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OFFICE OF THE PRESIDENT

November 25, 1964

Mr. Ralph A. Young, Secretary
Federal Open Market Committee
Board of Governors of the
Federal Reserve System
Washington, D. C. 20551

Dear Mr. Young:

At the meeting of the Federal Open Market Committee
held on November 10, 1964, Governor Mitchell suggested that
comments regarding the trial directive would be welcome.
Our staff has done a considerable amount of work in this
regard and I am pleased to enclose copies of the memoranda
which they have prepared.

The first memorandum sets forth what we regard as the
basic items for discussion as background to elements 1 and
2 of a good directive. The second memorandum embodies two
alternative redrafts of the trial directive prepared by
the Board's staff for the November 10 FOMC meeting.

In preparing two alternative redrafts of the trial
directive, we have endeavored to provide a choice between
a simple abbreviation of the current trial directive as
against a rather substantial revision of that directive.
Although I have a preference for Revision B, less extreme
revisions along the lines suggested in Revision A would be
acceptable to me.

While the changes which we have suggested may appear
to be substantial, they are not intended to be critical of
the trial directive, as such, but are offered constructively
with the idea that they might be helpful in developing a
more meaningful directive hopefully stated in quantitative

terms.

Charles/J. Scanlon
Encs.
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November 1’16—’ 198k - CRDS CECTION

MEMORANDUM NOV 30 954
TO: Mr. Charles J. Scanlon
FROM: Research Department

SUBJECT: Agenda for FOMC discussion on economic issues and the
interpretation of data

It seems evident that before the FOMC can take a stand on the
posture of monetary policy and spell out specific instructions to the
account manager, it must of necessity reach some agreement concerning
the performance of the economy and its direction of movement. Basically,
this means that some consensus needs to be reached with respect to the
relationship between the current pace of activity (measured, e.g., by
GNP) and the economy's potential. While there seems to be at hand
no really good measure, or single measure of the ratio of performance
to potential, the unemployment rate and industrial capacity-utilization
rates, on the one hand, and price indexes, on the other, would seem to
be helpful in signalling departures from potential. Therefore, it
probably would be desirable as a matier of course to devote extended
discussion to (and incorporate in element 1), a brief reference to the
current level of GNP (and other income measures, as appropriate) and
observations concerning prices and unemployment (along with readings from
other "capacity" indicators, to the extent they are to be had). An
essential component of element 1l then would be an expressed Jjudgment
concerning the adequacy of the economy's performance, as it may be
Judged from the indicators mentioned.

When appropriate, the first element could embrace conclusions

concerning the behavior of GNP components, particularly when--as in the
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cases of inventory investment and other capital outlays--developments
appeared to be under way that pointed to impending weakness or upsurge

in the total in the near~term ahead. Similarly, this element could make
appropriate use of the results of expectations surveys, such as those

on business spending plans, consumer spending intentions and the budgets
of governmental bodies. Here, again, the discussion of those sources

of information might culminate in the expression of a judgment concerning
implications for the level and direction of business activity.

The first element, thus, would regularly address itself to the
most crucial "real' variables. Those noted seem to be appropriate for
coverage at the present time, given the present state of our knowledge
and the data that are available. With the passage of time, quite possibly,
still other variables might be added to the list, while certain of those
now deemed important might be discarded. Accordingly, the agenda foxr
each FOMC meeting would appropriately include discussion focussed on
implications of the current readings of the major economic indicators.

