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

offices of the Boerd of Governors of the Federal Reserve System in

Washington on Tuesday, September 13, 1960, at 10:00 s.m.

FRESENT:

Mr. Martin, Chairman
Mr. Heyes, Vice Chairman
Mr. Balderston

Mr. Bopp

Mr. Bryan

Mr. Fulton

Mr. King

Mr. leedy

Mr. Mills

Mr. Robertson

Mr. Shepardson

Mr. Szymczaik

Messrs. Leach, Allen, Irons, and Mangels, Alternate
Menbers of the Federal Open Market Committee

Messrs. Erickscn, Johns, and Deming, Presidents of
the Federal Reserve Banks of Bostom, St. Louis,
and Minneapolis, respectively

Mr. Young, Secratary
Mr. Sherman, Assistant Secretary

Mr. Kenyon, Assigtant Secretary

Mr. Hackley, General Counsel

Mr. Thomas, Economist

Messrs. Brandt, Eastburn, Hostetler, Marget, Foyes,
and Tow, Asscciate Econcmists

Mr. Rouse, Maneger, System Open Market Account

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

Mr. Knipe, Consulteant t¢ the Chalirman,
Board of Governors

Mr. Keir, Chief, Government Finaunce Sectionm,
Division of Research end Statisties, Board
of Governors

Megers. Fllis, Ratchford, Mitchell, Jones, snd Rice,
Vice Presidents of the Federsl Reserve Banks of
Bosten, Rick-ond, Chicego, St. Louis, and
Dellas, respectively
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Mr. Garvy, Adviser, Federal Reserve Bank of
Kew York

Mr. Persons, Director of Research, Pederal
Reserve Bank of Minneapolis

Mr. Lynn, Assistant Vice President, Federal
Reserve Bank of Ssn Francisco

Mr. Holmes, Manager, Securities Department,
Federal Reserve Rauk of New York

Upon motion duly made and seconded,
and by unanimovs vote, the pinutes of the
meeting of the Federal Open Market Com-
mittee held on August 16, 1960, were
approved.

Before this meeting there had been distributed to the members of
the Committee a report of open market operations covering the pericd
August 16 through September 7, 1960, and a supplementary report covering
the period September 8 through September 12, 1960. Copies of both reports
have been placed in the files of the Coamittee.

In supplementation of the written reports, Mr. Rouse made the
following commenta:

Open market operations in the pericd sinee the Committee
last met were complicated, as we had expacted, by the changes in
Regulaticn D affecting veult cash et all mexber banks and reserve
requirements in the central reserve citles. Some part of the
vault cash released eppears to have becane lodged unused in
country banks, and, &s & result, the higher statistical level of
free reserves thet has prevelled since August 25 may be mia-
lecding as a reesure of reserve eveilsbility in the banking
system. Under these eircumstances, we have had to rely to a
very considerable extcnt on the coniition and feel of the
money market. Here matters wore co-plicated by the fact that
the very heavy inventories of the Governrent securities dealers
wvere a significant influence meking for somswhat tighter
conditicns in the money warkst. It 4id not eplimr eppropriste
to flood the rorket with funds meinly to accoriodate dealer
fipercinre resds, but the Acccunt I'nesizznt hed to be alert
to prevent the pressure frca this source frol beccaing too
grest. Conseguently, reserves vere eupplled to the market in
scc: voluwz frca tice to tiz2 by rzans of repurchace egreemznts.
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With dealer inventories of Treasury bills at a high level,
with the failure of any broad demand for bills to develop during
the period, and with the beginning of corporate liquidation of
bills to meet September dividend and tax needs, which are
expected to be greater this year than normal because of the
gbsence of a September tax anticipation bdill, bill rates have
moved higher during the period. 1In yesterday's auction, for
example, the average rate on the three-month bill was establighed
at 2.65 per cent, 37 basis points higher than the rate established
in the auction just prior to the last meeting of the Committee.
The average rete on the six-month bille, at 2.916 per csnt, was
up 29 basis points from the earlier period.

The period immediately ahead does not eppear too much
easier es far as the conduct of open msrket operations is
concerned. The Treasury sdvence refunding, of course, suggests
an even keel as an asppropriate policy, but with the statistics
of free reserves still an uncertain measure of reserve avalla-
bility, there are bound to be problems. I should also like
to point to the fact that estimates of the bulge in free
regserves anticipated earlier for the next two stuatement weeks
have been considerably reduced since the last meeting. This
has been due in part to the accelerated gold outflov. Between
now &nd September 20, $120 million in gold purchuses have
already been arrenged for foreign eccounts, and this is
absorbing & corresponding amocunt of bank reserves.

The Treasury bond market has been preoccupied for some time
with the possibility that the Treasury would undertake sn advance
refunding of the wartime "tap" issues. With the Treasury's
emmouncement on Friday, this possibvility beceme a reality, and
the market yesterdey was seeking to digest and evaluate the
terms of the offering. As you know, the Treasury is offering
three issues of 3-1/2 per cent bonds in a non-taxable par-for-
par exchange for the four earliest dated "tap” bonds. The
details of the exchange are familiar to you, and I think that
it is obvious that the aims of the operation--to gain a
significant extension of debt maturlty and to ensble the
Treasury to hold on to its customers for long-term securities--
are of prime importance for the System. The Treasury has done
e great deal of edvence preparation for this admittedly complex
operation--particularly in the way of preparing explanatory
raterial for public consurption--and 1t caen only be hoped that
this will pay off in terms of a significant public response.

As part of this effort, as you know, Undersecretary Baird and
his associates will preside at three public meetings--to which
investors, Govermuisznt securities dealers, and the press have

been invited--scheduled for tamorrow in New York, Chicago, and
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San Francisco. With the bocks open until September 20, it will
be some time before any judgment concerning public response can
be mede. The market was busy yesterday trying to esteblish
trading levels for the issues concerned, aod although there wes
virtually no activity reported, the price sdjustments vere
about as expected. The longer-term iasuee adjusted downward in
price by &s much as one point in the case of the 3-1/2's of
1990, the key issue, and upward in the 2-1/2 per cent "tap"
issues involved by sbout 1/ to 1/2 point. As & result, the
nev issues were trading at prices very close to those of the

2-1/2 per cent "rights." The genersl reaction seemed to be
favorable.

The System Account holds approximately $650 million of the
"tap” bonds that are eligible for the advance refunding. I do
not recommend that the System participate in the advance
refunding.

Mr. Balderston inquired of Mr. Rouse what 1n the latter's judgment
had happened to the reserves introduced into the country banks by the
recent vault cash action, to which the latter replied that the banks
apparently were just not using them. The figures Indicated fairly clearly
that there must be free reserves in the country banks, but there was no
evidence that the reserves were filtering back to the money market in any
major wey. The result had been free reserves averaging $300 miliion
during the period since the last Committee meeting, with the figure & good
deal higher at times.

Mr. Erickson inguired vhether the lag appeared to be greater than
when vault cash was releesed previously, to which Mr. Rouse replied that
he did not think so. He recalled that last year quite a long period of
ed justment was involved.

Thereupon, upon moticn duly msde and
seconded, the open rerket transecticns
during the pericd August 16 throuch September

21, 1950, were spproved, rotified, and con-
firmed.
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Mr. Noyes presented the following statement with regard to the

economic situation:

There 18 & good chance that the most surprising bit of
economic news to appear this week will be the announcement on
Friday thet the Board's index of industrial production for
August wes 10G. Those who read beyond the headlines will
discover that there was still a one point decline from July
to August, because the index for the former month has been
revised upward from 109 to 110. Taken altogether, however,
this nevws constitutes a much more favorable picture of
industrial activity for July and August than has generally
been assumed.

If the week is typical of its predecessors in September,
most of the news will be much less favorsble., In fact, one
of the most encouraging things that can be said about the
econcmic eituation is that markets generally, and the stock
market in perticular, have not been starmpeded by the bearish
news and sentiment that has been 8o prevalent in the past few
weeks.

The most disturbing espect of recent developments is that
we are begimning to see, really for the first time, some signs
that the rising trend of consumption expenditures, which has
rmaintained gross national product thus fer in 1960, may be
coning to an end. Both the immediate and secondary repercus-
sions of such & shift could be serious in the light of the
apparent absence of strength in other sectors of the economy.
Certainly, if final demand by consumers is not stroang, we can
expect little independent strength in lavestment expenditures
in the remainder of the year. In fact, only Govermmeatal
expenditures now appear to offer a reasonably certsin prospect
of increese in the period immedietely ghead, although one may
hope thet net exports will increase moderately.

Such a situatlon would almost certainly have some cumu-
lative effects--thaet is to szy, & softening in the vigor of
final demand would cast doubt on the inventory positioa in
many lines and probebly lead to further dovnwerd revision of
plant and equipment spending plans.

Doubts &s to vwhether the uptrend in final demand will be
sustained sre enhanced by the less than seasonal improvement in
employment reported for August and by a cut-back in overtime
work at premium rates. In Cansda, where economic events seem
to have been running a 1ittle aheed of those in the United
States, the increase in unemployment to a post-war high of
7 per cent casts a foreboding shadov.



9/13/60 -6-

Leading business cycle indicators appear to have continued
their downward trend in August and, whereas six of the nine
major coincident indicetors were rising in May, six were falling
in July; end the prospects are that when the data for August are
all in the proportion declining will increase further.

