A meeting of the Federal Open Market Coxmittee was held in the

officea of the Board of Governors of the Federal Reserve System in

Weshington on Tuesday, May 24, 1960, at 10:00 a.m.
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cn queations that had been raised by Aubrey G. Lanston and Company, Inc.,
regarding thet firmts participation in the Treasury-Federsl Reserve program
of Government securlty market statistics.
of the aveilable members of the Committee, &8 Indiested by sdvices trans.
mitted to the Secretary upon distribution of a draft, the following letter

was sent to the President of Lanston and Company on Mgy 17, 1960, over the

-2

Messars. Willis and Anderson, Economic Advisers
of the Federal Reserve Banke of Boston and
Philadelphla, respectively

Mr. Coldwell, Director of Research, Federal
Reserve Bank of Dallas

Megsrs. Black, Netzer, and Lynn, Assistant Vice
Presidents of the Federal Reserve Banks of
Richmond, Chicego, end San Francisco,
respectively

Mr. Holmes, Mansger, Securities Department,
Federal Reserve Bank of New York

Mr. Bowsher, Economist, Federsl Reserve Bank of
St. Louis

Upon motion duly made and seccnded,

and by unanimous vote, the minuies of the
meeting of the Federsl Open Market Committee
held on May 3, 1960, were spproved.

At the meeting of the Committee on May 3, 1960, Mr. Young reported

signature of President Hayes of the Federsl Reserve Bank of New York:

"Thig 18 in reply to your letter of May 10 asddressed to

Migs Madeline McWhinney end releting to the Tressury-Federal
Reserve progren of Government security market statistics.
Your letter raised two points of procedure regarding the
hendling of reports of dealers to this Bank.

"Ceoacerning the first point, the major objective of the

new Trercury-Federal Reserve prozrem hes been to develop dats
on the Governrent gecurities corket eppropriete for publie

informatich.

We recognize, however, that prior to leunching s

Thereafter, with the concurrence
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“continuing release of such statistics, some experience in the
processing and interpretation of such data i1s necessary. There-
fore, as expleined in earlier meetings between cur staff and
members Of your firm, we have planned an experimental period
of date collection of severel monthe duration, during which no
statistics would be made public, Following this period of
familiarization, we further plan to contact the dealers again
regaerding problems of publication. At that time we will
gollicit suggestions from each dealer on the content and form
of series to bPe released es well ag seek dealer views om the
time lag between collection and release date. We have never
preposed, however, to make cur publication program in this
ares dependent on the individusl approval of specific deslers
a8 1o the detalls of the sggregate data to be released.

"Concerning your second procedural point relsting to the
exceptional conditions under which individual firm dats will
be avalleble to persons ocutside the Market Statistics Depart-
ment, I understend that Mr. Ralph A. Young of the Board's staff
has mlready talked to Mr. Youngdshl et some length about the
explicit procedures that the Treasury and Federsl Cpen Market
Committee have adopted in order to limit access to individual
firm data to speeclslly asuthorized occasions and persoms. As
Mr. Young indicated, with the excepiion of thz few suzmsry
figures that mey be requested by the Msnager of the Syatem
Open Market Account for indiviéual dealers seeking repurchase
pccommodations st this Bank, avellability of individuel firm
data outside the Market Statistics Department under special
conditions 18 expected to be rare.

*To {1lustrate specifically the type of conditions under
vhich such exceptional release of dats could cecur, I can
perhaps be most helpful by listing the situctions preesented
for the econsiderstion of the Federsl Open Market Committee at
the time 1t aunthorized the new market statistles program:

"l. The Menager of the Open Market Account may have full
access to individual desler reports in & market situation
determined to be disorderly.

"2, In other circumstances of an exceptional nature, the
Market Statistics Department might be directed by the President
of the New York Federal Reserve Bank to meke selected or full
details of individusal deeler reports available to qualified
System officiasls designated for exsmination and study.

%3, In connection with any Treesury fineneing, the Treas-
ury might, on occesicn, request the President of the Federel
Reserve Benk of New York to direct thet special data be
supplied ss to individual dealer holdings of issues epecifl-
celly involved in, or closely related to, the finsncing in
question,
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"It 1s impossible for us to foresee at this time how many
speclal occasions for access to 1ndividual dealer reports might
arise. If any respondent in the program would wish to raise
the question after several months of experience, we foresee no
reason at this time why an answer might not then be supplied.
All instances of access to individusl dealer figures will be
reported to the Federal Open Market Committee and to the
Treasury so that an officiel record will be maintalned.

"I am, naturally, pleased to be informed of your prepare-
tions to cooperate In our program. The expectation of the
Treasury and the Federal Open Market Committee 1s, of course,
that all of the dealers will respond cooperatlively to owr joint
request for the statistical materisl needed to fulfill the
progrem that both agencies are undertaking Jointly, through the
Federal Reserve Bank of New York, in the public interest. Tn
closing, may I assure you that the handling, the processing,
and any exceptional officiael assess to individusl dealer
figures will be protected at all times by the strictest stand-
ards of confidentiality. The program will receive careful
staff review from time to time and substantive or procedursl
chenge. believed to be desirable may be recommended in the
light of such reviews.

"Since these matters are of interest to all reporting
deslers, we are passing the substance of this letter along to
other dealers without mentioning your firm or referring
specifically to the questions which you raised.”

The action taken in sending the fore-
going letter was retified by unanimous vote.

In this connection, Mr. Heyes commented that the Lanston firm had
subsequently informed the New York Reserve Bank that it wvould cooperate
in the statistical progrem. Thus, all of the Government securities dealers
were participating.

Before this meeting there had been distributed to the members of
the Committee a report of open market operations covering the period May 3
through May 18, 1960, and a supplementary report covering the period May 19
through May 23, 1960. Coples of both reports have been placed in the

files of the Committee.



5/24 /60 -5-
Mr. Rouse made the following comments with respect to developments
gince the meeting on May 3, 1960:

As the written report 10 the Committee points ocut, the sta-
tistical reserve position of member banks, whether measured by
total reserves or by net borroved reserves, has been on average
somevhet eagier than it had been in the preceding intervel be-
tween Committee meetings. The money market, on the other hand,
did not reflect this statistically easier position, and Federsl
funds traded almost consigtently at the 4 per cent ceiling, The
ressons for this divergence ere not wholly clear, but it appears
that they center on unusuelly large movements through Treasury
Tex and Losn sccounts in both the pest and the preceding period;
vhich affected temperarily the dlstribution of funds between the
noney market baenks and the country bsnks, There were large calls
on all banks and subseguent hesvy redepogits in "C" banks vhich
were in tumm recalled,

Treasury bill rates fluctuated videly sgain over the pest
three weeks, In the guction on May 16 the three- snd six-month
Tressury bill rates were established at 3.79 end 4.00 per cent,
1/2 per cent higher than in the previous suction. Bill rates
moved sharply downward lest Thuredsy snd Friday to erout 3-1/8
per cent end 3-1/2 per cent on the three- end six-montb bills,
respectively, but bounced back to 3-1/2 and 3-7/8 per cent in
the suction yesterdey. The relative instsbility of our short-
term rate structure hes been & source of increasing perplexity,
end concern, 10 many vankere here and ebroad, and it 18 a
phencrenon to which the Committee mey have to psy increasing
attention. Besically 1t reflectes the fact that the market hes
become dominated by the nonbenks, and the bill rate has, as a
regult, become Increasingly divorced from the reserve positicome
of the benks. Rate moverents in the past period, however, were
in part s reflection of the tense intermetionel situation snd
of the sour reception by the market of the Treesury's amnounce-
ment that it would add $100 million to the six-month bill issue
in the May 16 suction. While adding to the bill offering hes
glveys been considered & rather routine wsy of raieing relatively
small emounts of cash, the deelers felt, in thie cese, that the
Treesury was undermining their positicns st a time when they were
in the process of distributing the new certificates gnd notes
offered in the May refunding cperstion.

The Treesury has no urgent need for additional cesh at the
present time, but would like to build up iis ecach bolance so that
i1t egn enter into the next finencing period, eerly in July, in a
stronger position then 1t did in April. This would indeed be a
desirstle developzent from the Systent®s point of view, since it
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would undoubtedly meke the task of mainteining an even keel dur-
ing Tressury financing operations easier to accomplish, It now
eppears that the Treasury believes it can get by with a $3
billion cesh financing in early July and at the seme time pay

off $0.5 billion of the special July 15, 1960, bills on maturity.
This would meen that the Treasury would offer only $1-1/2 billton
one-year bvllls in July. I should elso report that wvith June free
from normal financing operations, the Treesury is giving serious
thought to vhether it should attempt a partisl advance refunding
of the $11 billion 2-1/2%s of 1961. - Developments in the interna-
tionel situation probably hold the key to the Treasury decisiom,
elthough there are & number of technicel problems to be resolved.
As you kmow, the legislative authority for the System to lend
directly to the Treasury up to $5 billion outstanding at any one
time expires next June 30. Under Secretary Baird asdvimes ua that
the Treasury has requested the Congress to renew this authority.

System operstions in July 15 Tressury bills are fully de-
tailed in the memorandum prepared by Mr. Larkin, snd mailed to
you last Fridey. So far, $91.5 million July 15 bdills have bee=n
purchased under the authorization mede by the Comaittee on April
12, of vhich $48 million were on s swap basis. This brings total
System holdings of July 15 bills to $10L.9 milliom,

I should elso like to call your attention to & slight change
in the regular writtern reports to the Committee., In view of the
groving interest within this group in varicus measurements of
bank reserve positions, we have added data on totael reserves,
borrowings, and nonborrowed reserves to the table describing the
factors affecting bank reserve positions, and their inclusion will
be continued in subsequent reports.

Thereupcn, upon motion duly made
and seconded, end by unanimous vote, the
cpen market transsctions during the period
Mey 3 through Msy 23, 1960, were spproved,
ratified, and confirmed.

Supplementing the staff memorandum distributed under date of May

20, 1960, Mr. Noyes made the following statement with regard to eccmomic

developments?

A large volume and variety of econcmic information has
become aveileble since the lest meeting. At that time the
impressica thaet April would show considersble improvement
over the curteiled levels of March was baced on a few weekly
serles, scce informal reports by businessmen, and an cbvious
chenge in the weather.
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Most of the sdditional information we have supports the
esrlier view. Certainly, retail trade improved substantislly
end the improvement was general ~.extending to both dursbles
and nondurables. Employment increaned, and unemployment dew
clined more then seasonally. With prices of farm and food
products back up to year-ego levels from their low point or
lest fall, spd crop prospects generally excellent, ferm income
should improve as the yeer progresaes.

Cne way to summarize the widespresd nature of the shifts
from March to April is In terms of diffusion indexes for lesd-
ing end coineident indicaters, virtually al) of which increased
in April. On s month-to-month basis, a diffusion index for five
groups of Jeading eeries was sbove 50 per cent in April, after
hovering in the low 30's in Februsry end March. Similarly, the
index for the three roughly coincident groups ves up sbove 70
per cent, from the 4O%'s in the preceding months.

The question, of course, is whether this rather dramatie
improvement from March to April is significant, or vhether 1t
ves due to transgitory factors infiueneing each of these months
in cpposlte directions. The scattered information we heve po
far for Mey suggests that the latter mey well be the case, De-
partment store sales have certeinly reacted from the very high
Jevels of lest month. More importent, perhaps, the stesl rate
has continued to drop off 88 new orders for steel are running
considerenly helow current production. In fect, mev orders in
durable goods manufacturing generally were off somewvhat further
in April. With this weakness in the basie industries, there is
little chance that the index of industrial production will in-
ecreage in May, end ft will take unusuel strength in the none-
dureble sector to even hold the March-April level, Thus, the
everage physical output at factories end mines In the second
quarter will slmozt certeinly be below the first quarter.