In addition, element 1 and the discussion leading up to its
formulation should include a characterization of and judgment upon any
side conditions or constraints to be taken into account, if only
ephemerally~~such as the balance of payments at the present time. Another
factor to be weighed at the present might be the economy's response path
in the wake of the Federal tax cut of last spring. Since this has to
do with readings for both the "real" variables in the FOMC's purview
and the financial factors (e.g., the growth rate of the money supply),
it might need to be touched upon in discussion oriented toward both

element 1 and element 2.
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(No. 2)
f 7 'N PICORDS SECTION
MEMORANDUIM | NOV30st
Novemer 16, 1964
TO: Mr. Charles J. Scanlon

FROM: Research Department

SUBJECT: Trial New Style Directive

Attached hereto are two alternative re-drafts of
the Trial Directive prepared by the Board staff for the
November 10 FOMC meeting. The first of these attempts -
simpiy to abbreviate somewhat the proposed draft, while
making no clearly substantive changes in it,

The second attachment amounts to a more thorough-
going revision. Necessarily, the language added at various
points 1s to be construed as illustrative only. This has
reference particularly to passages proposed in the way of
interpretive and evaluatory judgments, mainly within
eléments 1 and 2 of the Directive.

Immediately following are notes relating to the
changes proposed in both of the attached revisions. They
are numbered consecutively to correspond to the portions
of the two re-drafts where changes have been entered. 1In
both attachments language that it is suggested be eliminated
has been stricken; new language proposed for insertion is
underlined.

(1) This paragraph is too detailed for inclusion
in the Directive. For the most part it simply verbalizes
available data.
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(2) Here, too, the language adds nothing to an
understanding of easily available data.

(3) The added language constitutes a word of
caution that the survey results may be misleading, if
earlier experience is a guide.

(4) This comment is unnecessarily detailed.

(5) The wording added is another interpretive
comment, intended to aid in an understanding of what price
index behavior really means. The sentence deleted is
another verbalization of accessible data.

(6) This comment is too detailed and too clearly
pre-occupied with short-term developments,

(7) Too much detail.

(8) "Further" is somewhat misleading, suggesting
that for the present only, added expansion will be accom-
modated. In a growing economy, expansion may be expected
in the normal course. 'Interest rates'" is proposed in lieu
of "credit conditions' so as to eliminate the seeming con-
flict between further credit expansion and unchanged credit
conditions.

(9) The purpose here is to make the lead paragraph
of Element 1 self-contained in the sense that it deals
consistently with all the '"real' variables with which mone-
tary policy is concerned: (a) the level and direction of
"activity," (b) prices, (c) employment and (d), for the

present, the balance of payments.
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(10) These three paragraphs are deleted as too
detailed.

(11) See note 3, above. The other language added
incorporates the gist of the detail on inventories stricken
from page 1. The comment is placed here so that the para--
graph as a whole will deal with factors bearing on near-
term future prospects.

(12) See note 5, above.

(13) To much detail; gist of this paragraph is
added to first paragraph, page 1.

(14) These passages are excessively detailed, con=-
cerned with minutiae or focused too sharply on the short
term.

(15) These changes are proposed as a means of assign-

ing 'weights" to the factors weighed in the policy decision.
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November 1ﬁffigém " CORDS £X
REVISION A J NOV 30 1954

Trial "New Style" Directive for November 10, 196

S oot

CTION

|

FOMC Meeting

1. Underlying domestic economic conditions appear to
have continued favorable in October despite work stoppages in
the automobile industry. Apart from the effects of these work
stoppages, retail sales apparently remained strong in recent
veeks. Stability has been maintained in over-all commodity
price averages, but no improvement has been achieved in the
unemployment situation.

Although-deelines-in-oubpub-in-the-auto-and-elesely
related-indussries-are-estimated-to-have-redueed-the-index-of
industrial-preduetion-for-Cetober-between-2-and-2-pereentages
pointsy-netivity-in-industrien-not-affeeted-by-the-work-stoppages
prebably-was-mainbained-er-inereased-furtherv--Nev-ear-sales-were
dewn-sharply-on-a-seasenaltly-adjusted-basis-in-0ebobery-bub-sates
ab-furniture-and-appiianee-stores~-and-ab-eutiets-For-rendurable
goeods-were-upv--The-over-ali-uRenpioynent-rate-was-unehanged
ab-5r2-per-eenty-about-the-ltevel-prevailing-sinee-springy

In September manufacturers increased inventories at
about the stepped-up pace of July and August. Distributors'’
stocks, which had been declining earlier, also rose. For the
third quarter as a wholejy-hewevery total business inventory
accumulation was small. Most recently, trade inventories
probably fell again as dealer stocks of new autos dropped sharply.

