grester restraint, he
sew no need for greater esse,

Mr. Irons indicated that he would not favor a change in the
digcount rate st this time. The rete was only out of line with the bill
rate, snd 1T the System elways tried to keep the discount rate in line
vith the pill rate it would be likely to heve trouble. If cne locked
at other short-term rates, quite s good alignment was found. In this
connection, Mr, Irons said that he hsd usually thought of the Treasury
bill as & bank instrument offering an elternative approach to the dis-
count window. Now, however, the ©till vas hardly a benk instrument; he
had noticed recently that less thar 10 per cent of the cutstanding

9l-day t1lls were owned by banks, This raleed some question as to the
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significance of the discount rate being out of line with the bill rate
at the moment.

Mr, Irons also said he would not favor a change in the directive,
although he did not particularly like the vording that related to guerd-
ing egainst excessive credit expansion. With the Treasury in the
market and the economic situation as he saw it, he would fevor continuing
the existing open market policy. He would not set any particulsr goals
for the Account, but he would instruet the Desk to come as near to the
conditions of the past three weeks s 1t could,

Mr, Erickson said that the si‘tuation in the Firat District
differed only slightly from the national picture. Nonferm employment
wag up in Maerch, but cnly to the same extent eas nationally; on the other
hand, insured unemployment wes up a fraction of cne per cent for the
most recent week., This wes the Becond week this year that the figure
was higher then a year ago., Construction contracts showed en increese
of 2 per cent in March, due primarily +to nonresidentlal construction
being up materislly. For the year to date, comstruction contracts were
6 per cent below & year ago, March was the firast month when residentiel
contracts were dovn in comparison with last year, end for the first
three months of the year they were up 9 per cent, Department store
gales reflected very good Easter business and were continuing satis-
factorily, while auto sales also were favorable, District banks
continued to purchase Federal funds om balance, end borrowings at the

discount windov in April averaged just under $25 million, or between
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2 and 3 per cent of the System total. A survey of capital expenditures
conducted in c¢ollaboration with the McGrew-Hill survey indicated that
District manufacturers expected to make total expenditures of $63h
million in 1960, which would represent an increase of 12 per cent from
1959. Dursble goods menufecturers expected to spend 22 per cent more
than last yeer, snd mepufacturers of nondursbles expected to spend 3 per
cent more,

As 40 policy, Mr. Erickson seid he wished to associate himself
with the view expressed Yy Mesers. Robertson and Irons thet the System
should continue to maintain a neutral position. He would favor postponing
any action on the discount rate or the directive at lesst until the next
meeting of the Committee, With respect to open market operetions for the
next three weeks, he would give the Desk the same instruction as at the
April 22 meeting.

Mr. Szymczak commented favorably with regard to open market
cperations during the past three weeks and expressed the view that a
significant contribution had been made by the presentatlone of Messra.
Johns and Brysn, He went on to sey that although he would favor supply-
ing some additional reserves to the banking system in such fashion as
to bring the level of net borrowed reserves to $100 million or belovw--
down to zero if necessary--he would not suggest thet this be done
quickly. Obviocusly, there was not the exuberance in the economy that
vas snticipated earlier. However, this was only the first week of the

second month of the second quarter of the year, snd the Treasury was
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novw in the market. Therefore, he would be inclined to move slowly.

He would not favor chenging the discount rate or the directive at thias
time,

Mr. Balderston said that elthough he considered the deseription
of the state of the economy given by Mr. Bryan an excellent one, he had
come to the pame general conclusions as expressed by Messrs. Leach and
Allen with respect to policy. Continuing, he Observed that projections
for plant end equipment expenditures included a contemplated 70 per cent
increase in expenditures for equipment. Thie would tend to accentuate
the problem of unemployment end st the seme time productive capacity,
novw excessive, would be expanded somewhat. On the other hend, there
would be the beneficial result that the adequacy of supplies would
diminish the inducement to build up inventories Tor protective reasons.
Also, excess capacity would provide a brake on increases in the prices
of tangible goods, When he locked at services and unemployment jointly,
he was concerned about what might lie ashead during the next few years.
Prices of services doubtleasly would continue to rise, while unemploy-
ment had not receded to the extent that one might have hoped at thls
stage of cyclical expansicn. Ahead, therefore, might lie what had been
referred to as the dilemma of centrasl benking: rising prices of servicea
and rising unemployment.