If consumption experditures are mainteined st the ratea
indicated for April snd May, there 1s a good chenee that the
gross netional product in the current querter will not show a
decline, snd perheps a small increase. However, the advence
from the came quarter of 1959--a growth of only about b4 per cemt
or less--will be diseppointing for & period in which more vigor-
ous expsnsion wos widely enticipated on cyclicel grounds.

Tn whet I have gaild thus far, I have shetracted from the
econcmie repercussions of the fallure of the Bummit Conference.
Broedly epeeking, these repercussions might be of two types,
First, they might be reflected in a chenged attitude on the
pert of businessmen snd consurers—-a reneval of inflationary
expectaticns, sccompsnied by en scceleration of dursble goods
purcheses, a higher rate of tnventory accumulation, end all of
the other setlens thet ere provoked vy femr of rising prices,
or perhcps even physicel shortsges. Washingtion is a aingnlarly
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unsuitable vantsge point from which to judge whether such s
peychologicel reection has, in fact, occurred; but no evidence
of 1t is epparent.

The second mres 1n which the repercussions of the Summit
fallure might eppear is in the expenditures of the Government
itself. It hes been supgested by & number of cbservers that
intensification of the »1d war, which now appears almost in-
evitable, will leed to en increase in Federal spending end e
less favorable fiscal position than was suggested by the budget
for 1961. At least in the first instsnce, such incresged ex-
penditures would be likely to eppear in the sppropristions for
the defense esgtablishment, for military sssistance, or both.

We hed urdertaken sn anslyeis of recent snd prospective
defense expenditures prior to the scheduled Summit Conference,
in the hope that it might shed some light onm the erratic be-
havior of the economy so far this year, emd for that resson we
have assenbled somewhat more detalled informstion on current and
prospective outlsy® in this erea than would normelly be the case.

This information would eppear to support the officiul posi-
tion taken in recent stetements by the Secretary of Defeznse end
his Depuly thet {the ocuteome of ihe Bummit Conference should not
have an gpprecisble effect on defense spending.

New orders plsced by the Defense Department are scheduled
to incresse considerably in the second quarter, but this is in
line with & well-esteblished seescnsl petiern of defense order-
ing and had probably been anticipated by most suppliers.

The defense budget for 1961 slready involves s substantiel
further shift from menned aircraft to missiles, and providea for
procurement of those uissiles which sre expected t¢ become opera-
tional st rates which constitute the practicasl cspsaelity for
their production in 1960 end 1961. Hence, there would be little
immediate adventsge to be geined from increased sppropriations
for missile procurement. In this connection, it should be
remerbered that while the space progrem has encountered special
difficulties end dissppointments, the military missile program
is proceeding roughly according to schedule, and wltnesses for
the defense estgblishment heve 8]11 testified that it is not
being substentially retarded by lack of current spproprilations.
Defense expenditures for fiscal 1959, fiscal 1960, and the budget
for 1961 sre a1l close to an ennual rate of $41 billion. Thus,
in the ebsence of a general reorlentaticn of the defense program,
it eppears that nilitery expenditures in the period ehead are not
likely to be e positive force in general econcmie developments,
In one cense defense procurczent mey be & depressing factor as
the further shift toward more missiles end prototype bomber
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development, rather than current procurement, will secentuate a
trend thet has been going on since 1957, 1n vhich each dollar of
defenge procurement has represented a smaller and smaller amount
of man-hour employment and conventionsl resource utilizstion.
Unless there is s widespread shift in sttitudes and expectations,
or the stirmulus of incressed military procurement, the prospect
appears to be that we will see operations in many besic indus-
tries for s period at rates well below capacity levels, and more
unempl oyment than hee been associated with high-level amctivity
in previous postwar periods.

There are alweys uncertainties as to the future, snd these
are most pronounced when the economy is showing no signs of
decisive movement in one direction or the other, but, as I heve
tried to bring out in earlier reports, es time pasees without
any unequivocal evidence of an upward thrust and sccompenylng
inflaetionsry pressure, the chences that such a development will
occur are substantislly diminished and the need for a restrictive
monetary policy is correspondingly lessened.

My, Thomss presented the following statement with reepect to finsne

developments

Recent eredit developments indicate that nelther borrowers
ner lenders heve responded with any alaerity t0 the lncreased
evailebility of bank reserves. Although interest rates cone-
tinue below the pesks of last winter, ihey tend to fluctuate
widely in reflection of eny actusl or anticipated varlstions ia
supply or demand conditlonse.

The upturn in total benk credit that occurred in April, as
benks underwrite the Treacury finencing, haa been followed by a
decline in total losns e2nd investments at city benks in the first
three weeks of May. Holdings of Govermment and of other securi-
ties were reduced and loans on securities also declined, vhile
loans to businesses, finance compenies, end consumers increased
moderately. New capital issues have continued at s moderate
lavel, and mortgege lending is no doubt below last yearts peak
volume, The increase in the money supply, sessonally adjusted,
that geemed to be occurring in late March eand early April has
not continued., U.S. Government deposits et banks, however, have
risen much more than waa expected.

Eatimstes of Tlows of Tunds, thet cen now be mede on a pre-
liminery bzois for the first quarter of this year, indicate the
changed nature of credit demends corpared with lasi year. The
net incresse in =1l eredit and equity market instruments, vhich
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attained a record volume in 1959 as a whole, was substantielly
smaller in the first quarter of 1960 then in the same period
last year but comparable with the corresponding 1958 quarter.
The most striking change, of course, was the shift of the Federal
Government to & position of debt reduction by an amount that mey
be considered as normal for the first quarter of the year. In
addition, the incremse In sggregate privete credit vas & little
less then a year ago. Businesses borrowed somewhat more,
accounted for by en inereasse Iin benk losns. Consumer indebted-
neas, however, increased less thau in the first quarter of last
year, reflecting principally a lower volume of mortgage loans.
Partial data indicate that similar contrasts with lsst year
have characterized the second quartsr.

With respect to sources of funds, gross saving by consumers
in the first quarter of 1960 was slightly sbove last year®s high
volume, while saving by nonfinancial tusiness was somevhat
smaller. Consumers invested more of their savings in tangible
caplital expenditures, including dureble goods, and also borrowed
less than they did lest year. Thus the volume of fui.ds mvailable
for ecquisition of financial essete was reduced. Most of this
reduction occurred in holdings of deposit-type assetg-~~demand
deposits declined more then last year end savinga deposits snd
shares incressed less. Individusls® purchases of Government
securities were smaller than a year sgo--though 2till substential.-
while purcheses of other securities end mortgsges were larger.

Ronbenk financlal institutions, receiving smaller amounts
from consumers, also advanced less credit than they did last
year. Credit supplied by the commercial benking system showed
& much lerger decline in the first quarter of this year than
ususl, corresponding to the greater than sessonsl decreage in
deposits. In eassence, these data point up the market contrast between
this year?s credit situaetion and that of a year ago, brought
ebout principally by the shift in the fiscal position of the
Federal Government. Yet, 1t also is significant that other
credit dermsnds have not incressed so as to offget the decline in
Government borrowing. Saving has continued at & high level, but
more savings have gone into tangible asgets snd there has been &
legsened flow of funds into credit and equity markets. As a net
result there has been a lessening of pressures toward rising
interest rates.

Tnterest rates have declined from the peek levels reached in
the latter pert of 1959 &nd in early Jenuery of this year, but
they sre still higher then they were in the first four or five
months of 1959. In view of the moderation in eggregate credit
demends, which persisted since early this year, question may be
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relsed a8 10 vhy interest rates are not lower., What has kept
them from returning to earlier levels?! One possible explanation
is that scmething like the current level of interest rates is
necessary to attrect savings into finencial esgets. Ancther is
that the shift by the public from bank deposits to other finan-
ciel mssets has resulted in incressing the pressures on markets
for short-term securities to meet current cash needs. These
varying pressures csan surely sccount for some of the wide fluc-
tu::ions that have recently been characteristic of Tressury bill
rates.

A third possible explanation, and cme deserving particular
attention by Federal Reserve officiels, is the impact of Systen
policies. To be gure, positive messures heve been taken to ease
restraints on the avallsbility of bank reserves. Yet, &as
menticned earlier, the response has not been noteble, It may be
that the demsnd fectors ere not sufficiently vigorous and could
not be stimulated by more sbundsnt credit svalleblility or lower
interest ratesz. In such sn event interest retes should decline.
Tt may be thet banke still feel restralned and are holding back
rather then pughing credit extensions. Possible reasons for
this attitude degerve serutiny.

One ig that, while bank reserve positioms ere essier than
they were during the letter half of 1959, they are not eny essier
than they were in lste 1958 &nd early 1959 or in early 1955 and
late 1656--a11 periods of expasnding credit demands but of lower
interest rates then at present. Merber bank borrowings at the
Reserve Benks of over half a billion dollsrs tend to be restrie-
tive unless credit demsnds sre very vigorous, Last year®s
policies of heavy Tressury borrowing, partly undervritten by
banks, followed by benk liquidation of Government securities to
obtein funds for loans was & process that made possible credit
expasnsion under restraint.

In addition, benks have been borrowing large amounis from
others. Such borrowings recently have generally exceeded $2
billion. Their possidble impact deserves some study. It has
commonly been considered that since the bulk of these borrowings
are within the banking syetem snd consist lsrgely of Federsl
funds trenssctions, the restreint on borrowing benks is
counterbalanced by the effect of 1iquid funds aveilsble to the
lending banks.

Our newly developed figures on Federal funds transactions,
however, indicate that some of the borrowing by benks 1s not from
other banks end is not £11 Federsl funds. The new figures from
deslers in Covernrent gcecurities, svailcble for cmly ome or two
days, suggest that these deslere mey be irportent intermediaries
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between banks as borrowers and corporations snd others as lenders.
Dealers® "reverse repurchase sgreements” with banks exceeded their
borrowings from banks. The bulk of dealer finencing was cbtained
from corporations. These data, of course, need a longer period of
study before definitive conclusions can be drawn as to their
significance.

Another likely factor of restraint cn banks at present is the
level of the Reserve Banks?! discount rate relastive to merket rates.
This may be more of a restrictive factor than the volume of borrow-
inga and undoubtedly mccounts for some of the wide fluctuations in
Treasury bill rates. This is the case not only because banks own-
ing bills end needing reserves prefer to sell billes at the market
rates prevaelling than to borrow at the higher discount rate. It
iz also true because banka--and others--possessing availeble funds
that they want to keep in liquid form can sell Federal fundm, i.e.,
lend the funds to other banks or to dealers, et a higher yield then
they can obtain from the purchese of Treasury bills, Banks pur-
chasing the funds thus avoid borrowing from the Reserve Banks,
Such borrowing would have had the effect of supplying additional
reserves to the market., It might have induced additionsl Federal
Reserve purchases of securities to relleve the strain., The addi-
tional reserves would have been conducive to further benk credit
expension.