The current production of steel leaves no doubt, however,
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that inventories of that commodity are being accumulated at a

rapid pace and, if continued, would aolmost certainly be followed

by the depressing effects of inventory liquidation some time in

1965.

Total-eonsbruebion-aebivity-edged-down-further-in-
(2) Oeteberv--Residential-building-eonbinued-so-run-appreciably

belevw-the-highs-reaehed-earliier-in-this-expansion-periedy-
Results of a recent private survey indicate that the

rate of increase in business plant and equipment spending may

moderate in the coming year. Reported plans for capital outlays

in 1965 were 5 per cent above the projected 1964 total, implying

a level of spending next year little changed from the rate of

the current quarterr, unless the understatement of the fall

(3) survey 1s as large as in other recent years of rising business

activity.

The broad measures of wholesale prices for industrial
as well as for all commodlties have remained relatively stable.
Sbtreng-upward-priee-pressures-are-sbiti-timited-to-nonferreous

(4) metalsy-Bub-seleebive-inereases-eontinue-te-be-announced-for
obher-eopmoditiesr Some of the individual price increases
announced earlier in the summer have not been reflected in
the broad indexes, suggesting that they may not have become

effectiver or that existing prices had been below "list" and

(5)

therefore the index had been overstating prices earlier. The

consumer price index continued to rise at the slow pace of

recent years. The evidence on prices, therefore, continues
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contradictory but does not appear to be indicating a substantial

change from conditions in recent years.

Preliminary data suggest a deficit in the U. S. balance
of payments in October of sbout $600 million before seasonal
adjustment. A deficit of this size would be & little larger
than in October 1963, but it would not represent deterioration
from the third quarter of this year on a seasonally adjusted
basis. As-is-usuai-in-Oetoberjy-window-dressing-by-canadian-banks
regulted-in-large~ouifiows-of-short~term~eapibal-from-the-Ur-Se
in-ad8ditiony-Yv-Sv-purehases-of -nev-foreign-bond-issues~inereased
tesb-mORthy -8B -a-baekliog-of-Canadian-issues-eame-~-so-market-fol-
tevwing-enaetnent-of-the-interesb-equatination-tanr--Tae-trade
surpius-rese-in-Sepienbery-rainty-as-a-result-of-higher-exporss
in-prtieipasion-of-a-possibie-poré~sériker

2. Private demands for eash-baianees-and bank credit
slackened in October, in part because of the temporary
dampening in over-all economic expansion. The money supply
declined in the second helf of the month, after increasing
sharply in the first half, and rose at & 4.6 per cent annual
rate for October as a whole. The demand deposit component
rose at a 4 per cent rate in October, the same as in the
year to date, while the currency component rose T per cent
in October as compered with 6 per cent in the year to date.

Interest rates in securities markets were the lowest since

early August.

Total loans and investments of all commercial banks
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probably declined moderately in October, partly offsetting

the sharp September rise. The October reduction reflected

& decrease in bank holdings of U. S. Government securities

and security loans that more than offset moderate increases

in other loans and in holdings of municipal and Federal agency
issues. The rise in business loans was substantislly less
than in other recent months.

The flow of savings to financial intermediaries
continued large. Time and savings deposits at all commercial
banks rose $1.4 billion in October, more than in other recent
months. Similarly, growth of deposits at mutual savings banks
and of shareholdings at savings and loan associations has been
rapid recently.

The combination of somewhat reduced demands for
outslde financing, e continuing large flow of savings, and
growing investor confidence in current interest rate levels,
has resulted in somewhat easier money market conditions and
stronger bond markets in recent weeks. The-fiew-of-Federai
funds-ineveased-in-Oetobery-and-vwhilte-gome-transsetions-toek
piaee-at-a-rate-siightly-abeve-the-digseount~ratey The average
Federal funds rate for the month was a little lower than in
September. Bank lending rates to Govermment securities
dealers also declined slightly.