One interesting elemsnt in the recent behavior of our
stetistical data is that series dencminated in dollsrs have
generally declined more than series measured in physical terms.
Thie suggests that the prices at which transactions are actually
belng consummated are lower, even though the official indexes
have been stable, or up in some cases. If this is true, it
would add support to the thesis, which is gaining acceptance,
that the economy has alreedy made a number of the important
adjustments that are ordinerily associsied with a moderate
recession in business activity, and that with the benetit of
hindsight we may find 1960 wes a year of moderate recession,
and that 1961 will be one of recovery. The substantial inventory
ed justment which has alreedy occurred, the absence of any boom in
plant and equipment expenditures, and the almost incredible fact
thet, despite all the upwerd biases associated with wages, hourly
earnings of production workers actually declined from January to
Avgust, are all cited in defense of this an=lysig. Its proponents
also find comfort in the atypicel behavior of meny of the financial
gerieg, especially business loans at city banks.

To these cobservations I might add one of my cwn. In our
frequent review of current and prospective economic developments,
I think we sometimes wear out scme important observations before we
have felt their full effect. I believe the huge shift in the
economic impact of the Government's fiscal operations is & good
example. In the fourth quarter of calendar 1959 we had a cash
deficit of ebout $4-1/2 billion, and in the second quarter of
1960 we hed a cash surplus of sbout the same smount. The fact
that some of this shift was sessonsl does not prevent the impact
or the econcmy from being very resl. While 1t may over-dramatize
the matter to put it in these terms, when we relate this shift to
GNP megnitudes, which are expressed in annual rates, the Federal
Govermment was spending more than it wes taking in, in the fourth
quarter of 1959, at an annual rate of $18 billion, and taking in
more than it wes spending et an annuel rate of $18 billion in the
second quarter of 1960. Thus, the shift can be expressed &as a
megnitude in the neighborhood of $36 billion &t annual rates and,
indeed, suggests that the economy mey have already made a more
massive sdjustment than is generally appreciated.
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Perhaps this line of thinking proves only that Americans are
incurable optimists, but there is some historical precedent for
"sldewise movements” thet were fully recognized as "recessicns"
only in retrospect.

In summary, the relative merits of the scmewhat conflicting
viewpoints I have discussed seem to be of minor importance for
monetary policy at this juncture. Whether we are well into and
perhaps on the way out of & mild recession, or on the verge of &
more serious ome--& credit policy designed to give every reasonable
epcouragement to business and consumer expenditures in the period
imznediately ahead would seem appropriate.

Mr. Koch presented substantially the following statement with

respect to finapclal and credit developments:

On balance, data becoming availsble on finencial markets in
recent weeks have bezen as bearish as those on economic developments.
Both bank credit and ronetary expansion, which gave us cause for
hope and cheer in July, were disappointing in August. The pace of
new security financing hss modcrated, and common stock prices are
back dowvn to their summer low. The rlse in consumer credit had
sloved markedly in July.

Taking a closer lock st commercial banking developments, the
loan demand, particularly on the part of business concerns, has
slackened further, and business losns are generally quite s good
indicator of broader business trends. Seasonal borrowing by
cammod ity dealers, food processora, and trade concerns, vhich usually
begins in late July or early August, has been slow in developing this
year. Moreover, concerns like public utilities and consumer finance
companies have been repaying bank debt with the proceeds of longer-
term financing.

One encoursging note, however, is that in August commerciel
banks held on to the new Treasury securities they acquired in July
in greater volume than they have done after other recent financings.
Another encouraging banking development over the past month or so is
that the effects of &n easier mopetary polley ere epparently begin-
ning to teke hold at the smaller benks, & develcpment about which we
were having some concern earller in the spring and summer.

Turning to the reserve position of the banking system, of the
$700 million or so of reserves supplied to mexber benks by the
Federal Reserve over the past few weeks throuzh reserve requirement
actions, ebout $300 million were ebsorbed through mcrket forces and
approxivetely snother $300 milllon through offsetting open merket
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operations, leeving about $100 million to be reflected in a some-
what higher free reserve balance. Despite higher free reserves,
however, the bank reserve positions of the eity banks were under
sonewhat more pressure since the last meeting of this Committee
than earlier.

This is suggested by rising money market rates, a somewhet
higher level of member bank borrowing from the Federal funds market
and the Reserve Banks, the hovering of the Federal funds rate at the
discount rate, and the generel need of Government seccurity deelers
to scurry eround for needed finesncing. This situstion of somewhai
more pressure With higher free reserves is explained by the fact
that the more than $300 million of reserves made evailable to country
banks in late August through the releamse of vault cash permeated
through the banking system quite slowly, = Tact highlighted by the
virtual sbsence of the usual flow of excess country bank reserves to
the money centers last week at the end of the country benk reserve
computation period.

Recent money supply developments have been as disheartening as
those 1n bank credit. The daily aversge money supply outstanding in
August, our new series and a more meaningful one than the last-
Wednesday-of-the-month, single day series, was only about $300
million avove the recent lov reached in June, indicating that part
of this sumner's earlier incregse wag offsget lest month. The last-
Wednesday-of-the-month series showed & small further increase in
August.

In contrest to the recent course of the money supply and
demand deposits, time and savings deposits at commereial banks
held by domestic holders throughout the country as well as by
foreigners have grown this suwgmer at an exceptionally rapid
rate. This rise no doubt has reflected the relatively more
favorable rates currently being paid on time deposits than on
altarnative investment outlets.

Fast types of interest rates have shown comparatively
little change in recent weeks, although ghort-term Treasury
rates have risen almost one-half a percentese polnt. Oo the
surface, this is surprising in view of the numerous credit
eesing actions of the System during this period. It no doubt
reflects the fect that business corporations, apnd other private
investors as well, are not as interested in Treasury bills &t
current rates and because they heve olher pressing cesh needs.

The benking system 8lso still does not feel itself liquid enough
to ebsorb substential edditionsl axounts of Government debt with
a 5t11]l uncertain seasonsl borrowing demend in the weeks aheed.

Turning to the reserve projections for the next few weeks,
let me point out egsin the chonge that was mede in the reserve
pattern teble last time &and which has been continued in &
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samevhat modified form this time. You will notice that in the
two columne ou the right of the table alternative projections
are set forth. The second column from the right projects the
level of outstanding free reserves on the same basis ag we have
in the pest, namely, assuming no further System open market
operations end only taking into sccount seascnal market forces,
including en allowence for seasonal changes in the money supply
but no growth. The second slternstive, in the column on the
extreme right, shows a projection of outstanding total reserves
assuming System open market operations will take care of all
seasonal market needs, thus meintaining the current level of
free reserves. The volume of System operstions that would be
required in the future to achieve this second alternative is
shovn 1n the third column from the right.

The purpose of the sddition of this total reserves alterna-
tive to the patiern table is to give both the Committee and the
Manager of the Account a broader statistical bage upon which to
formulate policy and action. It is not meant as & substitute for,
but rather a supplement to, the other information that ic
supplied. T tend to agree with what I read to be the wiews of
Mr. Noyes as expressed at your lest meeting, namely, thet if a
single measure is to be selected as the most appropriste indicstor
of the effectiveness of current monetary policy, it might rather
be the money supply itself then the reserve base underlying it.
In my view, too many factors like the volume of Goverament and
interbank deposits which have little relationship to econcmie
affeirs affect total reserves, whereas the privately-held money
supply is more relevant to the course of spending.

I also retain the belief that the free reserve concept can
be & useful indicator to the Manager of the Account in helping
him aschieve the monetary policy objectives of the Committee, if,
but only 1if, the effect of changes in reserve avallsbility on
such more fundemental finenciael messures as bank credit expansion,
the money supply, and interest rates are under constant watch.

Today's patiern teble shows that the average level of free
reserves in the week ending tomorrow will approximate $435
million. Next week, assuming no offsetting System action, it
would likely average around $750 million. In the following two
weeks the estimates of the Board's staff drop to $470 and $5
million, while those of the staff of the New York Bank are
approximately $300 million higher in each of the two weeks due
to differing estinates of the decline in the midmonth float and
the change in required reserves. Regardless of one's views as to
the 1likely course of free reserves in the coming weeks, I should
like to suggest for the Commnittee's consideration that it instruct
the Fanager of the Account &t this meeting, as I understend 1t 4id
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at the last meeting, that not too much emphasis be placed con the
level of free reserves and more be placed on the feel and tone of
the market.

This 1s a peciod when seasonal demands for iiguidity are
normally very high, for example, corporste cash needs for dividend
disbursements and tex payments. Moreover, the sharp rise in
reserve availability wili be due mainly to & temporary midmonth
bulige in fiocat, the effects of which, if I remember the pecord
correctly, the Committee has felv should nov be offset, st least
fully, by open market operations. Finaily, our reserve projections
are particuiarly tenuous now since we bave Lo estimate the amount
of vault cash alloweble as reserves.

Therefore, I conclude that there is much to be said,
particulariy in view of the uncertain economic situation and the
recently announced Treassury refunding progrem, for permitting the
Jevel of free reserves over the next two weeks to remsin above
recent levels. Iodeed, if the economic situstion shows a seasonally
adjusted downward drift in the coming weeks, as the accumulating
evidence suggesis it might very well do, it would be the part
of wisdom to be thinking of further gradusl]l credit-easing actions.