Mr. Balderston indiceted that he would favor a change in the
directive such as Mr, Johne had euggested. The monetary policy that he
would favor might te described ag one of reluctant ease, the implementa-

tion of vhich would embrace continuation of the present discount rate.
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If the Treasury bill rate remeined considersbly below the discount rate,
the differential would, of course, induce banks to sell Government
Becurities, to the extent that they hed such securities in their port-
follios, and to operate in the Federsl funds market. Such a tendency
would not seem inappropriate to him beceuse it would tend to relieve
the pressure on the discount window, It would call, however, for open
market mction in the direction of & net borrowed reserve target of zero,
In swmary, as long as the discount rate wes ebove the bill rate and as
long e&s there was no real evidence of & change in the ective money
supply, he felt that the Committee should move toward & lower level of
net borroved reserves. He would rather place the stress on open market
operations than force increeased use of the discount window,

Chairman Martin eald that upon reresding the minutes of the Open
Market Committee beginning with October 1959, he found them interesting
and encouraging. In the paat several months, &5 noted in the minutes,
he had from time to time expressed en optimism that he certainly 4id
not feel a year ago, for at that time he 4id not see the snswers to a
nunber of problems. He now e&w answers to scme of the problems in the
rinsncial field end & reesoneble expectancy &s to their solution.
Federal Reserve policy, he felt, had been #bout right.

At the present time, Chairmen Martin commented, the System ought
to be struggling for stebility. While he did not feel that anyone could
Jnow what the economy was going to do, he sev reeson for optimism, Some

concerns were in finaneiel trouble in the midst of good business, as 1is
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alvaye true in s period comperable to the present. Some concerns had
Overexpanded, for exsmple, and financing hed not yet been found. By
and large, however, the economy seemed quite solid.

The Chairmen noted thet Mr. Mills hed for some time raised gues-
tions sbout the level of regerves. He (Chairmen Martin) alsoc hed had
some question on this point since the turn of the year. After commenting
on the difficully he experienced in understending the money supply, the
Chairman said that &t the present time he saw no reeson why the System
should not be supplying more reserves to the market, adding that in ssy-
irg this he had in mind the longer trend. He would dissgree with Mr.
Treiter®s enalysis cnly to the extent thet he (Chairman Martin) felt
that the System should be resolving doubis on the side of esse, As he
sew it, nothing hed changed in the psst six weeks to cause the System to
resolve dcubts on the side of tightness, There hed been 8 long period
of decline in the money supply and at the same time a real chenge in the
exubersnce of the econcmy. Thus, a8ll of the 0dds seemed to be in favor
of supplying more reserves.

The Chairman said he felt strongly that it would be a mistake
to change the discount rate at this time. A chenge in the rate would
be & drematic overt mction indiceting to many pecple that the System had
made up its mind thet a tesic change in the econamy had occurred. Per-
gonally, be ves not ready for that.

With regerd to the question that had teen reised regarding the

direective, the Chelrncn indicated that he did not congider the mstter
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terribly important cme way or the other end that much depended on how
one read the langusge of the directive. It could be said that the
System alweye guards sgeinst excessive credit expeneion, end 1t could be
that unsound credit expsnsion would develop in the future, In this con-
nection, he pointed out that the directive is not mede publie until
published in the Annual Report of the Boerd of Governors. Although he
had argued at times on both sides of the question, basically he aiad

not think that the langusge of the directive wes terribly important
unless the Committee was making & basic change in policy.

Chairmen Martin expressed the view that the most recent Treasury
fTinancing had been well handled. He went on to comment that Treasury
activities had for scme time been complementary, 1f not supplementary,
to monetary and credit policyi debt management policy and monetary policy
had been worklng closely together.