Recent behavior of the money market supports the view that
the meintensnce of the discount rate sbovc market rates is an
effective penalty on borrovwing asnd credit expeansion. The questiom
10 be considered at present is whether it ie exerting mors re-
straint than is desireble under the circumstences. The reviev of
credit developments to dete indicates that thia may be the ezse.
There are few, if any, indications of excessive uses of credit
that need to be restrained--unless it be in the area of consumer
instalmwent credit. Whether the drematic events in the inter-
national political area will change this pleture raises seriouns
questions that at this stsge sre matters of confjecture and judg-
ment. They need 40 be considered, nevertheless, before teking
any overt action that would be interpreted as a shift of polley.

As Tor the period immediately shesd, seasonal demands will
exert g eubstantial drain on reserves duricg the next two or
three weeks., This drain will equal $400 million or more, and at
lesst helf of that amcunt will continune to be needed through the
lest half of June, when markets will be under the pressure of
gegsonal 1icuidity needs. Substential edditionsl amounts wiil
be needed esrly in July to meet holiday currency demends, After
mid-July, sessonal reserve needs will not increase further until
the Lebor Day week end.
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If it seems appropriate to encourege a resumption of bank
credit growth, $400 million or more of sdditionsl reserves might
be supplied in the course of the next three to aix weeks. A re-
cuction in the discount rete might sccomplish the seme purpose
with a somewhat smaller volume of open merket purckLuses.

Mr. Marget commented ss follows regarding the United States balance

of payments:

No new data have become evailsble since the last meeting of
this Committee which would chenge significently the pilcture,
Justifying an attitude of relative optimism with respect to re-
cent developments in our balance of paymenis, that I have been
vresenting st recent meetings of the Committee. I would like,
of course, to stress very strongly that the opiimism that would
seem to be Justified iz In fact only a very relative optimiem:
relative, that is to sey, to some of the extremely pessimistic
views ag to cur belence-of-payments prospectm that one still
hears expressed. Certainly it would not do, for example, to put
eny particuler stress upon the fact that gold purchases by fore
eigners {vhich, in the first quarter of this year, ss I reported
& couple of meetings back, were, st $42 million, less than half
the alresdy relstively low figure for the first quarter of last
year) were almost negligible in the first three weeks of May.
{Actuslly, including s transsction announced but not yet executed,
the total of gcld sales to forelgners In those three wveeks wes
below $5 million.) One should not overstress such figures, in
the firet place, becsuse gold movemenis are very erratic in the
short period. In the second plece, even over & longer period.-
slthough this is still a hard thing for meny people to understand
--g0ld movemente sre not necesserily a good indicator of vhat is
happening to the balsnce of payrments3 &nd 1t is the balance of
peyments vhich must remsin cur primery source of concern.

From this gtandpoint, there 1s one matiter which does seem
to me to deserve further comrent. In my reports to this Commit-
tee, in undertaking to account for the internationel movementa
of gold snd dollers, which we do teke &s a measure of what has
been hoppening to cur over-agll belence of pcyrents, I have con-
centrated on what the trade figures--the figures for exports s=nd
irsorts--heve been showing. This hes been quite deliberatet for
the girple rescon thet, in the long view, it 1s our performence
in the field of comreodity trcde thet will decide vhether our ine
ternntionel accounts ere or sre not going to be balenced at a
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high level without the imposition of srbitrary restrictions. But
this is not to say that we cen leave the so-called "invisible"
gems in our balance of peyments mltogether out of sccount; and

ie 15 especially trve with respect to the particulsr "invisible™
item whieh is represented by the movements of capital, More
specifically, one should ask: are the capital items in our bal-
ance of peyments currently moving in our favor or are they cur-
rently moving against ust

The answer, so far as the figures for the first guarter of
thies yesr are concerned (and these are the latest figures avail-
sble to us) is, quite clearly, that the cspital items on balance
moved sgpinst us during thet quarter of this year, to an extent
of the genersl order of magnitude of $200 million, es compared
wvith the first quarter of 1959, If the noncapital items in our
btelance of payments had remsined the same, this would have mesnt,
of courge, that gnld and doller trensfers to forelgners would
have been higher by that amount than they were a year agn.
Actually, however, gold and dollar tranefers to foreigners in
the first quarter of 1960 werc sbout cme-fourth less than they
vere a year sgo. From this set of fects, some obvious conclu-
sions can be drawnt

Firgt, 1t ie clearly wrong to suppose, as so much eof recent
discusgion seems to have been supposing, that we can come to a
conclusion a8 to whet 18 going to heppen to the gize of our bale-
snce-of-peyments deficii solely on the besls of what may be hape
pening to the cepitsl movements corponent in the belance of psy-
nents, Specifically: a very considerable part of the discussion
t0 vhich I have referred has rested cn the sssumption that if, as
the result of a differentisl interest-rate structure here and
abrosd, capital--particularly short-term caplital--moves out, we
shall find ocurselves losing "gold,"™ and therefore sare llikely to
f£ind ourselves effectively barred from any efforts that we might
otherwise have wished to make in the direction of a counter-
cyclical monetary pollcey.

I do not enter here into &1l the weaknesses of this argu-
ment: for example, its greet exaggeration, by implicatiom, of
the proportion of foreign talences held in the United States
vhich ¢cen be said to be "interest-sensitive™ in the degree which
the srgument suggests; or its ignoring of the difference between
a country such as the United States, which st111 hold relatively
pessive reserves in relsticn to its foreign obligations, and &
country such ss the United Kingdom, whose reserve vosition is
ruch more tenuocus. My point is simply that it is wrong to talk
sbout the future of ocur balence of payments as 1f 1t depended
golely, or even primerily, on capitel movements (end short-term
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capital movements, at that) without regard to what is happening
to the central matier of trade-.the basie relation between our
exports and lmports of commodities. I have tried to illustrate
the point particularly by the experience of our balance of pay-
ments thus fer thie yesr as compared with the experience last
year. This year, I have pointed out, degpite a shift egainst
us in capital movements, our bLelence of payments deficit this
year is significantly less then it vas at this time lmst year
because the improvement in our trade position has been much
more than enough to off'set the adverse capital movements,

This in itself is, I think, en encouraging finding, pre-
clsely because it is in the field of trede, and al)l that "trade”
implies in the way of technical efficiency in production and com-
petitiveness in the broadest gense of the term, thet the adjust-
ments required in order to bring our international accomts inte
close balsnce are the most difficult to mmke: much more aiffi-
enlt, for example, than is implied by the suggestion that the
balance ecan be brought about simply by keeping our interest rate
structure higher then that 0f ocur trading partners at a1l times.
Monetary policy certeinly hes a critical role to pley in the
proceas of adjustment of our internationasl accounie; in my own
view it has slready plsyed a role in that process which is cer-
tainly not to its discredit. What 1s 10 be relected is not ihe
conception of & role for monetary policy in the process of
balance-of-paynents adjustment, but a concepticn of i, in rela-
tion to differentisl interest-rate structures and short-term
capital flows, which rests on so narrow & technical base that
it misses the remlly essential point even within the field of
capital movements: nsamely, thet capital moves internaticnelly
not only in response to interest-rate differentisls, but also
on the basis of & Judgment by the well-informed as to vhether
the monetary suthorities of the countries in questicn have an
edequate understanding of thei:r responsivilities, in relation
to the twin goels of contailning inflation and fostering sus-
tainable growth, end adequate coursge and determinatiom to
carry the fruits of that understanding Into gccomplishnent.

Mr, Hsyes presented the following statement of his views with re-

spect to the business ocutlook end credit policy:

On the whole, statisticel data of the lsst three weeks
lend considersble support to the views slready held by a good
reny in the System, ineluding my associstes in New York, to the
effect that further moderate expansion in business ectivity
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this year is a reasonable expectation--but with no likelihood
of a real surge involving inflationsry pressures., The basie
outlook has remsined gbout the same through a disappointing
March and an encoursging April. Natu: xlly the sudden worsen-
ing of the interneticnal situstion could have major effects on
the domestic economy, but neither the extent nor even the direec-
tion of such eftects 18 yet visible, Of course we must expect
e sharp decline in the rate of totsl inventory accumulation 1n
the second quarter. However, this may be offset by gains in
final ccnsumption. Favorsble factors include continuing
optimiem on the part of consumers snd businessmen, although
this 1s tempered, in the case of businessmen, by rether scher
profit expectations for the remainder of the year, attributeble
in large part to increasing price competition. Housing starte
reported for April, end for March on a revised basis, suggest
that reeidentisl construction may have bottomed out. While
steel ocutput hes continued to drop, there seems to be sub-
stential evidence thaet Inventoriea are belng drawn down, which
ghould limit further declines, especially with plant end
equipment epending on the rise,

Although wnemployment 1g clearly higher than 1t should de,
the problem seems to he due in lerge part to inadequate train-
ing end inedequate mobility of lebor--csuses vhich are not
ersily influenced by credit availapility.

Demand for credit is generelly strong but not exceesive.
Totel loans end investments of all commercisl banks rose sherply
in April, reflecting & roughly seasonal expension of buziness
loens, unusual strength in other loan categories combined, and
a large increase in holdings of Govermment securities incident
t0 the April Treasury finsncing. Loen demend has been less in-
sistent in New York than elsevhere, but thie seems in line with
the usuel seasonal pattern. The money supply still shows a
drop of sbout one-hglf per cent in the past year. Un the other
hend, the Board steff's new statistics on total liquid assets
held by the nonbasnk public emphasize the sharp contrast be-
tween liquidity es measured by thie total snd liquidivy es
indicated by the money supply alone. In the first quarter,
for example, liquid assets rose at an arnual rate of 3-1/2 per
cent, while the money supply fell at an annual rate of 2 per
cent. Tt is Interesting to note that in the pest nine years
the year-to-year incresses in liquid esset holdinge have been
both much stesdier and considerably lerger, on the average,
than the increases in the money supply.

The corporate bond market has been quite steady, although
the calendar of new issues scheduled for the next thirty days
{s higher than st any time in 1959 and 1960,
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It seems to me thet the satiefactory business ocutlook
warrents maintenance of our recent policy which might be
characterized as one of substantially lessened restirsint as
compared with a few months ago. It does not, in my Judgment,
call for any further easing sction at this time. Another con-
sideretion suggesting e steady policy is the uncertain economic
and politice™ impact of recent international developments.
Moreover, sn even keel poliecy will be appropriste 1f the
Treasury undertskes an asdvance refunding program ln the next
few veaks.

I ghould think that the Mansger might be instructed to
pursue the ssame open market policy as in the past three weeks,
with emphasis on the feel of the market rather than any specifie
terget. The projections clearly indicate that substantisl ocut-
right purchases snd/or repurchase sgreements will be required
in the next three weeks. Liguidation of bills by corporstionms
and others prior to the June 15 tax date, and perhaps some pre-
liminary window dressing, should supply bills to the market, and
this msy minimize the impact of System purcheses on market rates
of interest.