In-geeuribies-markebsy-yields-on-iong~-tern-covernment
bonda-at-the-end-of -Getober-were-elose-to~their-lowess-levels

sinee-eariy-Augustr--¥ields-en-reeensiy-offered-eorperate-bonds
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and-en-mixed-grade-munieipalt-bords-have-algo-turned-doway
atthough-the~-indexes-for-peasoned-higher-grade-isgues~in
both-markets-have-remained-quite-gteadyr--Conmon~ssoek-priees
have-fluebtuated-around-a-level-stightiy-below-the-reeord-high
reaehed-in-mid-Oeteberr

The somewhat easier money market conditions were
accompanied by a slightly lower level of member bank borrowings
than in September. With excess reserves also lower, free
reserves were about the same on average. Total reserves and
nonborrowed reserves declined in October, as a decrease in
reserves held against Government balances more than offset a
rigse in reserves against total private balances.

3. In light of the epparent underlying strength in
economic conditions and the continued generel stability in
broad commodity price indexes, but the failure of the unemploy-
ment rate to decline in recent months and the persistence of
a sizable deficit in the balance of payments, 1t is the
current objective of monetary policy to accommodate moderate
further expansion in bank credit and the money supply. in-an
environment-ef-substantiatliy-unehanged-eredit-eonditionsy It
is expected that the continuing large flow of savings, supplemented
by such bank credit and monetary expansion, will enable prospective
demands for funds from Government as well as private borrowers to
be met within a narrow range of fluctuation in longer terﬁ interest
rates, but in a climate of seasonally firmexr money market condi-

tions than prevailed in October. With these ends in view, the
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Federal Open Market Committee seeks to supply sufficient reserves
to support (1) the rise of currency in circulation over and
above seasonal fluctuations, (2) actual changes in U. S. Govern-
ment demand deposits and private time and savings deposits, and
(3) a seasonally adjusted annual rate of increase in the demand
deposit component of the money supply over the months shead
averaging about the same as in the year to date.

4, To implement this policy, System open market
operations over the next three weeks shall be conducted with
a view to achieving weekly average free reserves around
$50 million; provided, however, that such reserves shall be
permitted to move above or below this level in order to
moderate any movements in the 3-month Treasury bill rate
outside the range of 3.55 to 3.65 per cent. er-sny-serious-
eonstriotion~or-exeess-in-the-availability-ef-Federat-funds

or-dealer-finaneingy
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November 1637198% " *(R0S SEOTION

REVISION B NOV30 1951

Trial "New Style" Directive for November 10, 196
FOMC Meeting

l. Underlying domestic economic conditions appear
to have continued favorable in QOctober despite work stoppages
in the automobile industry. Apart from the effects of these
work stoppages, retail sales apparently remained strong in
recent weeks. Stability has been maintained in over-all
commodity price averages, but no improvement has been achieved

in the unemployment situation. With preliminary data indicating

a deficit of 600 million dollars, the balance-of-payments

situation in Qctober was roughly unchanged from the third

quarter.
Although-deeiines-in-eutpub-in-the-auto-and-eloselty
relabed-industries-are-estimated-vo-have-redueced -{he-index
ef-industrial-preduetion-for-Oeteber-beiwean-2-and-2
pergentage~pointsy-aativity-in-indusiries-not-affeated-by~the
woxk-s8boppages-probably-was-maintained-or-increased -furihery
New-0av-3ales-were-adoWwh-sharply-on-a-seasonaliy-adjusted
basis-in-Cetebery-bub-sales~at-furniture-and-appliianes
stores-and-at-eutlets-for-nondurabie-~goods-were-upv--Fhe
ever-all-unemployment-rate-was -unchanged-at-5v2-per-eenty
about-the-level-prevailting -5inee-springe
In-Sepitember-manufaeturers-inereased ~inyentorieg-as