The Chairmen smid that he would like to see in the next three
weeke a general spproach on net borrovwed reserves of trending toward
the zero level., With the start provided by ¥r. Bryan, stedies wers in
progress with & view to the posaibility of developing a tetter concept
than net borrowed reserveg, and it was hoped thet mdditional material
would be evaileble before too long as the result of work at the Board
and elsewhere. Using the net torrowed reserve iarget, however, it seemed
to him that e trerd toward gero would be in order at the present time,

In his judgment, thet would not call for eny change in the direetive or
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the discount rate. There would be another meeting of the Committee om
Mey 2L, and things might then be clearer; at that tine, the thinking
might be In terms of changing the discount rate asnd smending Federal
Reserve policy. However, it seemed to him that sny such action would be
premeture at the present time end that the System should teke all the
time it could to Pte sure that System policy was adjusting itself, What
impressed him was the gradusl evolution of thinking on the part of the
Committee that hed taken place. From January 12 to the present date,
there had been & steady evelution of Federal Regerve policy largely
molded by the econcmy itself, end this had been e sgetisfactory wey for
things to develop. However, there was enough uncertainty in the econocmy
today eo that it would not seem premsture to supply some additional re-
serves to the market, and there would be 1ittle likellhood of generating

any real speculative enthusiaesm by supplying reservee in a modest way.

Chairmen Martin noted that some differences had been expressed
during the discussion today, which was & heslthy situation. Within the
Commitiee there appeared to bte a slight majority in favor of continuing
the present directive without change, vhile a large majority favored s
decreasge in the level of net borrowed reserves esnd no change in the dis.
count rate, If anyone wished to record a vote, that would be in order,
but it seemed to him thaet the general discusslon hed fairly well evolved

into a satlsfactory guide for policy without enyone having to teke a

strong stard.
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Continuing, the Chairmen said that his approach to the relation-
ehip between the discount rate and the bill rate ves similer to thet
stated by Mr. Irons. The fact that there were now three-month bills
and six-month bills in the picture had changed the situstion a 1little.
Generelly spesking, it occurred to him that it would be well for ithe
System to stay steady in the beat until it vas absolutely certain that
e wind was blowing. Thise point had been brought cut well by Mr. Allen.
He (the Chairmen) 4id not kmow where the wind was &t the moment, but
the regerve position wes such that the odds seemed to favor what he
understood to be the view of the majority; namely, that the trend of
net rorroved reserves should te toward zero. If the reserves were
not used, the Comittee could quickly reverse itself, whereas a chenge
in the discount rate could not te reversed quickly., In summary, he would
nmeintain maximm flexibility at the present time, yet be moving in line
with the way that the economy had developed.

The Cheirman then seid that unless somecne wanted to record a
vote he would faver accepting as the consensus of the Committee until
the next meeting moving in the direction of lower net borrowed reserves.
While it wee not too desirsble to specify figures, he would favor
trending toward zero with the understanding that this did not meen that
the Desk had to get there in three weeks or anything like that. As to
the policy directive, he understood it to be the consensus thst there
should be no chenge at this time, The discount rate is not the gubject

of decision at Open Market Coumittee meetings, but it eppeared that the
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majority view clearly was agsinst sction on the discount rate before

the next meeting of the Committee., He did not know what the Board

of Governors would do if sny Regerve Bank should come in with a chenge

in the discount rate, and he did not want to deter eny Banks from

doing so if they desired; if thie heppened, the responsibility would

be on the Board of Governors. However, he wished to express himself

perscnally as questioning very much whether the Board of Govemors

ghould espprove a chenge in the discount rate in the nsar future,
Chalrman Martin then asked whether there were eny further

comments, and none were heard., Accordingly, he stated that the directive

would be approved in its present form &nd that the comnerts of individual

persone would, of course, be included in the minutes,

Thereupon, upon motion duly made
and seconded, the Committee voted unani-
mously to direct the Federal Reserve Benk
of New York until otherwise directed by
the Committee:

(1} To meke such purchases, sales, or exchanges (including
replacement of maturing securities, and allowing meturities to
run off without replecement) for the System Open Market Account
in the open market or, in the case of maturing securities, by
direct exchenge with the Tressury, 28 mey be necessary In the
light of current and prospective economlc conditions and the
general credit situation .of the country, with a viev {a) to
relating the supply of funds in the market to the needs of
cormerce and business, (b) to fostering sustaineble growth in
economic metivity end employment while guarding againat exces-
sive credit expansion, and (c) to the prectical edministration
of the Account} provided that the sggregate emount of securitles
held in the System Acecunt (including cormitments for the pur-
chece or gale of securities for the Account) at the close of
this date, other then speciel short-term certificates of indebied-
ness purchased frcz time to time for the temporary sceczmodation
of the Treacury, shell not be increesed or decreased by more than