Mr. Marget commented as follows with respect to the United States
balance of payments:

The goid outflow continves. As I reported st the last meeting
of this Committee, in July the gold outfiow amounted to over 175
million, a8 against cnly $125 million for the whoie of the first
six months of this year. In August, the figwe was $140 mililon.
Thus far in September, the figure for actual goid purchases by
foreigiers has been only $15 million; but, as Mr. Rouse reported,
we have received notice of additional purchases of $121 million
to take piace within the next ten days, so that, even 1T we
receive no further orders in September, net gold purcheses by
foreigners in the current month will be ebout as large &8 in
August.

Unforiunately, another thing that is continuing is the giving
of wrong explanations for ithe gold outflow. As recently as
August 24, for example, the Finenciel Times of London solemnly
deciared that what "is at the root of the recent reswmption of the
gold outflow" is “the growing mistrust of the dollar in official
circles outside America.” If this vere true, then, in vievw of the
more than $9.5 blllion of official foreign dollar belances (to say
nothing of the more then $7.5 biliion of privete foreign dollar
balances) outstanding, our position would be a very eerious one
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indeed. We should in fact be confronted by the kind of immediate
policy dilemma which might very well not only deprive us of all
flexibility in meeting the requirements of the current demestic
situation, but also force the edoption of policies exactly
contrary to those reguired by the domestic situation.

No one can say with absolute certainty that such a situation
will never arise. VWhat one can say with certainty, however, is
thaet the evidence up to dete 1s categorically egainst the interpre-
tation of our recent gold outflow which I have guoted from the
Financial Times. As I suggested at the last mceting of this
Cormittee, the place to look for evidence is in the total of
foreign dollar balances. 1If these dollar balances were to decrease,
say, in en smount equal to the emount of gold outflow, one could
regard this as prima faclie evidence of & coaversion by foreigners
of existing dollar belances into gold; and it might not be unresason-~
able, under such circumstances, to speak of evidence of "growing
mistrust of the dollar in official circles outside Americe." But
it is certainly unreasonsble to draw this coneclusion, if, instead
of foreign-owned dollar balances decreesing, they incresse. As
I reminded the Committee at its last meeting, this is exactly what
happened during the whole period of gold outflow from 1958 through
June of this year. At the last meeting, I could not make a categorical
statement as to what had heppened since June because the figures were
not then avallsble. They are available now for July; and they show
that during that month foreign-owned dollar balances, insteasd of
decreasing in proportion to the $175 million of gold outflow,
actually incressed by sround $325 million. We do not yet have the
complete figures for August; but if the figures for foreign holdings
at the Federal Reserve Bank of NHew York cen be teken as an indication
(they show a rise of around $350 million), we may expect a com-
parable increase for the month of August also. In the light of
these figures, it simply mekes no sense to suggest that the recent
g01d outflow is to be teken &s evidence of "growing mistrust of
the dollar in official circles outside America.”

But it would elso not be sensible to suggest that these
figures I have Just given can be eccepted with complacency.
Gratifying as it is to see the evidence of continued confidence
in the dollar which is represented by these large increases in
foreign dollar holdings, it is also true that we should all
be feeling more comforteble if these foreign dollar holdings
hadn't increessed so much. Indeed, given the sizeable gold out-
flow that began in July, we should have been quite happy 1f
they hadn't increased st all. For vhat we must keep reminding
ourselves of 13 that the figure for gold outflow plus the
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increase in foreign-owned doliar balaances is a rough measure
of tke size of the over-all deficit in our balance of paymenta.
For July, that total figure was as much as $500 million; the
figure for August will also probably turn out to be quite
large; the result, therefore, will inevitably be that the
published figure for the over-all deficit in our balance of
paynents for the third quarter of this year, instesd of
showing the improvement which had generally been expected,
will show what will look like a deterioratioa.

What, in fact, bhas been happening?

It 18 of the first importance, I am convinced, to under-
stand that what hss not been happening, so far as our evidence
goes, 18 & deterloration in cur trede position. OCn the contrary,
the latest figures we have (for July) show that while cur imports
have remained at about the same level (around $15 billion, annual
rate), our exports, which had been averaging & rate of about
$19-1/2 billion during the second quarter, moved up sharply above
$20—1/2 billion. One should never put too much weight on the
performance in a single month. But much more is involved here
than the performance of a single month. It will be remembered
thet in the spring of 1959 our trade surplus ves around zero.

It will be remembered, also, that it was this very seriocus
deterioration in our trade position which gave rise to wide-
spread concern es to our sbility to meintaln e campetitive
position in world markets. A rise in our trade surplus from
around zero a little over a year ago to its present position
of & surplus of arcound $5 billion is a development that goes
far beyond the expectations of most of those who have been
concerned with forecasting the course of our balance of pay-
ments; ard considering that it is the field of trade which
reflects directly the concerns of those who have been most
troubled sbout our balance-of-payments prospects ("Heve we
priced ourselves out of the merket?”, "Is our wage-level too
high?", "Have we slipped in terms of innoveticns of technique?™),
this trede performance, teken by itself, is anything but
discouraging.

But, of course, in spesking of the balance of payments,
we cannot teke the trade performance "by iteelf.” We c¢an say,
with assurance, that what will generslly be referred to as
the "deterioration” of ocur balence of payrmants which set in in
July was certainly not the result of a deterioration in our
trade position. But this meens that we must look further for
the explenstion, and we rust leck particularly into the fiela
of capital movemants. Fortunately, we novw have some figures
on these movements for the month of Jily, and can offer some
genercl observetions which were not possible as recently as a
week or B8O BgO.
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The first of these cbseervations 1s that we now have
evidence of a substantial outflow of funds reported by United
States banks, either for their own account or for that of their
customers. The evidence is contasined in the item "eclaims on
foreigners"” as reported by banks in the United States. 1In July,
this item, which had incressed by only $220 million irn the whole
first half of 1960, rose in July alcne by $305 million.

The second observation is thet the data not only provide
no real evidence of a "flight from the dollar” by Americans,
but also provide no real evidence of net movements of United
States funds for "speculative" reasons. (For example, there
was no increase In claims on those countries most often cited
as havens for speculstive funds--namely, Germany and Switzerland;
and it is worth noting, slso, that in spite of the reported
movements of Belgian funds into Switzerland as a result of the
Congo troubles, the fact that Relgien privete dollar holdings
rose in July by 340 million would suggest that the United States
also mey have been regarded as a haven for funds previously
invested in the Congo.) The outward movement of United States
bank funds in July is to be explained not as a speculative
movement but elther by reference to special transactions with
which we are familiar (for example, sbout a third of the total
rise in claims--$110 million--represented the extension of
eredits to Venezuela) or by the operation of normal market
processes.

Of these "normal market processes,” the one that interests
us most is of course the shifting of funds in response to
interest rate differentieils. The fact that of the two-thirds
of the outflow that did not go to Venezuela, one-half (that is,
another~third of the total) went to Caneds and the United Kingdom,
and the other half went to Japan end a few other countrles for
export finencing by benkers' acceptances, would suggest that
interest-rate differentials played e major role in these move-
ments.

This, surely, was to be expected as part of the normal
functioning of the intermationsal monetary mechamism. It is
equally to be expected that this part of the moverent of funds
will reverse itself whenever the internmational structure of
interest rates changes in & direction and a degree sufficient
to make such a reverse flow profiteble. (Since I mentioned
Caneda as a country to which a considersble amount of funds
seems Lo have moved in July, it is worth noting that since late
August there has been a slight covered-interest-differential
in favor of shifting funds from Censda to the United Stetes.)

It is clear, T hope, that all this is very far from
arounting to & suggestion that our balence-of-payments troubles
are over. TFor one thing, gratifying es our trale performsnce
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has been, 1t could be nullified by the assumption by the United
States of new foreign aid commitments of en extent and character
that would condemn us to a rece in which the improvement in the
trade plcture would always fall short of what is required to
balance our international accounts. But the hope, surely, must
be that in this fleld, as in others affecting our balance of
payments, our actions will be of a degree of responsibility
sufficient to convince both the foreign holders of dollar
balsnces and the American financlal community itself that our
policies are such as to deserve & fair trial while we are
vorking our difficulties out, instesd of being such as to deprive
us of all flexibility in our efforts to cope with these dif-
ficulties.

Mr. Hayes presented the following statement of his views on the

business outlook and credit policy:

The sidevays movement of the economy continues, characterized
by a high level of activity, very little growth, substantial
unused resources, and considerable price stebllity. The chance
of a bresk-out orn the up side is growving increasingly remote.

On the other hand, normel seasonal factors, including production
of the new automobile models, will provide some expansionery
Influence in the next few months; and this should help counter
any tendency toward recession for the remainder of the year.

Discouraging elements in the outlook include the latest
SEC-Commerce survey which indicates a leveling off of plant
and eguipment expenditures in the third and fourth quarters,
doubtless due in good part to the current squeeze on profit
marging; the aceumuleting evidence that residential construec-
tion is suffering from a basic weakening of demand; the recent
sluggish showing of consumer spending, especlally in the area
of consumer dursbles; and the latest data on unemployment.