abeub-the-stepped-up-paes-ef-July-and -Augusts--Distribuberst
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stoeksy-whieh-had-been-deetrining-eariier;-alse-rosey--Fer
the-third-quarter-as-a-vwhelejy-hovwevery-total-business
iAventory-aseeumuiation-vwas-smatkvy--Most-reeentliyy~trade
iRventories-probabiy-fell-again-as-dealer-stoeks-of-new-autes
drepped-gharpiye
Potal-censtruetion~aetivity-edged-dowa-Ffuréher~in
Oeteberv--Residential-building-continued-to-run-appreeiably
belew-the-highs-reaehed-earltier-in-this-expansion-pericdy
Results of a recent private survey indicate that
the rate of increase in business plant and equipment spending
may moderate in the coming year. Reported plans for capital
outlays in 1965 were 5 per cent above the projected 1964
total, implying a level of spending next year little changed

from the rate of the current quartere, unless the understatement

of the fall survey is as large as in other recent years of

(11) rising business activity. Despite evidence of an inventory

climb in September, the relationship between stocks and sales

remains balanced.

The broad measures of wholesale prices for industrial
as well as for all commodities have remained relatively stable.
Strorg-upvward-priee-pressures-are~-stitl-2inited-to-nonferreus
metalsy-but-seleetive-inareases-sonbinue~-46-be~announead-for
other-eonmeditiesv Some of the individual price increases
announced earlier in the summer have not been reflected in the

broad indexes, suggesting that they may not have become effectivew,
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or that existing prices had been below "list" and therefore

the index had been overstating prices earlier. Zae-eonsumer

priee-index-eonrbinued-te-rise-as-the-plov-paee-of-reeentd
yearsy

Preliminory-data-suggess-a-defieit-in-the-Uv~Ser
balanee-of -payments-in-Oetober-of-about-$600-million-before
seasonal-adjustmenbe--A~defieit-of-thin-aige-would-be-g
litbie-lapger-than-in-Oetober-1963y-bub-1b-would-not-represens
deterieration-from-the-bhird-guarter-of-this-year-en-a
seasoneiiy-adjusted-basisv--As-ig-usual-in-0ebobery-window
dressing-by-Canadian-banks-resulted-in-large-eubflows-ef
shert-term-eapibalt-from-the-Yr-Sv--In-addibiony-Ur-Sr-purehasges
ef-new-foreign-bond-issues-inereased-~tast-monthy-as-a-backioeg
of-Canadisn-issuen~eame-so-mavkes-following-enaetnent-of-the
interesb-equalisation-taxy--The-trade-surplus-rese~ia-
Septembery-mainlty-as-a~resuti-of ~higher-exports-in
sntieipalon-ef-a-pessibie-pers-striker

2. Private demands for cash balances and bank credit
slackened in after mid-October, in part because of the temporary
dampening in over-all economic expansion, The money supply
deeiined-in-the-seeond-half-of -the-monthy-after-inereasing
sharply-in-the-first-halfy-and rose at a 4.6 per cent annual
rate for October as & whole. The demand deposit component
rose at a 4 per cent rate in-Oebeber, the same as in the

year to date, while the currency component rose 7 per cent
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A Ooteber as compared with 6 per cent in the year to date.

Total loans and investments of all commercial banks
probably declined moderately in October, partly offsetting
the sharp September rise. The-Oeteber-reduetion-refleeted
a~deerease~in-banlk-holdings-af-UrSv-Bovernment-seeurities
and-seeurity-ioans-that-meore~than-effaet-moderabe-inereases
in-other-loans-and-in-heldings -of -Munieipal-and-Federal
agensy~-iasuesv The rise in business loans was substantially
less than in other recent months.