$1 rillion;
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(21 To purchase direect from the Tremsury for the sccount of
the Fedéral Reserve Bank of New York (with discretion, in cases
vhere {t seems desirsble, to 1ssue participations to one or more
Federal Reserve Banks) such emounts of special short-term certif-
icetes of indebiedness se may be necessary from time to time for
the temporary accommodation of the Treasuryj provided that the
totel amount of such certificates held et any one time by the
Federal Reserve Banks shall not exceed In the sggregate $500
million,

Cheirman Martin then referred to the action teken by the Federal
Open Market Committee at its meeting on April 12, 1960, euthorizing the
ecquisition, in the period vetween thet dute and the next Committee meet-
ing, of up to $150 millicn of one-year Tressury bills meturing July 15,
1969, either by outright purchase or by swapping other Treasury bhills,

The activities of the Desk under this suthorization, which
resulted in the mcquisition of $10 million of July 15 bills agsinst
swaps or offsetting sales of & like amount of other Dills, were reported
in detail in a memorendum dated May 2, 1960, from Assistent Vice President
Larkin of the Federal Reserve Bank of New York., The memorandum wvas
distributed to the Commitiee prior to this meeting with 8 transmittal
memorendum from Mr. Rouge of the seme dete. Coples of both have been
placed in the files of the Committee.

Chairmen Martin mede the comment that he considered Mr. lurkin®s
memorandum &n excellent summary of developments, following vhich Mr.
Treiter said that in the opinion of the New York Bank the experience
under the euthorizstion given by the Comnmittee on April 12 had been

gatiefactory end continuation of the authorizetion would be warranted.
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It was noted at this point that some of the members of the
Committee had not yet hed an opportunity to review Mr. Larkin®s
memorandum fully. Accordingly, Mr, Rouse presented a rather detailed
statement of developments under the Committee euthoritization, his
coments being based largely on the memorsndum that hsd been distributed.
Mr. Rouge alsc saild that it had been obvicus to ell concerned that there
vere swaps involved in the transactiona undertaken pursuant to the
authorizstion, but that, es far es he knew, there had been no coument
at all in the market, The transactionz had all been eccomplighed at
merket prices and without any merket repercussions having come to his
attentlion.

Chairman Mertin eaid that he had heard of no repercussions in
the market. He went on to say that simce an experiment wes involved,
he would suggest the preparation end distribvution of another report rlong
the lines of Mr, Larkin's memorendum if the April 12 euthorizetion should
be renewed., He then proposed that the April 12 euthorizetion be reneved
for enother three weeks from this date, sdding that by that time the Com-
mittee should be sble to view the experiment in & better perspective,

Mr. Robertson seid he would like to be recorded as voting against
reneval of the authorization, for ressons of principle that he had ex-
pressed at the meeting on April 12 with regard to swap transactions.

He sdded, however, that in his opinion the Desk had done a good Job in

tresding lightly and carefully in this fleld vhich involved sn experiment.
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Thereupon, with Mr. Robertson dissenting,
it was egreed to renew until the next meeting
of the Open Merket Committee the suthorization
given at the meeting on April 12, 1960, to
acquire for the System Open Market Account,
either by outright purchases or by swaps of
other bills, up to $150 million of cne-year
Tressury bills maturing July 15, 1960.

Cheirmen Mertin then referred to a letter from Under Secretary of
the Treasury Baird dated April 13, 1960, requesting the views of the Open
Market Committee on en enclosed draft of circular under which refunding
securitles would be offered for eilther cash or maturing securities but
no speclel subscription privilege would attach to the maturing securi-
ties. In the event of oversubscription, there wculd be allotments. Al-
though it wes not s0 stated in the proposed circular, the Under Secre-
tary%s letter stated that the Treesury contemplated thaet subscriptions
from the Federal Reserve System, Govermment Iinvestment accounts, snd all
subseriptions up to & minimum emount would te allotted in full. In sub-
sequent discussions, the Under Secretary had indicated that it wes the
intention of the Treasury to allot in full all subscriptions, irrespective
of esmount, made by certain other subscribers who would constitute a
substantial group, including, for example, State and local governments,
forelgn governments, foreign centrel benks, internaticnel institutions,
and publicly admi.istered pension funds.