As for the discount rete, I recognize that a case might be
mede for a reduction st this time on the grounds thet the 4 per
¢ent rate wvas sdopted lmet Septepber at a time vhen inflstionary
expectations were far stronger than now; that there is sore
queetion vhether current business conditicons Justify the highest
digcount rate of the last 20 yeers; that with business still
rather atrong we could reduce the rete without the danger of
8ignalling fear of Tecession on the part of the Federal
Regerve; end that a lower rate would put us in & better position
t0 increase it at some lster date when firmer restraint might be
needed,

However, in my Judgment there are even sironger reasons
for taking no esction on the discount rate, As we look back a
few months, I think we can conclude that the existence of the
L per cent rate since last September has had a good stebilizing
influence; eand we can certainly be glad that we resisted the
temptation to increasse it in January when temporary market
pressures pointed strongly in that direction. Later the L per
cent rate probadly helped deter market rates from dropping even
lower than they did. AL present nelther business nor credit
conditions call for eny overt signal--and the gap between the
dimecunt rate snd market rates, which is not excessive in any
cage end is pot creeting esny prcblems of discount edministra-
tion, mey tend to narrow as seasonal pressures on market rates
incresse in the next couple of months--ineluding the influence
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of the Treasuryis prospective shift from surplus to seasonal
deficit. Moreover, the credit markets eppear to be pretty well

;tabi%ized, suggesting that 1t might he best not to “rock the
cat,

Having Just returned from Europe, I can®t help giving some
wvelght to the consideration that eny reduction in our discount
rete could tend to accentuate the flow of short-term cspital to
Europe--a flow vhich is elreedy reising difficult problems for
some Of the Furopean central banks. Also, as I havealresdy
mentioned, the post-Summit uncertainty of international affairs
in general would point to the wisdom of deferring any change in
credit policy, even if a chenge were indicated by domestic con-
siderations--end in my judgment it is not indicated on that
score, So I come out with e clear convietion that we should
leave the rate unchanged between now and our next meeting.
With respect to the directive, I would still like to see a
procedursl change in the way of separating long-renge goals
from immediste objectives--but there is no urgent need for such
& move ijmmedistely.
Mr. Brickson said that business performsnce and sentiment in the
First Dietrict hed improved somewhat, end that business repeoris were
generally good. The New England production index was up in Februery and
repained at the same level iu March. Thers was nothing new to report on
construction or employment, In recent weeks, total claims for unemploy-
ment compensation and edditionsl claims had been running higher than a
year ego, but the rates were not es high as nationslly. Retatl amleg
were shead of lsst year, end new automobile registrations were shead by
30 per cent, a rate of gain higher than the nationsl aversge. The April
survey of mutual sevings banks showed sn incresse in deposits of 4,6 per
cent, slightly less then in other recent months. During the past three
weeks purchases snd seles of Federal funds by reporting banks were sbout
balence, but there wos slightly greater use of the discount window, with

more banks coming to the window then in the preceding three-week period,
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Mr. Erickson ssid that he would not recommend a change in the
discount rate or the directive at this time, although he did not feel too
sirongly about the directive, With the System having been supplying
regserves, he was rather surprised that the Federal funds rate did not go
below 4 per cent, except for a day or two, during the past three weeks.
As to open market operations in the forthcoming period, he would favor
gilving the Desk the same instruction as at the meeting of the Commitiee
three weeks ago. He would supply needed reserves freely, snd he hoped
there might Pe a number of days when the Federal funds rate would not be
at the discount rate.

Mr. Erickeon commented that he would like to see a paper pre-
pared on interest rates that would review the passt two or three years,
particularly in light of factors such a&s the Increased use of Federal
funds, the greater use of short-term securities, including Treasury bllls,
by nonbank interests, and the fact that the Treasury wes unable to under-
take long-term finencing at rates in excess of 4-1/b per cent.

Mr, Irons reported mixed movements in the Eleventh District, with
economlc ectivity at a generally satisfactory over-agll level. Department
store sales thus far in May were off somewhait from a year ago, vhile the
oil situation was unchanged end epparently would be substantially
unchenged for some time. There had been & slight deeline in construction,

but erxployment was satisfactory and the sgricultural outlook was qulte

good.
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With regard to the banking situation, Mr. Irons said that in the
past three weeks District banks loat deposits end losns and investments
declined somewhat, Bankers in the larger cities with whom he had talked
recently reported a strong demend for credit and stated that they were
being selective in graunting epplications for losns. They indicated that
if more funds were availsble, they would be making more loans. Borrowing
a2t the Reserve Bank had incressed in terms of the number of banks borrow-
ing, with more of the larger country benks coming to the window, The large
city banks continued to cperats substentislly in the Federel funds market}
during the past three weeks purchases of Federal funde had been running
around $450-3475 million, with sales around $150 million, Had it not been
for the use of Federal funds, more banks would have been coming to the
discoumt window.

With respect to Federal Reserve policy, Mr. Irons said that
although he hed not been dissetisfied with open merket operatliong during
the pest three weeks, he wms concerned snd confused by the fact that the
lessening of restraint over a period of scxe slx wveeks mppesred only 4o
have reflected itself to any degree in New York Clty. Upon reviewing
statistics on reserves aud borrowing since the first of April, it eppeared
to him that on eversge reserve city banks shoved substsntiel net borrowed
reserves of around $200-$250 million. On the other hend, New York City

banks had not been borrowing from the Federal Reserve end free reserves
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had appesred quite frequently. The Chicago picture seemed to be more like
thet of the reserve city banks. Thus, it appeared thst the results of the
lessening of restraint were not extending to e substantial part of the
banking system, that is, the reserve city banks. If the System really
wvented to lessen restreint end encoursge an increase in the money supply,
it occurred to him that this might be & situstion in which it would be
desirsble to make & further chenge in the amount of veult cash permitted
to e included in required reserves, with the adjustment of such a nature
88 to ellow the reserve c¢ity banks to reap some benefit., In suggesting
this, he wes not arguing for a lot of ease, but the statigtics eppear=d to
bear out his feeling that what the System had been trying to achieve wms
not flowing through to a substentisl part of the banking system. A further
relesse of vault cash might be a way to supply a ressonsble smount of eddi-
tional reserver and distribute them widely. The action could be defended
on the basis of seasonal demandes ag w21l 88 s desire to encoursge an ine
crease in the money supply. Thus, while he was not sure vhether he would
favor this procedure, there seemed to be some basie for it.

Mr. Irons went on to ssy thet he would prefer to leave the dis-
count rste unchesnged at this time, his position being in accord with
that of Mr. Hayes. In considering sny reduction of the discount rate,
the Federal Reserve would have to decide whether it wanted e general

lecsening of restreint over the entire banking system or vhether 1t vanted
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to aid special cases. He would prefer to keep the present discount rate
untll there was evidence of some adjustment of market rates. One reason
vhy the Federal funds rate had not drifted awsy from the discount rate
appesred to be that, on the one hend, the Reserve Banks were trying to
edminister the window in accordance with the principles of Regulation A
Pertaining to continuocus torrowing while, on the other, member banks were
in need of funds. In conclusion, Mr. Irons ssid he was not particularly
concerned sbout the policy direective.

Mr. Mengels summarlzed the results of a poll among members of the
California Bankers Association which showed that 58 per cent of the respond-
ents expected business to continue at present levels during the second helfl
of this yeer, while 26 per cent expected en upturn and 1€ per cent a decline.
Some T8 per cent felt that inflation had not been checked, while 82 par cent
thought that interest rates would remein fairly steady for the remainder of
the year end only 2 per cent foresaw sn increase.

Turning to the Twelfth District economy, Mr. Mengels said there
had been no ouitstending changes recently, slthough conditions probably
were slightly better than & month ego. In April, unemployment was at L.2
per cent, against 4.5 per cent in March. About half of a gain cf .3 per cent
in employment in April wes accounted for by the employment of persons in
connection with the tsking of the census. Steel production in Msy was

holding at sbout the April level of Tl per cent of capacity, but it was
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Telt that production probably would drop further in the next month or two.
Lumber production again declined, and in late April and eerly Masy some mills
in the Pmecific Northwest hed closed temporarily because of the weakness of
dexand. Department store sales during the four weeks ended May 14 showed
no change from a year sgo. In the first quarter of this year, farm cesh
receipts were S per cent higher than in the correspending pericd of 1959.

With respect to the banking situation, Mr. Mangels reported that
during the three weeks ended Msy 11 losns were down $50 million, holdings
of Government securities were down $188 million, and demsnd deposits were
down $579 million, Time deposits were up $87 million snd savings deposits
were up $32 million, most of the incresse occurring outside of the State
of Celifornias. Borrowvings from the Reserve Bank were quite nominal. Trade
ing in Federal funds wes quite active, with purchases snd sales sbout in
balance.

Mr. Mangels noted that while there had been scme slight improvement
in tusiness conditions, over gsll, no upward push was evident and there seemed
t0 be rather general concern sbout the future, Under these conditiors, he
felt that the Committee would be Justified in continuing its policy of easing.
He would look forward to a ze:© belence in net borrowed reserves, with perhaps
even & period of a week or so when there would be free reserves,

As to the discount rate, Mr. Mangels suggested that a reduction
might have a less sdverse psychologleal effect then a month ego 1n view

of the foet that there hed been some chenge in conditions. A number of
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financisl writers, he noted, were analyzing the easing that had taken
place through cpen market operstions and were commenting on the possibility
of a dlascount rate reduction. Nevertheless, he would not favor changing
the discount rate at this time. There was likely to be some incresse in
Government spending, slong with sesscnal pressures, and the System might
Tind itself again having to hold the line, For tbe same reason, the
directive seemed to him to be satisfactory as it steod.

Mr, Deming seid there had been no new developments of significance
in the Ninth District during the past three weeks, The trend that had been
evident for several monthie continued: modeat gains in many measures of
ectivity, eppreciebly smaller then national gains, end substentiel liquidity
presgure on the banks. In April, only one major econcmie indicator--depart-
ment store saleg--showed up better for the District than the nation. In
contrest, benk debits were off fractionslly from year-sgo levels, unemployment
was slightly higher than a year earlier, and personaAl income in Minnesota rose
much less then was the case nstionally. In sgriculture, the sesson was late
Put prospects seemed reasonsbly good. The forecast for winter vheat was quite
fevorable. Since, in many respects, the lag in the Ninth District reflected
the effects of the drought last summer, a good sgricultural sesson, if forth-
coming, should change the picture somewhat.

With reference to the discussion of the internaticnsl snd naticnal
situation, Mr. Deming seid he had no additionsl comments. As he looked at

recent developments, they seemed to support the viev that the trend toward
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engier money market eonditiona could be continued without appreciable
danger. However, the current uncertsinties, in the international picture
particularly, ergued sgeinst any sharp change in policy.

Mr. Deming expressed sgreement with the viewa of Mr, Hayes regarding
the discount rate and the directive. He would continue, ag Mr. Mengels had
suggested, to probe towsrd easier conditions in the total reserve pieture.
Like Mr. Irons, he was somevhat confused regerding the development of easier
conditions in New York City than elsevhere. He did not see that conditions
were apprecisbly easier in the Ninth Distriet, vhere the pressure on banks
scemed erout the same &6 8 month or two months sgo, The suggestion that a
release of additionsl vault cash be used as & means of allevisting the
sltuation hed some appeal, although he hed nct thought particulerly sbout
thiz possibility before todsy®s meeting. To summarize his views on the
general policy program, he saw no perticular dsnger in probing toward s
mildly easier positiom.

Mr. Allen reported that in recent weeks activity in certain havd
goodslines of importance in the Seventh District, including steel, farm
machinery, and construction mschinery, had teen reduced further, The
Distriet hed been effected more than the netion as & whole by cutbacks in
output, &5 indiceted by the fact that in the four weeks ended May T new
cleims for unemployment compensetion in the five-State erea were 50 per
cent ebove lest yeser, compared with a 25 per cent increese neticnally.

For the four post-Easter weeks ended Msy 14, depertzent store eales were



5/24 /60 -26-

only slightly sbove last yesr, both in the country snd in the District.
For the final two weeks of this period, the Distriet showed declines from
last year, possibly accounted for by cold and rainy weather this yesar and
excellent sales lmst year.