The significance of inventory developmrents in the last
few months 18 not wholly clear. Although businessmen have
succeeded 1n holding down inventories of purchased materials,
lagging sales have brought an increase in manufacturers'
inventories of finished goods end goods in process--as well
as total manufacturers' inventories and the ratic of such
inventories to sales. Statistles for July, however, show the
first drop in menufacturers' inventories in many months,
vhereas in the preceding months they had merely Incressed at
a reduced rate. Perheps the dreg which the econoty hag been
experiencing from & decline in the rate of inventory accumulation
is draving to an end.
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The stagnation of industrial production since the
beginning of the yesar seems attributable perhaps to declining
inventory demand, the inereasing proportion of consumer
expenditures absorbed by services, & somewhat higher propor-
tion of savings in relation to personal income, and the
virtually unchanged level of Federal expenditures. While it
is too early to attempt to forecast the direction of the next
major move of the econamy, we should perhaps be making e start
toward considering possible courses of action in the event
vuau wviis woeve should be downoward.

As for credit developments, business loans of weekly
reporting banks in August continued the below-normal trend of
July, as did total loans. While ilnvestments d1d not rise as
rapidly as in July, the gain was still sufficient to bring a
change in total bank credit about in line with the seascnal
pattern. The money supply rose only very moderately in August,
but our policy of ease appears to have brought results with
respect to bank reserves. Total reserves, nonborrowed reserves,
and required reserves each averaged higher in August than in
July con a seasonally adjusted basis. Nonborrowed reserves
should soon approach the all-time 1958 peak,

The System has taken a number of steps in the directiocn
of monetary ease 10 meet current economic conditioms. Probsbly
the full effects of some of these measures have not yet been
felt. 1In view of this, plug the fact that the economic
situation appears to be essentislly unchanged since the last
Committee meeting, & further easing of credit policy would not
be appropriate at this time. This would be true wholly apert
from the obvious aneed to preserve an "even keel"” during the
current Treasury advance refunding. Ip my opinion the
directive and the discount rate should not be changed.

As for open market operatioms, I think that present policy
ghould be continued, with doubts being resolved on the side of
egse. It seems to me that stetistics on free reserves will be
an even less reliasble guide than usual in the coming weeks,
since it is quite uncertain to what extent released vault
cash will ectually affect bank behavior. September will be
marked by the seasonal pressures aspociated with the tax date
and especially by the prospect that pressure on the dealers,
elready considerable, will increese as the deslers are called
on to play their usual role of taking Governments off the
corporations’' hands to provide funds for taxes, dividend pay-
ments, or other seasonal needs. With thelr portfolios already
so heavy, the dealers are not in nearly as favorable a position
to perform this functicn as we might desire. In this context
the Maneger should, I believe, be given more than usual leeway
to edjust to the feel of the market; and he might wish to glve
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special attention to the relationship between bill rates and the
discount rate as a measure of market pressure. It may well
prove to be unnecessary to offset fully the market factors
expected to bring a sharp bulge in free reserves in the next
two weeks, particularly as additional reserves will be required
in any casze & little later in the yesar.

I am sorry to say that the most recent figures do not
indicate any over-gll improvement in the balsance-of-payments
situation. 1In fact, the acceleration of foreign central bank
purchases of gold from the Treasury--which we have already
begun to see--may well become an increasingly significant
factor affecting member bank reserves over the remainder of
the year. With gold selling in lLondon and Switzerland at
about, $35.25 an ounce yesterday, it is no longer attractive
for central barnks to buy gold ebroed, If this price eitu-
atlion continues, foreign central bank purchases of gold will
tend to be concentrated on the United States gold stock.

I1f, =8 seems to ve the case, the economy is in a more
or less neutral and uncertaln area between expansion and
recession, I would think that the Board might wish to con-
sider a further reduction of margin reguirements in the not
too distant future, perhaps to what has come to be considered
a "normel" level, i.e., 50 per cent.

We need not try to reach any conclusions now ag to what
our policy should be if the economy continues to stagnate
over a prolonged period or begins to show a recessionary
trend. But I think it quite possible that, if such tendenciece
develop, we should seriously consider to what extent fiscal
policy should be called upon to share with monetary poliey
the burden of encouraging greeter business activity.

Mr. Johns sald that in view of the clear and forthright appraissl

of business and monetary developments that had alreedy been given, he
would be brief in his owm comments. Four weeks ego, he recalled, he
had expressed some gratification at the appearance of & turnaround

in the total reserve situation, asnd hopefully in the money supply.
However, subsequent developments had been disappointing. Although in
the two weeks ended September 7 free reserves averaged $337 millionm,

the highest level of the year, at the same time there was & smaller
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smount. of effective reserves and also a smeller money supply then at
the beginning of the year when, instead of free reserves, there were
net borrowed reserves of around $300 million. In his opinion straight-
forward action was needed to bring about the expansion of bank credit
that had been the objective of the Open Market Committee, as expressed
in its directive, since May. Accordingly, he suggested that the
Committee, as expediticusly as possible, bring total reserves up to
ebout $18.8 billion, which on & seasonally adjusted basis would mean
an increase of perhaps 3 per cent. Thereafter, he felt that the
Committee should be thinking in terms of an annusl rate of inerease of
some 4 or 5 per cent. He did not believe, in view of econamic develop-
ments, that the System could defend a failure to take such steps as
might be needed to bring about expansion of the money supply.

Mr. Bryan said it seemed to him gquite clear that the economic
situstion was deteriorating currently. While a variety of hypotheses
could be made to the effect thaet there had been a recessionary period
from which the country would come out sharply on the upside, the
probebilities were not in that direction. 1In the circumstances, he
disagreed with the view of Mr. Hayes that no further monetary ease was
required or would be appropriate.

As he saw it, Mr. Bryan seid, Comittee policy bed been decidedly
insdequate. If one looked et August of last year ecd adjusted total

reserves to allow for the chenge in reserve require=snts, he would come
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out vith a daily average of $15,486 million, or approximately that
figure. This August, when the Committee presumsbly was trying to ease,
one would come out with & dsily aeverage adjusted for the change in
reserve requirements of $18,374 million. Thus far in September the
dally average of total reserves was $18,398 million, vhereas in
September lagt year, adjusted for the change in reserve requirements,
the figure was $16,466 million, so that again the figure was lower.
Accordingly, in a period when, according to the directive, the Committee
was trylng to provide a basis for credit expansion, the total ebility
of the banking system to support an expanded money supply was less then
last year when the System was trying to bring about exactly the opposite
results.

Mr. Bopp said thet Third Pistrict business activity continued
at a fairly good raste, but with no indieation of further increamse.
While consumer demend remained reasonably high, manufacturing and
construction activity hal declined. Unemployment in major areas of the
District deelined on balence in July, thus narrowing scmewhat the
unfavorsble gep between the District and the country ss & whole.
However, despite reductions in unemployment in Philadelphia, the Lehigh
Valley, and several anthrscite areas, the average rate was still 6.k
per cent.

Mr. Bopp went on to say that in the period since the most recent

Cormittee neeting there had been no significent movement in the earning



9/13/60 -19-

sgsets of District banks. However, there had been a significant
relaxation of pressure on reserve positions. Although there was still
some borrowing in the form of Federal funds, it was substantially less
than it had been. The reserve city banks had not been borrowing from
the Federal Reserve Bank.

With reference to Mr. Rouse's comment on the fellure of reserves
made available to country banks by the recent vault cash action to come
back to the money centers, Mr. Bopp said a study of country bank borrowing
at the Philedelphia Reserve Bank showed that thus far this year 183 banks
had borrowed, and that 107 of those banks borrowed at times when their
excess reserves were greater than the amount of the borrowing. In some
ceses particular banks borrowed for as much as ten periods, and in geven
cases those banks would not have had to borrow. The Reserve Bank hsd now
distributed & worksheet to country benks which would ensble them, if
they followed it, to check on thelr reserve position snd thus meke more
efficient use of thelr funds.

After commenting on the unusual volume of remittence float in
the Third District occasioned by the Pennsylvania Rallroad strike, now
settled, Mr. Bopp sald that he would not favor a change in the directive
or in the discount rate &t this time. In view of Treasury refunding he
would maintein an even keel, with &s much assurance as possible that no
tightness would develop.

Mr. Fulton repcrted continued deterioration in the economy of

the Fourth District. While the consuzer was continuing to buy, and
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depertment store sales were 2 per cent sbove last year, auto sales were
down considerebly and in practically every other category activity was
lower than it had been. Unemployment was up contraseasonslly. In the
heavy machinery industry backlogs were dlgappearing and new orders were
Just not coming in. There was an increese in steel orders in August
as compared to July, but in Septerber orders again receded and the
industry was now living on expectations. The operating rate was low,
having declined sbout 11 per cent in the past couple of weeks. It was
hoped that the automotive industry would come in with orders incident
to stocking dealers with new cars, but in view of the hacklog of unscld
cars the extent to vhich inventories of nev cars would be created was
problematical. While the industry reportedly was anticipating a good
year in 1961, compect cars were expected to comprise sbout 40 per cent
of all units menufactured &and they take sbout 20 per cent less steel
than full-sized cers. Accordingly, even if production were sbout the
same as this year, that is, sround 6.5 million cars, the requirements
for steel would be less.

Mr. Fulton said that in many ereas there hed been cutbacks in
plant and equipment expenditures. Moreover, in many cesee the programs
that were going sheed had tags attached to them in the form of itema
thet could be eliminated if the economy seemed to be continuing at the
seme level, with no uptrend. Currently, operating rates vere low and

cepecity wes evailsble to supply slmost anything on short order. With
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wege incresses ineviteble becemse of existing contracts, the existing
squeeze on profits, already affecting all segments of industry, seemed
1likely to become more acute.