A dreft of reply and a revised draft had been distribvuted to the
members of the Committee prior to this meeting. With the first draft

there was 8lso distributed a memorendum dated April 15, 1960, from the
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General Counsel of the Open Market Committee expressing the view that
acquisitions by the Federal Reserve Benks pursuant to sparrangement such
88 described by the Under Secretery would not be subject to the 35
P1lion limitation contained in section 14(b) of the Federal Reserve
Act, vhich atates that "the sggregate amount ...0f obligationg*acquired
directly from the United States which is held st any one time by the
twelve Federel Reserve banks shall not exceed $5,000,000,000.% The
révised dreft of reply indleated that the Open Market Committee hed
reached such & conclusion and thet furthermore, since it was contemplated
that a substentisl group of other investors would e eligible to refund
ocn the ssme basis as the Federal Reserve Banks, the objection indicated
by the Committee t0 a somevhat similar proposel of the Tressury in 1958
did not =pply. (In 1958 the Committee had strongly questioned the
edviseblility of a debt mansgement move that would dlstingulsh in eny wey
between the securities held by the Federal Reserve Banke end the securities
held by other investors.) The proposed reply would eonclude with the
statement that, subject to usual gquestions regarding monetery and credit
policy end the terms eventuelly set for the refunding security, the
Federal Reserve Banks would be prepared to conelder refunding some or
811 of their meturing securities under such & propossal.

In reply to & question by Chairmsn Martin as to whether there
were ccrments on the matter, Mr. Treiver suggested certeln chenges in the
reviged draft of reply to the Under Secretsry end stated reesons In sup-

port of those suggestions.

¥ Goould read: exount of ... obligations
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There teing no further comments, it wes
agreed unanimously thet & letter in the form
of the revised draft distributed vnder date
of April 26, 1960, as modified to take into
account the suggestions of Mr. Treiver, should
be sent to the Under Secretary of the Treasury
in reply to his letter of April 13, 1960.

Secretary®s Note: The letter sent over the
signature of Chairman Martin to the Under
Secretary on May 6, 1960, pursuent to this
action was as Tollows:

Your letter of April 13, 1960, requests the views of the
Federal Open Market Committee on en enclosed circular under which
refunding securities would ve offered for either cash or maturing
gecurities, but no special subvscription privilege would ettach to
maturing securities. In the event of over-subseription, there
would be allotments. Your letter elso states that you contemplate
that subscriptions from the Federal Reserve System, Government
investment sccounts, esnd 811 subscriptions up to & minimum amoumt
would te gllotted in full., In subsequent oral discussions you
indiceted that it is the intention of the Tressury to allot in
full ell subscriptions, irrespective of the ammount, made by certain
other subscribers vwho would constitute s substmntial group, inelud-
ing, for exemple, State snd local governments, foreign governments,
foreign central banks, international instlituticms, and publicly
administered penelon funds.

Presumably the Treassury circuler would stete that all sub-
seriptions by such a group would te sllotted in full; it seems to
the Committee that 1t is important that the market be so informed
in order to be sble to evaluaste the offering snd the prospects of
allotments to others.

The question arises whether, under such a refunding offer,
the Federaml Reserve accuisitions of the refunding securities in
exchange for the meturing securities would be "acquired directly
from the United States™ within the purview of section 14(b) of
the Federsl Reserve Act, which provides that "the aggregate
emount ,.. of obligestions* sequired directly from the United
States which is held at any one time by the twelve Federal Re-
gerve banks shall not exceed $5,000,000,000."

A substentially similer propcsal waes presented by the
Treasury for the Committeets considerstion In early Octover 1958,
In & letter dated October 21, 1958, the Committee itook the position
that accuisitions by the Reserve Banks pursuent to such & refunding
arrengement would not constitute e direct scquisition from the
United States within the meaning of section 14(b).

* Should reaid: emount of ... obligations
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Althovgh the Comnittee®s letter did not sc state, the
Committee stromgly questioned the advisability of a debt
manegement move that would distinguish in any way between the
securities held by the Federal Reserve Banks snd the securities held
by other investors, end with your letter of Octcber 24, 1958, you
suggested a modified proposel under which there would be no
difference in eny respect in the treatment accorded the Federal
Reserve System as compared with sny other investor. To thet
proposal, the Comuittee responded that it had econcluded that
ecquisitions by the Reserve Banks pursuent to such a refunding
would not be eubject to the $5 billion 1imit stated in section 14(Db)
of the Federal Reserve Act snd that, subject, of course, to ususl
questions regarding monetary end credit policy end the terms
eventuelly set for the refunding security, the Federal Reserve
Banks would e prepared to consider refunding some or all of their
maturing securities under such a proposel.