Phe-flew-of-savings-te-finaneial-intermediaries
eontinued-targev--Tine-and-savings-depesits-at-alid
ecrmereial-banks-rose-$leli-billion-in-getcbery-more-than-in
other-regent-monthsv--Simitariyy-growth-of-deposits-ad
mutual-savings-banks-and-ef-shareheldings-at-savings-and
koan-asbogiations-has-been-rapid-regeniiyy

The combination of somewhat reduced demands for
outside financing, a continuing large flow of savings, and
growing investor confidence in current interest rate levels,
has resulted in somewhat easler money market conditions and
stronger bond markets in recent weeks. The-fiew-eof-Federal
funds-inereased-in-betobery-and-white-seme-transaetions
teoek-piace-at-a-rabe-skightly-above-the~diseount-rataey-the
average-Federal-funda-rate-for-the-ponth-vas-a~iittle-lever
than-in-Sepbenberv--Bank-lending-rabtes-to0-Governmenst

seeuribies-dealers-alse-deelined-siightiyr
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In-seevribies-mavketsy-yietds-~-onr~rong-term
Government-bonds-ab-the-end-ef-Oetober-were-etose-to-theiyr
lovest-levels-pinee~eariy~-Augustr~--¥ields-on-reaentiy-offered
eoy¥porate-bonds~asnd-on-mixed-grade~-munieipat-bonds-have-aise
turped-dovwny-atthough-the-indexes-for-seasoned-higher-grade
issues-in-beth-narkets-have-remained-quite-steadyr-~Commen
stoek-priees-have-fiuetuabed-around-a-tevel-siightly-below
the-reeora-high-reseched-in-mid-0etoberr

The somevhalt easier money market conditions were
accompanied by & slightly lower level of member bank
borrowings than in September. With excess reserves also
lower, free reserves were about the same on average. Total
reserves and nonborrowed reserves declined in October, as
8, decrease in reserves held against Government balances more
than offset a rise in reserves asgainst total private balances.

3. In light of the appavent-underiying-strength-in
eeonomie-eonditions-and-the continued general stebility in
broad commodity price indexes, bub and the fallure of the
unemployment rate to decline in recent months srd-the
persistenece-of-a-ginabre-defieit-in-the-batanee-of~payrentsy
it is the current objective of monetary policy to accommodate
moderate further expansion in bank credit and the money

supply. In view of the apparent underlying strength in

economic conditions, it is the expectation of the

Committee that monetary and credit expansion will proceed

at a moderate pace and within an environment of substentially
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unchanged credit conditions without affecting adversely the

continued sizable deficit in the balance of payments. It is

expected that the continuing large flow of savings, supplemented
by such bank credit and monetary expension, will enable prospec-
tive demands for funds from Government as well as private bor-
rowers to be met within a narrow range of fluctuation in longer
term interest rates, but in-a-elimabe-of with seasonally firmer
money market conditions than prevailed in October. With these
ends in view, the Federal Open Market Committee seeks to supply
sufficient reserves to support (1) the rise of currency in cir-
culation over and above seasonal fluctuations, (2) actual changes
in U. S. Government demand deposits and private time and savings
deposits, and (3) a seasonally adjusted annual rate of increase
in the demand deposit component of the money supply over the
months ahead &veraging about the same as in the year to date.

4, To implement this policy, System open market
operations over the next three weeks shall be conducted’
vith a view to achieving weekly average free reserves
around $50 million; provided however, that such reserves
shall be permitted to move above or below this level in
order to moderate any movements in the 3-month Treasury
bill rate outside the range of 3.55 to 3.65 per cent ox
any-gserious-eenstrietbion-or-exeess-in-~the-availabitity

of -Federal-funds-~or-deater-finaneings
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FEDERAL RESERVE Bank oF New YORK [ NOV3 0 195

NEW YORK 45, N. Y. : —

REcTorR 2-5700

ALFRED HAYES November 25, 1964

PRESIDENT

Mr. Ralph A. Young, Secretary
Federal Open Market Committee
Board of Governors of the
Federal Reserve System
Washington, D. C., 20551

Dear Mr. Young:

In response to the request made at the last meet-
ing of the Federal Open Market Committee, to send along com-
ments on the "trial directive" prepared for that meeting, I
am enclosing certain suggestions relating to Elements 1 and
2. In general, these comments are along the lines of trying
to inject a little more evaluative and interpretive comment
into those Elements ~-- which I feel is essential if they are
to be more than mere collections of facts.