The enalyst for the nation's lsrgesi retailer of general merchendise
found recent trends “confusing,” Mr. Allen seid. However, this enalyst
continued to look for a good year-to-yeer rise and believed that the use of
credit by consumers vas still moderate in the eggregate and could expand
relative to cash sales, Business and finsncial circlee continued to view
the Tuture with confidence but without enthustsasm., With few exceptions,
capitel epending plane were being carried through. The progpect of shrinking
profit margins, naturslly enough, was cited by some flrms as the resmson for a
high level of cspital cutlasys. Exemplee were found in peircleum, chemicals,
railronds, and food processing. The Purchesing Agents of Chicego continued
to report that deliveries of goods were speeding up, and more and more of
them found that inventory reduction programs had been completed. That seemed
to be the cese in steel, as en example. The steel industry nationally was
operating at 72 per cent of capacity in mid-Msy. 1In Chicago the rate hsd
been a point or two higher than the neticnel rste, and in Detroit cperations
had been mainteined near cespscity. Contmcts in the industry now estimated
that the sgecond quarter rate would aversge 72 per cent, the third quarter &9
per cent, snd the fourth quarter in the 80%s.

Auto production continued to increase, Mr. Allen noted, vith last

week?s cutput estirated et 156,000 as egainst 116,000 in the prior week.
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It eppesred that May production might exceed 623,000, and June schedules
called for 628,000 essemblies. That meant that despite good gales—- April
saies end eerly May sales were the best since 1955--inventories would
continue at a high figure at least through June, On May 10 they were
1,042,000 units, & record high for the industry. Production in the third
fuarter wvas scheduled to drop to 1,000,000 cars--450,000 in July, 250,000
in August, and 300,000 in September. The assemdbly lines would start to go
down in July, with most of the down time coming in August. Compsct car
chenges reportedly would be negligivle, s0 on thoge lines the changesover
tire would be the shortest on record. And menufacturers would work hard
to get out the new models, so September productiocn cculd run well over the
300,000 projection,

Mr. Allen pointed out that in the pest seversl years the number of
passenger cars delivered in the first four months hed been just about one-
third of the total for the year. In four of the past seven years it had
been exectly one-third. If that relationship should prevail in 1960, the
mmber of new car deliveries would be jJust under 6,300,000, With five or
81x hundred thousend imports, total deliveries would be at sbout the 6.3/4
million level that conservative forecasts suggested at the beginning of
the year.

With regard to the finsncial plcture in the Pistrict, Mr. Allen
gaid thaet meny of the lerger banks were in s tight positicm, at lesst

relatively, the reescn being disparity of loan trends. So far this yemr
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the business loens of weekly reporting member banks in Chicago hed in-
creased by 7 per cent, in Detroit by 10 per cent, in Indienspolis by 13

per cent, in Des Moines by 15 per cent, and in Milwsukee by 20 per cent.

In New York there was & decline of 2,3 per cent. FExcluding New York and

the five major Seventh Distrist cities he had mentioned, business losns

in the rest of the country incressed by 3 per cent. Without going into a
detailed analysis, the disparity seemed to lie in losng in nonmenufacturing
categories, chiefly public utilities, which declined in New York and increased
rather generally elsevhere throughout the country.

Mr. Allen sald that in view of the conditions in the Seventh District
that he had mentioned, he would not favor a chenge in the discount rete at
this time. Mr. Thomas had suggested thaet the discount rete, 2t its present
level, might be a deterrent to credit extension, but this did not eppear to
be the case in the Seventh District. TFor the next three weeks, Mr, Allen
suggested continuing to alm &t e zero level of net borrowed reserves, al-
though he would not object to $100 million either wey. Again having in
mind econditions in the Seventh Distriect, he would leave the directive in
ites present form. In his opinion, the reference in the directive to guard-
ing egainst excessive credit expsnsion wes appropriate.

Mr. lLeedy said that finsncial and economic indicators in the Tenth
Tistrict corresponded generslly to those elsevhere in the nation, although
in some erees the indieators were not quite as favorsble es for the country

es » whole., This wse true, for exsnple, with respect to retell ssles, vhere
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the Tenth District was one of those on the minus gide this year. There
had been a pronounced decline in demsnd deposits. While unemployment
compensation claims were lower than earlier this year, they were still
at a higher level than last year.

Mr. Leedy indicated that he continued to be concerned about the
money supply and the fact that, notwithstending the program followed in
recent weeks to provide some ease in the reserve position of the banks
and in the credit picture, the System wme not getting the results thet
might have been anticipated, The fact that the effects of the breakdowm
of the Surmit Conference could not yet be fully measured must be taken
into meccount. From the anselysis presented by Mr, Noyes, there apparently
wag not much to be feared as far se Governmental expenditures wvere con-
cerned, but the effects of recent developmenta on the private mector of
the eccoromy were yet to be detemined. The performance of the market
seemed to him to have been quite resssuring, but whether developments yet
to come and further appraisal of what had heppened might set off another
movement in the direction of inflation remained to be aeen,

Mr. Leedy seid he would be hesitant to suggest that the System
should be moving very much further in the direction of ease or that any
jimmediete step should be teken on the discount rate, Nevertheless, he
was concerned sbout the metters to which Mr. Thomes had referred. The
penalty feeture of the discount rate and the gyreticns in the ti1l rate

indicated to him thet the present discount rate level might be operating
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to defeat, or at least retard, obtaining the results that had been sought
in the program of providing sdditionel reserves. He would favor continu-
ing to make sope moderate additions to reserves and, recognizing the aiffi-
culties involved in attempting to fix s target in terms of met borrowed
reserves, he would leave to the Management of the Account considerable
latitude in continuing to conduct operations in sccordence with that
obJective, even if this meant creating some emount of net frce reserves,

At the same time, he would feel that if, by the time of the June meetings
of the directors of the respective Reserve Banks, there had not been any
developrments, or more evidence than now existed, to indieate that the evente
of the past week portended something substantial in the way of inflationery
bize, consgideration might te given to s change 1n the dlscount rate.

Mr. Leach reported thet Fifth District business ectivity hed expanded
moderately in recent weeks, reflecting a pettern of seasonal changes and
normel growth. There was virtuslly no evidence of either speculative expansion
or cyclical contraction. District growth wes reflected in the good volume
and diversity of indusirisl and commercial building prcjects plenned and in
process. Seesonal strength was evident in the Digtrietts declining rate of
insured unemployment, in the appearance of new activity in textile morkets
while backlogs were still substantial, snd in lumber merket lmprovements,
Existing beecklogs of furniture masnufacturers were estimated to be equel to
3-1/2 weeks? producticn, which was considered feirly strong. Cigarette manu-

fecturing companies were experlencing good sales and esrnings, vhile bituminoue
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coel preoduction improved in April snd wes one per cent above g year ago.

On belance, the District farm sltuation continued to improve, elthough
unseasonably cool weether had mede necessary the replanting of consideradle
cotton acresge.

At Fifth District banks, Mr, Leach sald, loans continued to rise
more then seasonally. During the past three weeks, they had increased by
& larger percentage than during any corresponding period eince 1955. The
discount window continued active and banks had been net purchesers of
Federal funds.

With respect to open market operatiouns, Mr. Leach seid he would
continue to maintain the present posture and riot lean in either direction.
Any further emsing might invite trouble, end msintenance of the statua quo
should provide such reserves a8 were needed to support economic growth. He
would expect net borrowed reserves to be around zero. Developments in the
past three weeks had not caused him to change his opinion as to the discount
rate; he would prefer to stend pat for the time being. As he had sald before,
he felt that the expression "vhile guarding sgainst excessive credit expansion"
had been insppropriaste for several weeks eand that it should be omitted from
the directive. Nothing in today®s economic report made him fearful o2 in-
flation in the immediate future.

Mr. Mills said the fects that the level of ouitstanding Federal
Reserve credilt wes no higher than a year ago, the level of required reserves

wvas lower, and the velocity of the turnover of money was maintained at a
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high rate convinced him thet the money supply continued to be under heavy
pressure and accounted for the fact that the money supply remained at a
Tigure telow a year ago. In the light of those facts, it seemed to him
that the Federal Reserve System was called upon to provide additional
reserves through some vehicle that would help to sustain the inersase in
gross national product and the higher level of personsl income, to the

end thet, 1t would be hoped, the expansion in economic activity beling
looked for in some ereas would be achieved. Listening to the diacussion
around the table, he was impressed that there were 80 many who secmed to
feel that the System was groping in the dark for an understanding of the
Pinancisl situstion, and particularly the fectors that affect the commerecial
banking system in the utilization of the reserves supplied to it. To sdd
hie speculation as to the reasons for the perplexity, he thought it not
improbeble that in hindsight attention would be focused on the attitude of
the commercisl banks, ss s reflection of thelr investment and lending
positions. WMr. Thomss hed developed the imponderables relative to the
Federal funds situation end, more importantly, an area that deserved much
greater investigation end enalysis, nemely, the volume of Pank borrowing
that originates outside of the Federal Reserve Banks and the Federal funds
market. It wes his impression that the volume of such borrowing was tend-
ing to incresse, that it had moved fast into the reserve clty banking
picture, and that it wes now miving rather repidly into the country benk

sector, particulerly in the esse of country banks thet found themaelves
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handicepped in meeting the loan demands of their communities in the face

of & leveling-off or loss of deposits end were turning as a consequence

to borreving from their correspondent benks, mince Regulation A properly

does not encourage more than temporary borrowing from the Federa)l Reserve
Banks, It was his impression that there was a backing up of general borrow-
ing demands from the country banks to the reserve city banks, thus exerting

a depressive influence on their credit setivities. If the System should see
fit--and he believed it would be advisable--to eupply additional reserves

and bring negative free reserves down 1o the zero level, or perhaps to bring
sbout scme free reserves, he consldered it doubtful that the effect of those
reservesa, as they reached the commercial banking system, would be other then
beneficinl, for he felt that the commercial banking system required some
leewey in order to meet a remsonable loan demand that was reaching the banks.
As thet loan demend was pressing sgainst their loan~to-deposit ratioa, the
benks were not encouraged to expand credit aggressively. In c¢consequence, if
reserves were more freely aveilsble, one might ressonably expect scme incresse
in loens, end beyond that an expansion of holdings by banks of short-term
Government securities. This in turn would afford the benke a certain psycho-
loglcal eesiness in their attitudes and give them less discomfort shout their
high loen-to-deposit ratios. Parallel to a development of thet sort--and the
syrptons might slreedy be sppearing st the New York City bpanks--he thought it
l1ikely that the coumercial banks would act to put their houses in crder and

reduce their outstending credit coumitments, while at the aame time meeting
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the necessitous demsnds for credit that wers properly brought before them,
In other words, such & dovetailing of influences--a reduction of commi tments
and a reduction of loans in some areass while, on the other hend, the banks
Justifiably end properly serviced credit demands that commercial benks have
an cobligation to meet--might bring sbout a proper incresse in the level of
commercial bank loans while at the seme time the banks were curtailing their
credits In other aress. Thus, there was not likely to be the kind of credit
expansion that would arouse concern from the stapdpoint of inflationary in-
fluences, In short, he saw little need to be concerned that an increased
supply of reserves would spark any expansion of bank credit that wéuld be
other than helpful to the economy at the present time,

Mr. Mills noted that in countries abroad, particularly the United
Kingdom end to a somevhat lesger extent, perhaps, Germany, the Low Countries,
snd Japan, the forces of business expansion appeared o be approsching a point
that wms requiring more eggreseive attention from the monetary suthorities.
It seemed to him that st some point not too far in the future the effects
of those restrictive policies would be reflected in United States exports
gnd that the volume of exports might fall to s degree. If end when that
came ebout, it would be e matter of sericus concern in the United States,
because along with that development there were reassonsble possibilities that
the lsck of aggresaive expaneiocn of domestic economic activity would be
followed by a substential contraction of imports. Accordingly, he suggested

thet it might be edvisable if the econcale staff would develop scze projectione
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that might reveal the extent to vhich a contraction of imports could proceed
without producing a reversal in the dollar snd gold positions of friendly
neighbors and compelling a flow of gold to this country that night e em.
Perraseing to them. In view of the substantisl time lmsg from the date of
origination of export and import transactions to their reflection in balance-
of-peyment statistice, he mlso suggested that it would be desirsble to cbiain
some sense Of what waa going on in both domestic and foreign business
commmities as Lo forward commitments that in due course would affect the
internationel balence of payments.