The Committee heés reviewed the proposal in your letter of
April 13, 1960, as modified by your oral statement referred to sbove,
and has concluded that, like the arrangements proposed in October of
1958, mcquisitions by the Federcl Reserve Banks pursuant to such &
refunding would not be subject to the $5 billion 1imit stated in
section 14(b) of the Federal Reserve Act. Furthermore, since 1t is
contemplated thet a substantisl group of other investors would be
eligivle to refund on the seme basie as the Federal Reserve Banks,
the objection to the first proposal made in 1958 would not seem to
apply. (It is assumed that the circular would contain an sppropriate
statement regerding the subscriptions to be allotted in full.)
Accordingly, subject to usuasl questions regarding monetary and credlt
policy and the terms eventually set for the refunding security, the
Federal Reserve Banks would be prepered to conelder refunding some or
all of thelr maturing securities under such & proposal.

It was sgreed that the next meeting of the Federal Open Market
Committee would be held on Tuesday, May 2k, 1960.

At the request of the Chairman, Mr, Young commented on develop-
ments in connectiocn with the statisticsl progrem on the Government securi-
ties market. He reported that the program was moving ahead satisfectorily
in termg of the planning of schedules and relations with the dealers, and
it was intended to request the deslers to begin reporting on May 20, 1960,

However, one problem had arisen. One dealer {Aubrey G. Lanston and Co.)
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had raised questions sbout the access of the Desk to the individusal
desler reports that were 4o be submitted to the newly-organized Market
Statistics Department of the New York Reserve Bank. These questions
having been raised, it seemed desirable to advise the desler candidly
88 to the pertinent provisions of the plan. Therefore, it wvas stated
thet the individusl desler reports would not ususlly be availeble to
the Desk, but that (1) in the extension of repurchese sgreements the
Desk could cell for and obtaip from the Market Ststiatica Depeartment
certain figures that would be helpful from the stardpoint of the extension
of ecredit, (2) in the event of the declaration of a disorderly market
the Mansger of the Account would have full sccess to individual dealer
reporte until the sltumtion was corrected, {2) to provide against con-
tingencies the Derk could seek permission from the President of the
Federal Reserve Benk of New York to have smccess to dealer reports, =nd
such permission could be granted in certain eircumstances. A fourth
provision of the plan, namely, thet the Tressury might request complla-
ticns of individual demler reports that would be helpful in appraising
underwriting experience over & past period, had not been mentioned %o
the desler because that provision was not pertinent to his inquiry.

Mr. Young went on to s&y that the dealer later expressed the view
that by end large the statistical program wes good gnd that the firm would
be glad to cooperate, but that in view of the provision for accegs of the
Deck to dcaler reports in the event of contingencies the dealer had

reservations end, unless scmething was done in that respect, would heve
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to decline to participate in the program. However, the desler suggested
exploration of a possitle compromise with those concerned, namely, that
this dealer and other dealers would te informed promptly on each
octcasion in which contingeney sccess was granted. If such assurance
were given, the dealer indicated that his firm would go slong with the
progrem. Mr. Young sdded that the Treasury and the New York Regerve
Bank had been kept informed of developments.

It wag indiceted that efforts would be continued to wvork out a
solution to the problem that Mr. Young had deseribed.

The Chairmen then referred to commenis at the April 12 Comaittee
meeting regerding the likelihcod of heerings by a Subcommittee of the
House Banking and Currency Cormitiee on one of several bills pertsining
10 the Feders)l Reserve System that had teen introduced by Congressman
Patman, and to the gubsequent development, reported to the Reserve Bank
Presidents, concerning a change of plens under which the Subcommittee
had indicated that the heasrings would relate to a different bill,

{H. R. 8516), also introduced by Mr. Patman, The Chairmen stated that
the Presidents would be kept sdvised as additionel information regarding
the hearings became avallable.

The meeting then adjourned.

Lutid Q. Q/aw(
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