Mr. Fulton saeid he was pleased that the Desk had not stuck too
closely to the free reserve figure and had given recognition to the fact
that excess rererves were concentrated in the country banks. He saw the
situation as a counterpart of the situation in 1954 when there was a
considerable time lag before reserves in the country banks came into use.
1t wes his opinion that the Desk should give minimum significence to the
free reserve figure and psy attention principally to the feel of the
market and the action of shori-term rates, ineluding the rate on Federal
funde, which hsd been close to the discount rate mogt of the time. While
there had been free reserves in the Fourth District, they had been
lodged in the country benks; the reserve city banke hed been under
pressure consiantly, with negative free reserves. In his view, there-
fore, an increase in the money supply was of peramount importance and
further relexation by way of open market operations would be quite
appropriaste. He would not favor changing the directive or the discount
rate at the present time.

Mr. King indicated that he shered the concern of those who hed
spoken ebout the money supply end the fallure of the general reserve
picture to show more improvemsnt. Eowever, the purchase of Government

securities by so meny people and the increese in time and savings
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deposits al banks were factors affecting the money supply thet should
be recognized in order to view the situstion in true perspective. As
he hed said, he was concerned, but not to the point of feeling that
drestic action should be teken, for he did not believe that the things
affecting the economy today were going to be cured by easing the reserve
position of the bhanks unnecessarily. Instesd of producing the results
that were desired, such action would be more likely to have repercus-
sions affecting the balance-of-payments problem that was of so much
importance &t the present time.

Mr. King said he would not favor changing the present directive.
He had voted ageinst emending the directive st the August 16 meeting
because he felt that the consensus did not contemplate cpen market
operations consistent with the change in clause (b) that hed been
proposed. However, he was not disposed at this time to recommend going
back to the previous directive, mnd he would vote to continue the out-
standiing directive on that basis. He would faver no change in the
discount rate at this time. Like Mr. Fulton, he believed the Committee
must leave it to the Desk to manage the Account largely sccording to
the feel of the merket. Since such an expression leaves the Desk
without too much guidence, he would say that the feel of the market
he hed in mind wes one of relative ease.

Mr. Sheperdson said the appraisels of econcmie esctivity that

had alresdy been given were in linme with his own appraisel. Certalnly



9/13/60 -23-

no vigorous upturn appeared to be imminent. Ia view of his long-run
concern for growth in the money supply, and the fact that such growth
hed not been achleved, be felt the Committee should use this opportunity
to do more toward trylng to provide for scme of that growth. Accordingly,
although he would not want to create an unduly easy position, he would
provide needed reserves freely at this time and make allowance for the
lag in effectiveness of the action on vault carh. Be would not be too
much cconcerned about flcat bulges; his objective would be 4o malntsin

a position of relative ease that would encourage and be conducive to
growth in the money supply.

Mr. Shepardson commented that the present directive indicated,
in eessence, what the Committee has been aiming at for several months.
Accordingly, he saw no reason for & change. In his opinion the
Committee hed not been as effective as it might have been in achieving
the objectives indicated by the directive, and he would favor moving
further in that direction.

Mr. Robertson said that in view of the state of the economy he
had sympathy with the views expressed by Messrs. Johns and Bryen.
HBowever, he did not see that enything could be done at this particular
juncture. In view of the Treasury refunding, all that could be done
for the present was to meintain an even keel and instruct the Manager
to see that no tightness existed. After the financing period, when

the opportunity presented 1tself, he felt that the Corzittee should
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move toward further ease in order to give strength and impetus to the

directive that had been adopted. In other words, the Committee should
move as quickly as 1t could toward an easier position, but this could

not be done during the period of Treasury financing.

Mr. Mills sald that es he sized up the economic situation the
development of monetary and credit policy would incressingly have to
contend with intangible factors with which the System had not been
accustomed to deal. Public disappointment in business prospects had
created psychologiceal attitudesg that, in their impect on the financial
and eccnomie factors customarily taken into account in policy making,
vere producing a condition that was forcing out of the reach of monetary
and eredit policy the elements that the System ordinarily seeks to coutrol.
He would be happy if he could persuade himself that the failure of the
relessed vault cash to permeste into the reserve supplies of the com-
mercial bapnking system in a masnner that would stimulate expansion was
the real reason why the Committee had not seen the improvement in the
money supply or the type of credit expansion that it hed socught to foster.
On the contrary, however, he was fearful that contractive financial
factors were taking & hold on the economy, that they were tending to
feed upon themselves, and that in dolng so the contractive factors
were putting the economy out of reech of the influence of monetary and
credit policy by outpeeing the supply of reserves that the System was

meking available.
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Therefore, Mr. Mills said, he was one of those who believed that
1f the System were to meke reserves freely availsble it was problematical
vhether those reserves would flower out into credit expansion. He felt
that the country migbt be coming into & situetion that would have to
run its own course before monetary and credit policy resumed its stetus
as & constructive and stimulating economic influence. Along that line
there was the strong possibility that the System would be charged
inereasingly with the fact that interest rates, particularly at the
long end, were at a higher level than many observers would consider
conducive to the type of economic situation to which the System shouid
contribute, that is, one calculated to induce capital expansion.
However, if the premonitions he held were reelized end the country was
truly in & seriously declining stage of the business cycle (as pointed
out, consumption seemed to be faltering end capital expsnsion had already
faltered), the prospect was that st some future point an impairment
would be seen in the credit standing of importent corporations that
would tarnish the ratings of their securities. As a consequence, a
relatively high yield on corporate securities--and possibly in the
more distant future on public securities--would be the result of a
reduced credit standing rather than e reflection of the Influence of
monetary snd credit polley.

Mr. Leach reported that econcmic activity in the Fifth Disirict

was still beset by divergent trends. On the one hand, both manufacturing
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employment and total employment were at or near record levels; on the
other hand, production, shipments, and sales in several major industries
showed moderate declines. Many textile companies had reduced their work
week from six days to five, and 8 few fram five to four. For the
remainder of the year textile activity would be fairly high, but con-
giderably below earlier expectations. In recent veeks furniture
production and shipments had been well below the high levels reached
earlier this year, but retail sales bhed increased somewhat. A few
industries, such as chemicals and paper and printing, showed activity
above a year age. Residential housing contruction was at a level
substantially below last year, but total construction contracts in a
few recent months had been well above last year beccuse of a few large
avards. According to present indications, cash receipts from flue-cured
tobacco, the District's biggest cash crop, would be sbout 10 per cent
sbove lagt year.

Loan demand seem=d to continue relatively stronger in the District
than in the country e&s a whole, Mr. Leach said. During the four weeks
ended August 31, total loans at District reporting banks rose by 0.7
per cent contrasted with a decline of 1.1 per cent for all reporting
banks in the United States.

With respect to policy, Mr. Leach said it was his belief that the
state of the econcxy and the situation in the money market called for

slightly more actual ease than hed existed during the past three veeks.
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He doubted whetber this obJective could be expressed satisfactorily in
terms of stetistics. The recently prevailing over-all average of $300
million of free reserves might prove asdequate, or it might be necessary
to provide more reserves. He realized, of course, that the current
Treasury finsncing called for an even keel policy at the moment, but
ke would certainly be sure that all doubts were resolved on the side
of ease. He would not favor chenging the discount rate or the directive.
Mr. leedy said there was nothing particularly new to report from
the Tenth District. There were few plus signs in the District, end as
he understood it there were few in the national pjcture, as far as the
economy was concerned. At the August 16 meeting he had felt there was
fairly gereral agreement that the Committee should be moving in the
direction of providing more encouragement for the expension of credit.
While the figure on free reserves had shown some incresse, the movement
in short-term rates, including the Federal funds rate, disturbed him.
He had the feeling that in this period, and perhaps in the period shead,
the free reserve yardstick was a particularly unreliasble one due tu the
availability of sdditionsl vault cash which, at the country banks
particularly, may not have been tsken into account. For the period
ahesd he believed that the Committee should esggressively inject some
edditional reserves, since it seemed to him there was nothing to be
lost in such a program and everything to be gained. Instead of

watching the free reserve figure too closely, attention should be
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centered more oa the level of the money supply, on bill rates, and on
the Federal funds rate. In the Tenth District, he was told thet many
banks had been employing funds in the Federsl funds market rather than
in the b11)l morket due to the ettractiveness of the Federal funds rate.

Despite a1l of these comments, Mr. Leedy said, he would not favor
going overboard and flooding the reserve position of the banks. However,
he did feel that the Committee should be moving noticeably in the
direction of providing more ease. He recognized that on acccunt of the
Treasury fioancing the System would not be entirely free for a time %o
melke any really covert move. As he understood it, however, the books on
the sdvance refunding would remeln open only until September 20, and there
was not likely to be any other Treasury firancing until efter the middle
of Octcber. It appesred, therefore, that there would be a period before
the next Cormittee meeting in which some move of the kind he had
suggested could be made. BEven in the period immediately shesd, it
seemed to him that the Desk should be most cautious, in the light of
the movement of short-term interest rates, not to permit any tightening
of reserve peositions to occur.