Mr. Mills seld he would not be inclined to favor a reduction of the
discount rate until sbout the time of the next Committee meeting, at least.
Ir, vy that time, sdditlone]l reserves were supplied in ressonsble guantity,
the System might be in & better position to szssess the impact of those
reserves on the financial markets. He would not chenge the directive at thils
time.

Mr. Robertson seid that in view of the international situatiom end
in the ghsence of sny strong trends domestically, either up or doun, he
would egree with those who had spoken in fsvor of maintaining present policy
for the time being, neither easing nor tightening. It was a position that
he would consider quite neutrel. He was grateful to Messrs. Thomss end Irons
for the suggestions they had mede with regard to the diseount rate and vault
cash. He had the feeling that by the time of the next Committee meeting

consideration perhesps should be given to a chenge in the dlscount rete,
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depending entirely om what happened in the interim. He also felt that
there should be exploration of the proposal of Mr. Irons with respect to
supplying reserves through instruments of policy other than open market
operations in a wey that would scatter them throughout the country.

Mr. Shepardson expressed the view that the economy, in general,
secwed to be moving along in sstisfactory fashion, Thus far, there had
been no evidence of undue disturbance becsuse of recent international
developments, slthough some uncertainty was bound to exist. At the time
of the Msy 3 meeting, Mr. Shepardson recalled, he had the feeling that by
this time serious conslderation should be given to a change in the discount
rate, Because of the current uncertasinty, however, he wes not sure. He
8til) thought there would be some advantage in a change in the rate, but
in view of the present situation it might be eppropriate to defer consideration
of a change for some little period. He felt that the discount rate, st ite
present level, was having en effect on the distribution of funds, as Mr.
Thomes had pointed ocut, snd the lack of growth in the money supply continued
to give him some concern. If no chenge was to be made in the diseount rate,
he believed that it would be desirable to continue to supply reserves through
open market operations, looking toward a zero level of net borrowved reserves,
plus or minus. This would mean reaching somewhat further in the direction of

supplying reserves than contempleted by the consensus, a8 he recalled it, at

the May 3 meeting.
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Mr. Shepardson commented that, like Mr. Leach, he had felt at
the past two meetings that it might be well to chenge the directive to
eliminate the portion of clsuse (b) having to do with guerding agsinst
excezsive credit expansion, He still thought such a change would be
appropriate, with perhsps s substitution of lanpguege slong the lines
suggested by Mr. Johns st the May 3 meeting,

Mr. King noted that those vho had spoken today appsrently were in
genersa) mccord. His own thoughts, he eaid, were in line with those ex-
pressed by the group ae & whele, In terms of net torrowed reserves, he
felt that the Committee should aim at zero and try to work in that general
area,

Three weeks ago, Mr. King reealled, he hed sald that he would be
inclined to spprove a change in the discount rate if a majority of the
Reserve Banke wanted t0 move on the rate, At present, he was inclined
40 feel that it would be better to defer such action for some time, at
least, and reconsider the metter in the 1ight of circumstences es they
might develop & few days in the future. ILike Mr. Irons, he believed that
the effects of open market operations had not reached out very far from
the New York City benks. In his cpinion, therefore, the suggestion of
Mr. Irone in regard t0 a further release of veult cash wes worth exploring.

In further cozments, Mr. King repested that as of today he would

Jeave the discount rate slone. He felt that the System would have been in
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2 hetter position to have moved on the rate three weeks ago. At present,
he thought the System would be well adviged to sit tight on the rate and
to continue easing the reserve position of the banking systen through copen
market operations. As he had indicated, he would try to resch e zero level
of net borrowed reserves. He would favor deleting from cleuse (b) of the
directive the phrase having to do with guerding sgainst excessive credit
expansion.

Mr. Fulton said that in the Fourth District there were a few
favorasble developmentis, including s high level of new auto eales, en increase
in the output of coml, and a higher volume of consiruction than last yeer,
with the increese largely in the industrial fleld. Unemployment hed declined,
but not as mach as secasonally, snd some pockets of subatantial unemployment
renained., The situation with respect to heavy industries might be character-~
ized as one of "deterioraling stsgnation.” Nationally, the rate of steel
production for this week was projected st sbout €1 per cent of cspecitys in
the District the projections renged from 41 per cent in Youngstown to 76 per
cent in Clevelend, where the rate was admittedly high end was expected to go
lower. At present, expectations were that during the holidsy week of July &4
the rate of steel production might go ag low as 50 per cent nationally. New
orders were deteriorating repidly end were coming in at a rate of only about
50 per cent of capacity. Steel men claimed that the inventory liquidation
gmong their customers was the most repid in their experience. They did not

¥now vhen the siltustion would level off, although it was felt that the



5/2k /60 -39-

eutomcbile industry might begin to order in the latter part of July. In
the cese of some steel customers, it was indicated that the use of computers
wvas enabling them to control inventories more precisely than in the pest,
Thus, they would tend to keep inventories at = minivum, expecting that the
mills would be eble to deliver promptly whatever was required. In the

next ten days, several thousand workers st one mill were scheduled to be
laid off because of a declining order book,

Mr. Fulton commented that an unfavorsble inventory situation prevailed
among the auto parts msnufecturers, who had scheduled their operations in line
with the substantially higher rate of output anticipeted by the auto companies
earlier in the year., Now that the suto companies were desling on a 20-day
inventory besis instead of s US-day basis, these parts werc belng carried by
the manufacturers end their operations were quite low. Appliences were over-
stocked, end machine tools and heavy machines were not woving well. The orders
that had been anticipated incident to plant and equipment expenditures had not
sppeared} there were, reportedly, lots of plens, but there were few firm orders.

All in all, Mr. Fulton sasid, the picture in the Fourth District was
not bright for the next couple of months, at least.

Mr. Fulton expressed the view that more reserves were needed, that
the supply had been starved to a considerable degree, and that the alm shouwld
be B sttustion from zero up to $100 million of free reserves. He did not feel
that net borrowed reserves were eppropriate at this time. The country (egri-

cultural) tanks particulsrly were in a tight situation, and there wvas a good
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demend for loans. If the losn demand was not satisfied to a degree, o
psychology might develop that could be cumtletive in its effect; and i
such a psychology developed, it might be difficult to reestsblish lcan
demand once it had stopped.

Mr, Fulton sgreed with Mr. Irons thet the distribution of reserves
was not good end that an edjusiment of reserve requirements by way of per-
mitting sdditional veult cesh to be counted as required reserves might be
& highly sppropriate mesns of echieving a bPetter distribution. It appeared
to him from the projections that substantial quantities of reserves would
be needed in the near future, and it might be appropriate to provide thew
in this wey.

Mr, Fulton pointed ocut that borrowings of member benks from the
Reserve Banks had beesn at a rate around $500 million for some time, end
ha noted that the banks probsbly would want to get out of debt to the
Federal Reserve rather then employ their funds for lending purposes when
additional reserves beceme sveilable, The present degree of restraint
seemed to him a 1ittle too strong in the light of what he viewed es a
deterioration in the psychology of business, For reasons alreedy stated
by others, he would not change the discount rate at this time. However,
he felt that it would be amppropriate to change the directive by deleting
the portion of clause (b) that referred to guerding egeinst excessive

credit expansion.
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Mr. Bopp sald that conditions in the Third District wers not as
good es nationally, and the nstional movement had heen described as side-
ways. Turning to the discount rate, he reported that the directors of
the Philadelphia Benk, at their meeting on Mey 5, felt unenimously that
the discount rate should be reduced. They went along unsnimously with
continuing the present rate only as an expression of confidence in manage-
ment, perhaps, and btecause the Treesury was in the market at sbout that
time. At the meeting lsst Thursday the directors egein voted unenimously
to continue the existing discount rete, but only becsuse of the inter-
national situstion, which still required interpretstion and might have
led to a revival of infletionary pressures. The directors felt uneni-
mously that in the economy as a whole thers were very few bottlenecks.
Locking at plent cepecity, employment levels, industrial production,
and prospects for the immedieste future, they concluded that there wms
sdequate capaclty to permit a significant lncreasse in cutput without the
denger of strong inflstiocpary pressures developing. On the basis of this
eppraisal of the domestic economy, they felt that a dlscount rate reduction
would be appropriste.

Mr. Bopp said that he agreed with the directors. Although he
sppreciated the possible results of recent intermnetional developments,
it sppeared as though the country had teken those developments pretiy
mch in stride. If a reduction were mede now in the discount rate and

inflationary pressures should revive, the System could siweys move in the
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other direction., A reduction would indicate that the System wvas flexible
and did not elwsys tend to lean in the direction of tightness.

After indicating that he had been impressed by the analysis presented
by Mr. Thomas concerning the sources of funds, Mr. Bopp outlined the general
pleture that he would Iike 0 see develop. This embraced s position of free
reserves, the Feders) funds rate perlodiemlly, et lesst, below the discount
rate, and menber bank borrowings lees tham $500 million. He would recommend
redueing the discount rate one-half point, and ke would delete the portiom
of cleuse (b) of the directive vhich referred to guarding against excessive
credit expansion.

Mr. Patterson reported that Sixth Distriet indicators showed asigns
of some lwprovement in business activity although there were many mixed
movements. Nonfarm employment was up in April and depertment store ssales
doubled the rate of increase for the nation as & whole, While conetruction
employment wes down in March, the fact thet ewards increassed in Jenuery and
Februsry pointed to possible improvement in construction employment. The
late cold spell resulted in estimsted damsge to the cotton crop of $U to $6
million, but the farm production outlook was still relatively good. Farm
weges were higher than last spring, slthough rates were gt1ll 9 per cent
below farm wages elsewhere in the nation. Farm marketings wvere being main-
tained at & higher level in the District than nationelly.

Turning to District benking developments, Mr. Patterson said that

lending rose in April eand then declined 8lightly early in May.
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Deposits rose modeatly in April. Borrowinges of mermber banks in relation-
ship to the System total were still high.

Mr, Patterson sald that few complaints had been heard from
commerciel bankers with regerd to monetary policy. However, many bankers
had expressed the view that the legislation pessed by Congreses last year
1o permit the carrying of vault cash as part of required reserves was
intended to produce some benefit to the benks and that they hsd gotten
little from the present sllovances.