I have not made specific suggestions on Elenments 3
and 4, as I still find myself opposed to the general idea of
trying to reduce our policy prescription to a single indi-
cator, or trying to instruct the Desk too specifically in
terms of reserve or rate targets. As regards Element 3, I
have already set forth in some detall my reservations about
adopting the glaringly deficient private demand deposit guide-
line as the intermediate goal of monetary policy. Reluctant
as I would be to see any single target selected as the proper
one, to the exclusion of others, I believe that at least as
good a case could be made for directing attention to the
growth of total bank credit or total deposits.

As for Element 4, my doubts about quantitative
targets are no less strong than before. The directive presup-
poses that we have much closer control over the behavior of
money market and reserve variables than we in fact have., Those
variables frequently behave in perverse ways in the short run.
The directive as presently constituted realistically recognizes
this fact and conveys to the Manager the authority to make
short-run technical adaptations to such perverse behavior in

19214 FIFTIETH ANNIVERSARY 1964
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FeperalL Reserve Bank oF NEw YorRk___ . Mr. Ralph A. Young, Secretary
Federal QOpen Market Committee
Board of Governors of the
Federal Reserve Systen
Washington, D. C. 20551 11/25/6k

terms of his understandlng of the Committee's central
purpose. I do not believe that the Committee can write in
advance a quantitative prescription that will cover the
many contingencies that could develop in dealing with as
dynamic an institution as the money market.

Yours truly,

Wit oy

Alfred Hayes
Vice Chairman
Federal Open Market Commlttee

PS: I should add that I do not like the general idea of
having Elements 1 and 2 in the Committee directive either -~
but at least in the case of those Elements it was feasible
to offer some specific language suggestions.

A -

Encl.
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F" "N RECORDS SECTION
CONFIDENTIAL (FR) Novembes 7> 19%0v 30 i964

Trial "New Style" Directive for November{lQ,-1964
FOMC Meeting

l. Underlying domestic economic conditions sgppear
to have continued favorable in October degpite work stoppages
in the automobile industry. Apart from the effects of these
work stoppages, retall sales apparently remained strong in

ﬁ)-.(”\\ﬁ'\'ﬁ'

recent weeks.’\ﬂtability has been maintained in over-all
commodity price averages, but ngi?;grovemenc has been
achieved in the unemployment situationﬂﬂbuiilﬂ.

Although declines in output in the auto and closely
related industries are eatimated to have reduced the index
of industrial production for October between 2 and 3
percentage points, activity in industries not affected by
the work stoppages probably was maintained or increased

Reflechag supply prablems

further.hﬁﬂéw car sales were down sharply on a seasonally
adjusted basis in October, but sales at furniture and
appliance stores and at outlets for nondurable goods were
up. The over-all unemployment rate was unchanged at 5.2
per cent, about the level prevailing since :;:iég'

In September manufacturers increased inventories
at about the stepped-up pace of July and August. Distxibutors'
stocks, which had been declining earlier, also rose, For
the third quarter as a whole, however, total business
inventory accumulation was small. Most recently, trade

inventories probably fell again as dealer stocks of new autos

dropped sharply.
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Total construction activity edged down further in
October. Residential building continued to run appreciably

below the highs reached earlier in this expansion period.
are consn"'e;f wl'H\ ““‘_l’l?ﬁ‘f,
Results of a recent private survey indieate(that

the=rats—of—incresse—in business plant and equipment spending
3 ')kt\\/ +o ncfease ) Fr““‘)‘J '“IQ e“-w‘o‘wr COnT'ﬂUQJ 'yg O:’\Ia\dd.
ﬁﬁ—the coming year, Reported plans for capital

outlays in 1965 were 5 per cent above the projected 1964
lock yean a sndan Survey showed « ¢ pea cent rise in qu)
totaly,

for below Hhe 13 per @R Gaul now expected.
SLromtire—rate—ef_tho—eurrent—quartexr,