Mr. Allen sald that business news of the past month seemed to
be generally regarded as being on the pessimistic side. His own view
was that, although developments hed not been such as to induce enthusiasm,
the current mood could properly be termed one of caution rather than

widespreed pessimism., While estimates of capital expenditures for 1960



9/13/60 -29-

were now less than they had been in March, it should be noted that even
on the basis of the lover estimates virtually all major industries
would spend more in 1960 than in 1959.

With reference to Seventh District developments, Mr. Allen said
that although the steel operating rate for the entire country was around
52 per cemt, it was 60 per cent in the Chicago area and 70 per cent in
Detroit. The employment situation is less vigorous than in the nation
as & whole. However, total employment in Seventh District States wae
almost exactly the same a8 & year ago, and Wisconsin was doing better
because of strength in industrlial equipment industries and Rambler
automobiles. Department store sales for the four weeks ended Seplember 3
were Jjust equal to last year in the District, as against 2 per cent sbove
last year for the country. Sears, ‘Roebuck, whose results are usually
fairly representative of the total for all retail trade, reported for
August a 4 per cent increase in sales over lest year.

As to the automcbile situation, Mr. Allen commented that the
year's low in production apparently ceme in the week ended August 27,
and future schedules seemed high in the light of current sales and
inventories. On August 31 new car inventories were 880,000, of which
90,000 were estimated to be 1961 models. Sales of 1960 cars in
September were forecast at 350,000, which would mean inventories on
October 1 of 450,000 1960's plus 500,000 1961's. The totel--950,000--

would be a high figure for thie time of year.
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Demend for benk credit, relatively speaking, had remained weak.
For the last three weeks of August, Seventh District reporting banks
showed a drop of $50 million in totel loans compered with an increase
of more than $90 million last year. District banks had continued to
liguidate Government securities, as against net additions by all
weekly reporting banks 1n the country, but the situstion was due in
large part to heavy sales of bills by one large bank that had been
sdjusting its reserve position. The basic position of central reserve
city banks hed improved steadily. These banks borrowed nothing at
the discount window in two of the three weeks ended September 7, and
they had been net sellers of Federal funds for several days. Reserve
city and country banks hed increesed their borrowing in recent weeks,
but the borrowing was concentrated st fewer banks. Most of the reserve
city bank borrowing was in Detrolt and resulted from seasonel deposlt
reductions by the large motor manufacturers.

Mr. Allen sald it seemed to him strong factors were at work
that would tend to support business activity and doubtless would eventuelly
meen en upward trend in the economy. These included completion of
inventory reduction in a variety of industries, a continuance of
vigorous econcmic ectivity abroed, rising Government spending on defense
and other activities, and easier credit. As at the August 16 meeting,
he Telt that the Cormittee hed gone far enough in the easler credit

area, end he would "stey where we are” for the present. Although he was
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not criticel of what had been done--in fact hed supported it--he was
concerned that the adjustments which must take place for the economy's
long-term benefit were so slow in coming, although he knew that it would
be a slow process. Therefore, he would not change the directive, the
discount rate, or the degree of ease in money and credit.

Mr. Allen added that the comments he had made were prepared on
Saturday and Sunday. He would stand on them, he said, although he was
impressed by the views expressed at this meeting by those who differed
with him end particularly by Mr. Noyes' suggestion that the adjustments
to which bhe (Mr. Allen) had referred might be occurring more rapidly
then he had thought.

Mr. Deming said there was little new to report concerning the
economic picture in the Ninth District. As in the nation, the movement
was sidewvays at & high level, with economic plus and minus factors about
canceling out. The major plus was the better farm picture, while the
major minuses were lebor requirement forecasts and reduced reaidential
construction. The Minneapolis employment people expected 8 less than
seasonal decline in unemployment during the balance of this year.

Mr. Deming then summarized a recent poll of Minnesotans on their
expectations with regard to general business conditions and their own
financial outlook over the next 12 months. In response to a question
concerning business conditions, 21 per cent expected them to improve,

€3 per cent expected them to hold sbout the seame, and 10 per cent thought
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they would vorsen, while 6 per cent had no opinion. These figures were
quite close to those obtained in August 1956, with ome exception that
perhaps was important. Although only one in ten expected conditicns

to worsen, this was twice as many as felt that way four years ago. In
response to a guestion on personal financial conditions, one-fourth of
the respondents thought they would be better off in the forthcoming year,
and another two-thirds thought they would be as well off as st present,
these proportions being virtually the same as in 1956.

Turning to the netional scene, Mr. Deming expressed concurrence
in the tone of the staff report. He felt that conditions were no better
and might be deteriorating a bit. Of particular concern were the August
unemployment figures and the guesses sbout GNP for the third quarter.

On the finencisl side, he felt that the System was caught in & difficult
gituation. The impressive 1ist of easing actions that had been taken by
the Federal Reserve had resulted in & lessening of totel reserves, although
in part this might reflect only a temporsary rise in currency circulation
over the Labor Day weexend. In part, however, it reflected gold outflow
which might well result from easing sctions that had led to lower interest
rates. Thus, the System might be in the position of the dog chasing his
own tail in its attempt to pump up totel reserves. Neverthelese, he felt
that the System should pursue this goal more vigorously, and he believed
this could be done without eny strong denger of depressing rates unduly.
In fect, it seem:d to him that the market hed been uniuly heavy during

recent weeks despite a higher level of free reserves.
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Mr. Deming said he would not favor changing the discount rate or
the directive at this time. He recognized the necessity of maintaining
an even keel during the Treasury financing, but he believed further
action could be teken prior to the next Committee meeting without
ebandoning the even-keel policy. Within whatever bounds it was thought
necessary to observe this policy with respect to the advance refunding,
he would be inclined to let money market factors be more Fully reflected
in their actions adding to reserves within the next week or weeks
(depending on whether the staff estimetes of the Board or the New York
Bank proved to be more accurate). To the degree necessary, he would
supplement these effects by direct open market operations so as to let
total reserves grov and so as to provide a somewhat easier money market
¢limate. He would not be too concerned about what this policy might do
to the free reserve figure.

Mr. Mangels sald rough figures indicated that of the 14k country
banks in the Twelfth District, 40 got no benefit from the recent action
on vault cash. FEighty-three benefited less than $50,000, 13 benefited
from $50,000 to $100,000, and eight benefited from $100,000 up to
$200,000. The reserve city banks gained some $70 million, but more
then half of this was &t one bank. Evidently the emounts released at
country banks were not going to flow into the merket very quickly because

there was not enough &t any obe bank to mske any partlicular difference.



9/13/60 -3h-

Mr. Mangels then referred to a wire he had received regarding
the meeting of the Sesttle Branch directors last Friday which indicated
that the meeting had a pessimistic tone and that each director expressed
concern regarding conditions inm hie particular area. No improvement was
expected in the lumber or plywood business, the ssimon pack was poor,
Spokane business ectivity was moving sideways with little improvement
expected, the apple pack in Washington was threatened by strike, and
the mumber of overdrafts on the books of banks was reported to be large.

Mr. Mangels expressed asgreement with those who had suggested
that aithough it would be necessary to maintain an even keel for a few
days, &s soon as possible it would be desirsble to ease quite materially.
As & measure of the degree of easing he would contemplate, he mentioned
free regerves as high as $500 million or perhaps even a little higher.
He would not favor a change in the directive or the discount rate &t
thie time.

Mr. Irons said that his views on the over-all economic situation
wvere quite similar as to those expressed by Mr. Allen. During the
past summer economic activity had been on a rather flat level, with
pluses and minuses underneath the total, and some progress had been
mede in accomplishing rather significant adjustments. The psychological
attitude that he detected was not one of pessimism but rather one of
caution, with perheps less anticipetion of & strong rise in the fourth

querter then there hsd been earlier but, on the other hand, no
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anticipation of & sharp decline. To some extent current appraisals
contrasted with earlier estimates with respect to plant and equipment
expenditures. While these estimates were not being realized, ectual
expenditures for the year promise to be well shove a year ago.

Mr. Irons said that Eleventh District conditions were quite
similar in broad outline to national conditions, although the specifics
were somevwhat different. In general, there had been & rather flat side-
ways movement with crosscurrents underneath. There was nothing to
indicate the likelihood of a strong upward surge, but the same thing
wae true on the other side also. Without question, banking positions
in the District were emssier than prior to the shift in monetary policy
sbout three months ago. Borrowing from the Reserve Bank consisted
almost entirely of borrowing by country banks for seasonal purposes, with
the total running rather consistently at around $10 to $11 million,
compared with $25 or $30 million some two or three months ago. None of
the city banks were borrowing from the Reserve Bank, and only one city
bank was & substantial user of Federal funds. In the past three weeks
District banks were net sellers of Federal funds.

In summary, the situstion in the District was uncertain, Mr.
Irons said, and he could not put his finger on things developing strongly
in areas that had pushed the District up in the past. For example, no
one was enticipating & great surge in petroleum or in defense spending

in the District. On the other hend, no further decline in the petrolewun

industry was expected.
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Mr. Irons said he hed been quite satisfied with the operation
of the Account during the past three weeks. Developments had worked
along perhaps more favorably than might have been anticipated. He was
not unhappy about the trend of the bill rate; he had been fearful that
it might move down and get quite low but, whatever the reason, that
unfortunate development had not occurred. He felt that the situation
called for zn easier availebility of reserves for seasonal purposes and
for some moderate expansion, but he did not feel that it called for =&
policy of pumping reserves into the banking system sggressively because
he doubted whether that was the answer to the present situation. Of
course, the Treasury refunding period was going to require an even keel
for the time being.