Mr. Johns ssid he continued to hold the views that he had expressed
at the Msy 3 meeting. He thought it highly desirsble for such sdditions to
be made to the supply of reserves es would in time, it might be hoped, be
reflected in an increasse in the money supply. In thie comnecticn, he wished
to meke the point, as he haed done repeatedly on previous occasions, that in
his view the use of net borrowed reserves as a proximste objective of monetary
policy might lead to results that wvere not wanted snd not intended. This he
felt it had done in recent months, for the reason, primerily, that a net
torrowed reserve target leaves out of account the question of what the banks
do with the reserves that are available., The evidence seemed quite clear,
ag Mr., Thomss had pointed out, that vhen the reserves are used to reduce in-
debtedness to the Federsl Reserve Benks, the System does not obtain the
result in totsl reserves or the money supply for which 1t is aiming.

Mr. Johns esld thet in recent days benks in the Eighth District

hed decresced scumewvhat their use of the discount facility, messured both
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in terms of number of banks borroving end in dollsr smount. However , he
Telt 1t would be quite errcnecus to conatrue this ss evidence that the
banks felt easier or were in fact in an easier position. The Aisposition
of Government securities continued, but there was aleo snother factor
involved. Scme of these bsnks had been rather steedy customers at the
discount windowve of the Reserve Bank. In soms cases, there had been
tactful discussion with those banks of their situation and plans for the
future; in other cesee, the benks well knew the time was approaching wvhen
they might expect similar approsches from officers of the Regexve Bank,
This wee partieularly true in Memphis, where the cotton financing banks
continued to be under pressure but had gotien oul of debt to the Regerve
Bank. Mr. Johns edded thet he wished t0 underline what Mr. Thomas had
geid about the indebtedness of banks to other banks end to nonbsnk lenders.
This had been observed for quite a time.

In the ecircumstances, Mr, Johns ssid, he would like to gee in-
structions issued to the Desk thet would bring sbout an incresse in the total
supply of reserves, in the hope that sooner or leter thia would result in
increasses in the money supply. He egeain wished to csution that if the
Committee adhered t0o closely to & net borrowed reserve target this cbjective
might be defeated.

Three weeks #g0, Mr. Johns recalled, he had expressed the viev, for
resgons to which Mr. Thomes referred today, that the dlscount rate ought to

be reduced, and he hsd suggested m reduction of one~-half point as scon as
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possible. This was not intended, however, to be taken as neaning that a
reduction should necessarily be made right at that time. At the reeting

of the directors of the St. Louis Bank a few days later, he 4id not recom-
mend a reduction, for he hed in mind the traditionsl policy of even keel
during a period of Treasury finencing. Similarly, vhen he said today that
the discount rate was in need of downward adjustment, he was quite aware of
the fact that there had been a radical change in the internsticnel situatiom.
Therefore, although with some regret, he would be quite prepared to sccept a
further deferment of action on the discount rate rather then to take such
ection too hestily without full realization of the impact of the international
sltuation. For his own part, he was inclined to think thet the impact on the
economy would not be too greamt and that before long the System might see its
way clear to mske the downward edjustment of the discount rate that he thought
was needed,

Mr. Johns smid that he would =£till like to gee the directive changed
in the menner he had suggested three weeks ago, 80 ag to remove what he
considered undue and inappropriate emphasis at this time on guerding sgainst
excesglve expsnsion of credit.

Mr. Bslderston said the rolling prosperity that he thought descriptive
of the economy three weeks rgo seemed to be continuing to roll, end on a high
plateau. However, he d1d not see ground ehead that was higher than the
platesu on which the economy hed been travelling. Steel production wes down,

rental vecancies were up, and unexployment rates were unsatisfactorily high
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in relation to the current phase of the business eycle. Consequently,
believing as he did thet the System should teke mction earlier rather

than leter, even though it might not want to make overt moves, he would
favor a chenge in the directive. It seemed to him three weeks ago that
monetary pollicy hed changed, snd that it was being chenged even more at
that time. Accordingly, he felt that it would be eppropriate to make cme
of two changes: either to eliminate from clsuse (b) of the directive the
Phrese “while guarding against excessive credit expansion™ or to substitute
some modification of clause (b) along the lines suggested by Mr, Johna st
the May 3 meeting. He was inclined to favor the lstter alternative and
therefore would like to suggest mn amendment of clsuse (b) 80 as to provide
for operations with a view “to fostering sustainable growth in economie
mctivity end employment while incressing moderately the total reserves of
member banks."

With regard to the target for open market cperations, Mr. Balderston
said he would consider a target of free reserves of at least $100 million
eppropriste. He wes deeply concerned that the efforts the Committee had
been meking to incresse the money supply had thus far proved ineffectlve.
His ccnclusicn wes that the loened-up condition of the benks end the
expectation of heavy loan demands upon them during the fall had created =
psychology emong benkers that tended to make the current level of reserves
operate in a different feshion then hed been the cese scme years ego® when

the ratic of loens to.deposits was lower. In short, he wes not sure that
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& Zero level of net borrowed reserves would increase the money supply
promptly, and he felt thet the System must seek some results promptly.

He would, therefore, 1ike to see free reserves at once, end in the amount

of st lesat $100 million. He wes rather impressed with the suggestion of
Mr, Irons that another move might be made to incresse the portion of vault
cash countable as required reserves. He was not certain whether that should
be done during the next month or until the System found it sppropriste to
cthange the discount rate, Nevertheless, he thought the idea was well worth
studying.

Chairman Martin sesid it sesmed to him thet the only added starter
at this time, ms compared with the Msy 3 meeting, was the international
situation. It wes too early to attempt to evaluste with any degree of
certainty the effects of the breskdown of the Summit Conference. However,
it ves hie feeling that the evolution of Federsl Reserve policy was quite
clear; it had been moving in a clear direction. If he understcod correctly,
noboedy todey had indicsted a desire to tighten, and the question, therefore,
wes how t0 increese the money supply, and vhen, under present conditions.

The Chairmsn ssid he did not think there was evidence of eny &trong
upverd presgure on prices at the moment. He thought the Committee could
find some satisfection in the wmy it had been Increesing reserves in the
market, but there wes remson for concern sbout the lack of response of the
poney supply. In his opinion, this could not be corrected overnight, but

it ves necesssry to face up to some fundsmentals. The most significsnt
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unexplained item in the first half of the year, to date, had been the

decline in interest rates, that is, the vay it came sbout. There hed

as yet been no satisfactory explsnation of that developmsnt, but it

convinced him that something had been going on in the economy. While

he did not went to sound too bearish, his choice of one word to describe

the present situation would be "saturstion.® As he ssvw 1t, the economy

wes in & period of temporary saturation, of which the automcbile market

was an indication. Despite good sales of cars, some unemployment might

be seen in thst snd other arees before long, because for the time being

the market was saturated. A nev demand must be developed for some products.
In certain respects, Chairman Martin ssid, he thought the System

mist recrient ite thinking. The situstion with reepeet to the balance of

peyments disturbed him. He wae not optimistie sbout the longer-run amspects

of the balance of payments, and he was not completely convinced that one

ecould totelly ignore world money markets. To pursue any policy such ae

in 1957 and 1958 would be disestrous., There could not be moves of that

sort, vhere the only significant development in the economy was a decline

in interest rates. Looking back at the recession of 1957 and 1958, that

was sbout s}l thet occurred. Instead, there must be edjustments in prices

in some areas, although edmittedly this would be painful. As he hed

menticned before, the profit margin wee becoming more of a problem,
Chalrmen Martin recalled that he had been firm st the May 3 meeting

in esying that he thought it would be & mistake to adjust the discount rate.
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Basically, he believed that the international situation was a dieturbing
element to business plsnning, and not the reverse, If a firm were con-
sidering plant and equipment expenditures, snd the development of markets,
the management would not be thinking primarily of inflationary consequences
et this perticular juncture. Instead, the thinking would be likely to
center on the prospect of an extension and Intensification of the cold war,
with no prospect of a2 break in the situation for some time, In these circum-
stances, such a firm might well be inclined to be more csutious and less
likely to egpend. Thie, Chairman Martin sdded, wme a tentative jJjudgment, and
the matter could be argued on both sides of the fence. He was merely throwing
this out se his own tentative thinking.

After referring to the gyrations of the bill rate, the Chairman said
that the situetion seemed to call for some adjustment of the diseount rate,
It would be prefersble to have snother ten dsys, or possibly two weeks, to
digest the international news before teking overt aetion. However, net
borrowed reserves were tlready down to around the zero level. In fect, free
reserves were indicated, on aversge, for the current statement week., If it
was the intention of the Committee to supply additionsel reserves--and the
sentiment sround the teble today so indiceted--this would put mere pressure
on the discount rate as time passed. While he did not know at vhat point
the supplying of edditionsl reserves would teke hold, the market process was

perfectly clear. It was cnly a matter of time before it would become necessary

to face up to that.
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In his opinion, Chairman Mertin said, the System should continue
to feel ita way; the odds were all with the System., He found himself in-
fluenced Yy the sentiment arcund the table in fevor of moving, slowly end
cautiously, in the direction of supplying edditicnel reserves. At some
point the money supply would begin to teke hold, and then the System could
consider what ought to be done.

In further comments, the Chairmen alluded to the &ifficult problems
confronting the System In the psychologicsl ares. There had recently been
gpeculation, he noted, regsrding a reduction of margin requirements. He
did not know what the manifestations of that would be, but there would de
a difficult provlem of explanation., In either s further release of vault
cash, a poussibility tc which he had besn attracted for some time, or e
direct cut in reserve requirements, there would be a difficult problem of
explanation beeause the broad problem was not generally understood, A lot
of people who favored en easy money policy some time ggo were now for a
tight money policy because of the problem of the balance of payments. In
hie opinion, they were grossly exaggerating the lmpact, but without doubt
there were cross currents and swings.

Cheirman Martin repeated that he felt the System had been moving
in the right direction. It would be helpful to have & better chance to
digest what was coming out of the breakdown of the Summit Conference and
the effects on the domestic economy. At the seme time, the summer doldrums

were now rather close st hend. In his view, the Committee would be justified
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on that dbasis alone in moving in the direction of supplying sdditional
reserves,

Chairman Mertin then said that if open market operations were going
1o move into the direction indicated by the consensus it would seem to hinm
1o make good sense to change the policy dilrective. Mr. Palderston had mede
e suggestion, es had seversl others. He (Chairmen Mertin) hed before him
e suggestion of Mr. Thomes, which wee thet clsuse {b) be amended to provide
for cperations with e view "to fostering sustaineble growth in economic
activity and employment by providing reserves needed for modermte credit
expansion.” This, he noted, would be a simple, straightforwvard statement;
it would not state bow much would ve done or in any wsy sey that the
Committee would necessarily do anything or change anything.

The Chairmen then called for discussicn end, in the light of a
comment by Mr. Shepardson, the suggestion was msde thaet the word "bank®
bte inserted just prior to the words "credit expesnsion,®

Mr. Robertson noted that an alternative would be t0 sirike the
lengusge of the existing clause (v) after the word "employment® so that
the clsuse would resd "to Tostering susteinable growth in economic activity
gnd employment.™

Mr, Shepardson then moved that cleuse (b) be amended to read "to
fostering sustainsble growth in economic activity and employment by providing

reserves needed for moderate benk credit expansion®, end this motion wes

geconded.
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Mr, Hayes noted that Committee policy had been changing only
greduslly end seid it would be his preferance thet the directive also
chenge gradually. The thing that some mesbers of the Committee had been
wanting to get rid of was the portion of clause (b} relating to gusrding
sgalnat excessive credit expansion. He wondered whether the proposed
chenge might not represent too much of a jump st one meeting, and whether
the Commlttee shoild not remain tn more neutrel ground for a while.

Mr, Johna asked what a mOre liberel supplying of reserves wgs in-
tended for, if not to provide reserves peeded for moderste bank credit
expension, end Mr., Irons stated that his objection to the shorter form
of clasuse (b) mentioned by Mr. Robertson would be cn the ground that the
languege was 80 broasd it could almost never be chenged.

Chairmen Martin suggested that each of these statemente should
be looked at in the econtext of whet the Committee had been doing in the
past several weeks, following which Mr. Hayes said he had been concerned
for = long time sbout the fact that cleuse (L) typically contained long-
run gosls a8 well es more immediate objectives. He suggested thet sppropriate
members of the Committee?s staff might Pe ssked to work on a method of
separating the two parts of clsuse (b); that 18, the more permenent part
end the temporary objective,

Chalrmen Martin replied that this would represent a somewhat Jlonger-
renge project. He felt that the Becretary of the Comnittee could well be

soked to work cn improving the form of the directive; that is, the way in
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vhich the directive is csst. Howaver, for the immediate purpose of the
meeting today, the question was one of deciding whether cleuse (b) of
the existing directive should be changed in the manner that had besn
suggested, The Chairmen then remd egein the proposed change in clmuse
(b) that had been moved end seconded.

Turning to the level of reserves, Chalrmsn Martin said it seemed
clearly to be the consensue that the Committee should not tighten end that
it should continue in the direction of a modest increase in the supply of
reserves,

In this connection, Mr. Shepardson clarified that his thought had
been to provide en increase in the supply of ressrves, In meaking his
earlier statement, he had had in mind that the target at the Msy 3 meeting
wves in terms of a range from $100 miliion of net borrowed reserves down
to zero. If it would make his positlon cleerer, he definitely contemplated
gome further incresse in the supply of reserves,

Mr. Allen sald thet, ss he understood it, the consensus at the
May 3 meeting wae in terms of trending towerd zero, end Chalrmen Martin
seld the suggestion today would be to carry that a little further.

Chairmen Martin then referred back to the chenge in the directive
that had been moved and seconded, snd inquired vhether enyone wvished to
record & negative vote. There being no such indication, he stated that
the directive would be spproved in such form. He also stated that the

consensus would be to trend slightly further in the direction of providing

reserves,
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Mr. Belderston inquired whether the consensus would be interpreted
by the Desk a2 meanlng net free reserves rather than net borrowed regerves,
and Mr. Rouse gaid he thought this wes understood.

Accordingly, the Committee voted unanimously
t0 direct the Federal Reserve Bank of New York
until otherwise directed by the Committee:

(1) To make such purchases, sales, or exchenges {including
replacement of maturing securities, snd sllowing maturities to
run off without replacement) for the System Open Market Account
in the open market or, in the case of maturing securities, by
direct exchange with the Treasury, as may be necessery in the
light of curreat and prospective economic conditions and the gen-
eral credit situation of the country, with & view (&) to relating
the supply of funds in the market to the needs of commerce and
business, (b) to fostering sustainsble growth in economic activity
and employment by providing reserves needed for moderate bank
credit expansion, and (c) to the precticsl administration of the
Account; provided that the sggregate amouwat of securiiies held
in the System Account (ineluding commitments for the purchase or
sale of securities for the Account) at the close of this date,
other thaen specisl short-term certificates of indebtedness pur-
chased from time to time for the temporary eccommodation of the
Tremsury, shall not be increased or decreased by more than 31
billiong

{2} To purchese direct from the Tremsury for the account
of the Federal Reserve Bank of New York (with digeretion, in
cases where it seems desirable, to issue participations to one or
more Federsl Ressrve Banks) such amounts of special short-term
certificates of indebtedness es mey be necessary from time to
time for the temporary sccommodation of the Tressury; provided
thet the total amount of such certificates held at any one time
by the Federal Reserve Banks shall not exceed in the eggregate
$500 million.

With further reference to the discount rate, Mr. Shepardson said
he hoped thet as the situatlon clerified, perticularly the international
situation, and unless there was an unfavorable turn of events, considerstion

might be given to a change in the rete before the next Cornmittee meeting.
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Mr. Heyes noted that the discount rste was not within the scope
of the coneensus reached at Open Market Committee meetings, and Chairman
Martir sgreed that the role of the Conmittee was purely edvisory, with
neither the Board nor the Presidents being committed,

Mr. Hayes then sald he thought it proper to emphasize that a
large mejority of those who commented today hed indicated that they
would not favor moving on the discount rete now. Also, he wished to
proint out that advence refunding by the Tressury of the 2—1/2 per cent
tonds of 1961 might be in the wind. As of now, there was s quection
wvhether this might be done before the next Committee meetipg, He also
mentioned egain, ms a factor 1o be congidered, that the System should
have in mind the position of friendly forelgn countries; he felt that
this factor deserved some welight.

Cheirmen Martin said thet without guestion this fector was involved.
He sdded, however, that the System could not let the problems of foreign
countries compound its own problems, gnd Mr. Hayes said that he grented the
point.

Chairman Martin repeated that he thought the role of the Federal
Open Market Committee in reletiom to the discount rate was clearly under-
stood. Discussion within the Committee does not dind any President or
sny menber of the Board of Governors.

The Chairmsn went on to ssy thst this was an evolving situstionm,

and that the Syetem must teckle it as it moved along. Thet was the framevork
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in which 1t was necesesary to work at the present time. It might be that
a week from today nobody would want o do enything on the discount rate
but that in tvo weeks, for example, the situation might be different.

He went on to say that the more time the System could have to digest
developments the better it would be, and that the System would not went
to jump prematurely. The more time it could get and the more orderly e
manner in which it could take things, the better off it would be. On the
other hand, things cannot elways bte ordered in e way that one wouid like
to s2e them. The System cannct set dates and te bound by them.

Mr, Bopp commented that at e number of Reserve Banks 1t is the
practice of the Beard of Directors to meet only once & month. This
presented & technical prcblem of a complicating nature.

Mr. Hayes sald he had elways considered it desirable that timing
of discount rate actions be coordinated, and that 1t hed been his feeling
that a consensus on the rate st the Federal Open Market Committee meetings
hed been helpful in achieving this ecoordination, The general feeling to-
dsy eppeared to be that a chenge in the rate would not be a good ides,

Chairmen Martin said thet the view of Mr. Hayes was well expressed.
As he had indicated previcusly, however, discussiom of the discount rate
st Open Market Comuittee meetings cculd not be bindirng upon anyone.

Mr. Belderston expressed agreement with Mr. Heyes that time might
help to clarify the situation internationally in thils perticular field.

However, es far ee Treasury operations were concerned, he noted that =
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reduction of the discount rate was a differeat thing from en increase, In

the fall of 1957 the Treasury postponed a financing operatiom temporarily,

1f he remembared correctly, because the Federal Reserve System wes prepared
to decrecase the discount rste, but there was only a short interval between

the two setione. Had the System been moving in the opposite direction, 1t
would have been an entirely different matter.

Mr. Bopp pointed out there ere reletively short, and few, intervels
vhen the System is free to move on the discount rete. If the Treasury should
take up these intervels by advance refunding or similar cperations, the
opportunjities for dlscount rate action would become very limited.

Mr. Robertson commented that if there wvas 10 be a move on the
discount rate, that move should be made not efter advance refunding tock
place but before such time, snd Messrs. Belderston and Bopp expressed
sgreement,

Chairmsn Martin suggested thst the attitude of the System be cne
of flexible, watchful waiting. In & further comment, he ilssued a word of
csution that all those present be most cereful in their conversations after
they left the room today.

Chairman Martin then referred to a memorandum from Mr., Rouse dated
Mey 20, 1960, vhich trensmitted a memorandum of the saze date from Mr.
Lerkin, Assistant Vice President of the Federal Reserve Bank of New York,
summarizing cperations under the authorization given by the Open Market

Coxmittee at its meeting on April 12, 1960, end renewed at the meeting



5/24 /60 -58-

on Msy 3, 1960, to ecquire up to $150 million of one-year Treamsury bills
maturing July 15, 1960, either by outright purchase or by swepping other
Treasury bills. Mr. Larkin®s memorandum indicated that a total of $91.5
million of the bills maturing July 15, 1960, had been mequired under this
suthorization, so thet total holdings of such bills, ineluding holdings
of $13.k million acquired by outright purchase prior to April 12, 1960,
amounted to $104.9 million.

Mr., Rouse commented that 1f the Treasury was successful in
developing a beiter cash position so that it could cut down by $500 million
vhen 1t came to the rcllover, the present holdings of the bilis due July
15, 1960, would probsbly be sufficient. On the other hand the situation
wves not clszar. Therefore, he would suggest that the outstanding suthorization
for scquisition of the July 15 bills be renewed. Under it, he noted, there was
still leewsy to scquire up to $58.5 million of such bills.

Chairman Martin inquired whether enyone hed heard of repercussions
in the market because of the transactions in the one-year bills, end no
comments were heard, Mr, Rouse ssld it wss in a wey rather strange that
there seemed to have been no merket comment, because the swap transactions
that had been undertaken could clesrly be identified in some cases as sweps.

Mr. Thomes noted that the outstending Committee suthorization wes
1imited to scquisition of July bills, to vhich Chelrmen Mertin added that
the Desk wes 1limited to the July bills es fer as the scguisition of cne-year

bills by s-mp trensactions was concerned. Mr, Rouse egreed, stating that,
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es far a8 outright purchases were concerned, it was his understanding that
the Account had suthority to scquire other igsues of the one-year bvills, and
no dlsagreement with this comment wes heard.

Mr. Hayes seid he supposed that at some time the Committee would
wish to consider suthorizing acquisition of the one-year bills of October
17, 1960, on & basie similar to the suthorization relating to the July 15
bills. However, he thought there was no hurry to consider that metter.

Mr. Rouse expressed the view that the operation in the July 15
bills should first be completed so that the Open Market Committee might
make en appraisal ss to vhether it wanted to authorize further operations
in one-year pills slong the lines of the current euthorization.

Thereupon, it wae sgreed to renew wntil
the next meeting of the Open Market Commititee
the suthorizetion given on April 12, 1960, snd
renewed on May 3, 1960, to scquire for the System
Open Market Account either by outright purcheses or
by sweps of other bills, up to $150 million of cne-
year Tressury bills maturing July 15, 1960. Mr.
Robertson dissented from this action tc the extent
thet it involved sacquisition of the one-yesr bills
by swep transactions, as opposed to outright purchases.

It vas sgreed thet the next meeting of the Federsl Open Market
Committee would be held on Tuesday, June 1, 1960, end that the succeeding
meeting would be held on Tuesdsy, July 5, 1960.

Cheirman Mertin noted receipt of a letter from Mr. Hayes vhilch
suggested thet he might want to call to the attention of the members of

the Committee asnd the Presidents not currently serving thereon that the
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New York Bank would welcome vigits to the Desk, The Chairman seid he
wonld like to support this invitation to learn firsthend what wes going
cn at the Desk vhenever visits could be worked out,

Mr. Heyes saild his thinking was in terms of rather extenslve
visits, perhaps in the order of a week, during vhich members of the Committee
could sink their teeth into the operations of the Desk and see vhat wes
actually going on there.

Cheirman Martin noted that three Reserve Bsnk Presidents (Messrs,
Heyes, Allen, snd Mengels) had been celled to testify before the Subcommittee
of the House Banking and Currency Committee that was to hold hearings in
connection with H.R. 8516, which would provide for the retirement of Federsl
Reserve Bank stock.

The meeting then adjourned.