Mr. Irons expressed the hope that the short-term rate structure
would not move downward so sharply &s to complicate the picture further.
The problem was one of trying to walk & tightrope between intermational
and dcmestic problems, and this was @ifficult. All things considered, he
would continue to follow the policy of the past few weeks, which he felt
was appropriate end satisfactory. This inferred a somewbhat easler availa-
bility of reserves, not watching any one figure particularly but watching
short-term rates, the demand for credit, the use of Federal funds, and
the rate on Federal funds. Under such circumstances, considersble leeway
must be given to the Manager of the Account to feel, Judge, and appraise
the situstion ss it moved along. As he had sald, he would not want to

punp edditional funds into the banking system aggressively at this time.
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Mr. Erickson reported that business in the First District
seemed to continue 1ts sideways movement. All of the indices that were
ahead of last year were ahead by a slightly greater percentage than
nationally; and where minuses occurred, they were not quite as large as
nationally. At the August 16 meeting, he had reported that the July
survey of mutusl savings banks showed a deposit increase in that month
greater, when compered with a year ago, than any month since 1957. In
August the survey showed the same percentage increase (4.5) over a year
ago. Business loans were down, District banks were net sellers of
Federel funds 1n the first half of August and buyers in the last half,
and for the month as a whole they wers net buyers to a slight extent. In
August, borrowings at the Reserve Bank were slightly higher than in the
preceding month. They were still running ebout one-third of a year ago,
with the recent increase primarily in borrowings by country banks.

Mr. Erickson said that as to the money supply he wished to
associate himself with the viewe expressed by Mr. King. As to policy
for the next three weeks, he would not change the directive or the
discount rate, and he would give the Account Manager the same instruction
as at the August 16 meeting. This would mean proceeding on the basis
of the feel of the market and supplying a few more reserves, not
overdolng it but supplying reserves as needed.

Mr. Szymczak suggested that business uncertainties over a period

of time, the actions on margin requirements, vault cash, reserve
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requirements, and the discount rate, the special session of Congress,
the election campaign, the announcement of advance refunding, the pluses
and minuses in the economy, and the number of changes on the minus side
all had eontrived to produce a situation that reflected itself in the
preseut figures on credit as well ss rates. THe felt that on the whole
System operations had been good. He felt also that, as Mr. Mills bed
sajd, there were so many intangibles that no ection on the part of the
Federal Reserve with respect to reserves and rates or anything elee was
likely to change the situation. Too frequently, he commented, there is
8 tendency to become convinced that monetary poliey can do the whole
Job. Actually the System had done the best it cowld, and in his opinion
i1t could not have done much better. As and wbhen possible the System
should =244 to the avellability of reserves, but this should not be
overdcne. While there were minuses in the eccnomy, there was also
evidence that the economy might be firming somewhat. While 1t was not
1ikely to be pushed up substantially, he doubted whether it would continue
to move downwerd.

On balance, Mr. Szymczek ssid, he would continue to do exactly
what the Cormittee had been doing. He would not want too much tightness
to develop in the market. Accordingly, he would not look too much to
statistics, but rather be guided primarily by the feel of the market,
with just a little more free reserves, perhaps, than during the past few

weeks. He would not recomrend sny chenge in the directive.
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Mr. Balderston referred to the sideways movement of the economy
on & high plateau for a substantial period and said he rather supposed
that downward forces would gradually prevail. He had been looking for
some signs of activity in residential building and plent construction.
As to the first, sbout the only information he cowld find of a comforting
nature was that the Veterans Adminisirstion had experienced some
increase in applications recently. Insurance company executives told
him that the authorized rate apparently reached a peak in June, with scme
slight recession and lowering of the rate since that time. However, he
did not expect an upsurge in residential construction because of the
demand situation, and he did not think that pumping credit into that
industry would offset the slackening demand for houses at preseant prices.
As t0 plant expenditures, he thought thet when the most receat figures
were released by the National Industrial Conference Board they would show
a Turther slackening in budget suthorizations. He did not feel that for
some months to come companies would be increasing their plants or even
adding to lebor-saving equipment at the rate that was thought probable,
and he would suppose that the economy would gradually drift lower. That
meant having to be fully aware of the adverse balance of payments and
the views concerning that situstion that were held both here and sbroad.
Therefore, be was rather pleased that the bill rate had held vhere it
did for the past few weeks.

Mpr. Balderston said he found himself generally in sympathy with

the views of those who hed spoken toward the end of the discussion this
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morning. He felt Mr. Szymczsk was correct in expressing the view that
it was not possible Just to turn & valve. What he would suggest would be
not to attempt to mop up all of the f£loat that wes likely to become
aveilable within the next couple of weeks. (therwise, he would sit as
steady in the boat a&s possible and let what the System haed attempted to
do for the economy work in for m while. The horse that the System was
trying to make drink epparently was not very thirsty.

Chairmen Martin, who had Just returned from a vacation sbroad,
said that he thought Federel Reserve policy had been quite good. With
regerd to the progress that the System had been making, it wes his
personal feeling that one should look with some skepticism on the
statistical estimates. When considering the money supply, one must
think in terms of vhat was reslly happening in the economy. The
fundemental question was whether there was =mny resl shortsge at the
present time of money that would conbtribute to business confidence and
improvement, and he doubted whether there was any shortege in that
sense. Mr. Mills had put his finger on the matter when he sald that
there comes a point when one cannot expect monetary end credit policy
to do the entire job. The System must not take itself too seriously in
this fleld.

The Chalrman s&id it was his lmpression that the moves of the
System thus far haed been received surprisingly well. Though perhaps not

perfect, they bed been timely, and they had been accepted with & minimm
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of charges sbout their having been political in content or motivated
by wrong reasons. From here on out, however, the System must be
careful that it did not mske moves that would be subject to political
observations and comment.

Chalrman Martin went on to say that be had returned from his
vacation without sny feeling of confidence concerning the balance of
payments. Mr. Marget, he felt, had perhaps been straining just a little
in his statements this morning end at the August 16 meeting, not with
respect to the facts but with regard to the interpretation thet might bo
placed on the facts. It seemed to him that the United States was priced
out of the market in s good many arees, vhile at the same time there had
been an additional accumilation of dollars by foreigners. No one who hed
not been sbroad recently could sppreciate the size end extent of the boom
in WVestern Eurcpe, and to some extent this was contributing to the
favorable United States trade balance because people were willing to
buy et any price in order to obtain deliveries.

Continuing, the Chairmen commented that forelgners were watching
the United States carefully. He felt that confidence in the dollar
had thus far been mainteined; that the Treasury program, the budget
surplus, and Federal Reserve policy, taken together, had reestablished
confidence in the doller on the part of most foreigners who were thinking
sbout the subject. Their first worries sbout the dollar hed come with

the lowering of the discount rete in June, the political cempaigns, and
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the appearance that the country might be embarking on & cheap money
pollicy that would have no relationship to the business situation itsel?.
As of today, however, it seemed to be accepted generally that the steps
teken thus far vere reasonable ones, elthough foreigners were continuing
to watch the situaticn carefully to see whether panic would develop and
a cheap money policy would be instituted as a device to try to alter

the business situation. Foreigners recognized the situstion as one in
which rolling sdjustments had to be mede, particularly adjustments

in prices, if market demands egain were going to be esteblished. In
part, those adjustments were postponed by the easy money period iu

1958 when in his (Chairman Martin's) judguent the System went too

far. He did not think the System would want to repeat thai course for
the sake of a few kudos from the easy money people who were not going to
be friendly in any event.

Chairman Martin ssid he caeme out in his thinking that doubts
should be resolved on the side of cese and reserves supplied whenever
they could be supplied in an orderly way and would be used. However, it
is not possible to meke & horse drink if it does not want to drink.

The Chairmen then repeated that in his opinion certain adjustments
were going to have to be made in the economy. It was rather surprising,
with adjustments goilng on and witb shrinking profit mergins, that there
had not been more of a decline in the industrial production index.

Considering that steel and automobiles hed not donme as well &s expected,
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elther ag to sales or production, the showing of the index was quite
impressive. By this he 414 not mean to suggest thset he thought the
country was facing a business upswing of any size; indeed, he was
inclined to be somewhat pessimistic about the business picture, more so
than several months ago. He was pessimistic, however, only in the sense
that hLe feared people might get panicky and try to push too hard on the
string when what was needed was just a little steadiness in the boat and
recognition that there must be some adjustments. Where price adjustments
hed taken piace, they unquestionably had been generating some demand,

but the situation, of course, was painful for those concerned. In this
connection Chairman Martin recalled an observation he had heard abroad
that if the steel industry would get into the European market actilvely,
even if 1t took slight losses on some items, it would be doing & great
service to European industries at the present time. Those industries
were expanding at & faster pace than could possibly be sustained and were
experiencing an amazing demasnd on &ll sides, but the United States had
priced itself out of the market on some ltems.

Chairman Martin sgein expressed the view that it would be
advissble to remain fairly steasdy in the boat and that moves from here
on out should be largely in the nsture of supplying reserves &s needed
rather than dramatic overt actions. Ee reiterated that he felt the
System had done a good job of establishing & proper posture and teking

a series of steps that were understood. Several foreign observers to
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vwhom he talked informally haj expressed the view that a 2 per cent bill
rate, a 4-1/2 per cent prime rate, and a 3 per cent discount rate cowld
be llved with, but a bill rate below 2 per cent was something they
thought would have serious repercussions on thinking sbroad. In his
view, until after the elections the System should minimize overt actions
unless it was positive that such actions were important from the stand-
point of the economy, for actions of that kind could easily be misunderstood
on all sides. He felt the System had been wise to move as early as it
did, and under conditions suchk as to give credence to those moves which,
up to this point, he did not think had been challenged seriously by
thoughtful pecple.

A1l of these things, the Chedirman said, must be borne in mind
in thinking of the money supply. The System must not let itself be
persuaded thet if it had expanded the money supply in exactly the right
smount on & statistical basis, there would not have been any recession.
Thet was what some critics of the System had been arguing for many years.
If 1t got to that point, the only thing necessery would be to keep the
levers moving ad infinitum.

The Chairman again mentioned the fact thet rolling adjustments
are painful. At a previous meeting, he recalled, be had referred to
losses in securities and to the difficulties involved in teking losses
of thet kind. Now there were shrinking profit margins in businees end

the world competitive picture was tightening. Also, the fact that
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underewployment was one of the most serious weaknesses in the economy
today tended to make for uncertain econcmic thinking and to put the
matter into purely a social perspective. Bowever, unless totalitarian
methods were going to be sdopted, and if reliance was going to be
placed on market processes, it must be recognized that there had to be
ad justments from time to time and that employment would not be created
merely by avoiding the losses or the adjustments that were necessary.

Chairman Martin then said that the discussion at this meeting
seemed to lndicate a clear consensus in favor of no change in the policy
directive. It also appeared to be the consensus that open market
operations should be directed generally toward maintaining an even keel
during the period of Treasury financing, but that doubts should definitely
be resolved on the side of ease and that, ss at the August 16 meeting,
emphasis should be placed on giving the Manager of the Account wide
latitude to supply reserves o8 he saw fit according to the tone of the
market rather than the statistical movement of reserves.

The Chairman inquired whether there was any question regarding
this summarization of the generasl view of the meeting, and there were

no comments.

Thereupon, upon motion duly mede end
seconded, it was voted unanimously to
direct the Federal Reserve Bank of New
York, until otherwise directed by the Com-
mittee:
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(1) To make such purchases, sales, or exchanges (including
replacement of maturing securities, and allowing maturities
to run off without replacement) for the System Cpen Market
Account in the open market or, in the case of maturing securi-
ties, by direct exchange with the Treasury, 85 may be necessery
in the light of current and prospective economic conditions and
the general credit situation of the country, with a view (a) to
relating the supply of funds in the market to the needs of
commerce aend business, (b) to encouraging monetary expansion for
the purpose of fostering sustalnable growth in economic activity
and employment, and (¢) to the precticel sdministration of the
Account; provided that the aggregate amount of securities held
in the System Account {including commitments for the purchase
or sale of securities for the Account) at the close of thie
date, other than special short-term certificates of indebiedness
purchased from time to time for the temporary accommodation of
the Treasury, shall not be increased or decreased by more then
$1 billion;

(2) To purchase direct from the Treesury for the account
of the Federel Reserve Bank of New York (with discretion, in
cases wWhere it seems desirable, to issue participations to one
or more Federsl Reserve Banks) guch asmounts of special short-
term certificates of indebiedness as may be necessary from time
to time for the temporary accommodation of the Treasury;
provided that the total amount of such certificates held at
eny one time by the Federsl] Reserve Banks shall not exceed in

the aggregate $500 million.

It was agreed that the next meeting of the Federal Open Market
Committee would be neld in Washington on Tuesdey, October 4, 1960.

Chairman Martin then referred to a memorandum from the Federal
Reserve Bank of New York dated September 8, 1960, copies of which had
been distributed to the members of the Committee with 2 memorandum from
Mr. Young dated September 12, 1960, recammending that the Benk's Market
Statistics Department be authorized to furnish to the Securities Depart-
ment quarterly statistics on the volume of individual Govermment

securities dealers. The Chairman stated that he proposed to put this
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matter down for discussion at the next Committee meeting, but that
Mr. Hayes or Mr. Rouse might want to make some comment at this time.

Mr. Hayes stated that the New York Bank was trying to cover in
this memorandum what seemed to have been & minor oversight in the ground
rules set up in connection with the establishment of the Market Statisties
Department. The Bank felt that it would be appropriete and useful for
officers of the Securities Department to have quarterly past figures on
volume for the sake of maintaining en ajequate understanding as to vho
the real dealers were. It was important for the Securities Department to
have this yardstick since the Bank was called upcen to supply the Treasury
with a 1ist of primary dealers for the use of naticnal benk examiners, and
since decisions had to be made as to vwhether new firms that desire to deal
with the Account are in fact dealers. He felt that the dealers would not
ralse any serious obJection.

Mr. Young said that possibly this suggestion raised some questions
gbout the Committee's earlier action with regard to the recognition of
dealers. This was to be on the basis of whether they were actually engaged
in the business, but no criterion was established at the particular time.
This also involved the question of System transactions with particular
dealers, which were to be on the besis of price alone, except that the
dealers presumebly would be reputable parties. Now the Cormittee would
be moving through that kind of epproach into sozething else &s & basis

for determining whether a person vas or wes not a dealer. As to vhether
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or not there would be any objection to the current proposal, some
objection had been encountered earlier to the ground rules that vere
set up for the market statistics program, and this would involve going
back to the dealers. In his opinion, there was & question whether it
woulé be advisable to go back and epter into further negotiations with
them at this particular time. There had been discussion of this matter
at one of the luncheons with the Treasury a week or so sgo, and the
inclination at that time was to feel that renegotiations at this
particular time would be undesirable, that it would be advisable for
the statistical program to move along and to have some publications
started before raising any further questions. From comments that hed
been made at one time, it appeared that there might be at least one
dealer vho would interpose en objection.

Mr. Young noted that there was contained in the New York memo-
rendum a statement thet the Treasury had approved the current suggestion.
It was true thet the Tressury did write a letter indicating approval,
but he 4id not know whether the Treasury had taken eny further position.
The position expressed at the luncheon to which he had mede reference
was to the effect that the Treasury saw some reasons for objecting,
but did not feel thet the reasons were essentiel in terms of their own
interests.

Mr. Rouse commented that he had discussed the matter with Under

Secretary of the Treasury Baird when he was in Washington lest week in
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connection with conferences on the advance refunding and that as far as
the Treasury was concerned he understood there was no objection.

Mr. Shepardson noted that the Market Statisties Department had
been set up for the purpose of providing a separation of functions and
gathering needed information. He inquired why it would not be possible
for that Department to do the job indiceted in the memorandum and
thereby avoid breaking down the separaticn of functions.

Mr. Rouse replied that the Department would have no judgment at
ell about such & matter. It did not know the market, he saild, and it
was not set up for that purpose.

Mr. Hayes seid he thought It had been recognized by all concerned
that the real knowledge of the market, when it came to deciding who were
dealers and vho were making primary markets, resided in the people
working with the deslers in market activities. The Market Statistics
Department was not doing that; it was collecting statistical figures
from the dealers, but had no contact with them otherwise. In any event
the Securities Department would not have current figures on statistical
positions such as conceivably might leed to the charge that the Desk
could use that knowledge against the dealers, &nd that wes the purpose
of the separation of functions. The situation would not be affected
by giving the Securitiee Department statistics on past volume; that
would not ensble the Desk to trade sgainst the deslers today.

Mr. Shepardson inquired why the Market Statisties Depertment

could not give the Desk a list of people who met the criteria, without
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providing information on individus)l volume, to which Mr. Rouse replied
thet it was difficult to imagine how the Department could do it. Ee
added that it was his understanding that the objections from the
standpoint of the deaslers had been in terms of giving information to
others than the officers of the New York Bank. The cbjections were
directed more to the Treasury and Washington generally having access
to individusal dealer figures. The Securities Department ought to have
these figures to fumction effectively, and as he understood it the only
objection to the Desk heving figures both on volume and position was
made by the Lanston firm. In that connection, he had heard that
officers of that firm did not share Mr. Lanston's views.

Mr. Young commented that the matter would have to be put up
to them, for he did not know what views might be held.

In response to a question as to why the Securities Department
could not collect the statistics directly, Mr. Hayes sald that this had
been the procedure for many years. The separation of Tfunctions was
undertaken only on the initiative of the Committee.

Chairman Martin then stated that the matter would be taken up
for further consideration at the next meeting of the Committee.

Mr. Hayes stated that he would like to make a further coument
for purpose of clarificetion. While he shared the feeling that one had
to be skeptical asbout the money supply and reserve figures, in view of

sane of the discussion today he wished to point out that in August there



9/13/60 -51-

was an increase in total reserves and also in required reserves.
Although total reserves in August were somewhat below August 1959,

the big drop ceccurred between Jenusry and April. It was gbout the
latter date that the Camittee got serious about trying to loosen things
up, and total reserves, sessonslly asdlusted, had risen from the April
figure of $18,104% million to $18,450 million in August. Likewise,
nonborrowed reserves had risen from $17,410 million in April to $18,230
million in August. In terms of annual rates of gain, total reserves
hed risen 6 per cent from April, nomborrowed reserves i per cent,

and required reserves 7 per cent. One could look at the figures in
many different ways, but in his view there had been progress in

recent months.

The meeting then adjourned.
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