The broad measures of wholesale prices for industrial

as well as for all commodities have remained relatively

A coifinied cause For concerq 15 Yhe pas:-L.HA P recedd wage and price

stdble.A’Strong upward price pressures are still limited to ..., ..}

nonferrous metals, but selective increases continue to be e adpation

of « Tael STrJh
announced for other commodities. Some of the individual CM‘{ leed o

price increases announced earlier in the summer have not sTrog ‘JP““*"A
pressyre on prices,
been reflected in the broad indexes, suggesting that they
may not have become effective. The consumer price index
continued to rise at the slow pace of recent years.
Preliminary data suggest a deficit in the U.S.
balance of payments in October of about $600 million before
seasonal adjustment. A deficit of this size would be a

amd o0 @ ses.somvu, a{)ud'e(! beats W\’Uu
little larger than in October 1963, -but—te—would—not-

constiute o conTinvction of the d'ﬂw‘lﬂ?l}, |—-.|8|, 1w d ld«r'br rt\"fQ.

. As 1is usual in October, the p\acemeif oF

window dressing by Canadian banks resulted in large outflows

\ﬁn‘e C)er)oS\rJ ‘ﬂ, U. S. C'rpord’.ons in Canedo and
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of short-~term capital from the U.S, In addition, U.S.
purchases of new foreign bond issues increased last month,
as a backlog of Canadian issues came to market following
enactment of the interest equalization tax. The trade
surplus rose in September, mainly as a result of higher
exports in anticipation of a possible port strike.

2. Private demands for cash balances and bank

bulging 10 Sestemben

cre igpslackened in Octoéer, in part because of the temporary
dampening in over-all economic expansion. The money supply
declined in the second half of the month, after increasing
sharply in the first half, and rose at a 4.6 per cent annual
rate for October as a whole. The demand deposit component
rose at a 4 per cent rate in October, the same as in the
year to date, while the currency component rose 7 per cent
in October as compared with 6 per cent in the year to date.

Total loans and investments of all commercial
banks probably declined moderately in October, partly
offsetting the sharp September rise. The October reduction
reflected a decrease in bank holdings of U.S. Government
securities and security loans that more than offset
moderate increases in other loans and in holdings of
municipal and Federal agency issues. The rise in business
loans was substantially less than in other recent months.

The flow of savings to financial intermediaries

continued large. Time and savings deposits at all commercial
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banks rose $l.4 billion in October, more than in other
recent months. Similarly, growth of deposits at mutual
savings banks and of shareholdings at savings and loan
associations has been rapid recently.

The combination of somewhat reduced demands for
outside financing, a continuing large flow of savings, and
growing investor confidence in current interest rate levels,

has resulted in

M oney mkad

—qg?”étronger bond markets in recent weeks., The fleweof

remamad W‘M‘a *@““"'l aH‘onge conditions '('emporwmﬁj
—<fFederai=—fends--iwozonsed and-while—seme—~trananac-

in October,

becowe GuTe ecay Following dka  Columbys Dy porkiaf hiolday

aa ¢ result oF ynexpecte) moemeds o resawe feclors.

the Tl‘m.u/lg‘s Novem ‘9-44 CLA-Q TCFUth.n Wod
In securities markets, }?el s on long-term J
& cavued ¢

Government bonds at the end of October were close to their gmceupoqr

Gnd abost ot e IQVDO oF last anucr
lowest levels since early August, Yields on receatly /-

-

offered corporate bonds and on ngd;grade municipal bonds
have also turned down, although the indexes for seasor
higher grade issues in both markets have remained quit
steady. Common stock prices have fluctuated

around a level slightly below the record high reached in

mid-October.

Fhe-somewhgt—egsberTOMEY MaTkKet—condtttons—wora.

—ciBsomponiod-by—a-slightly-louer level 61 N&mbet bank
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( From He Reowe Banks od )mumaa of W SoMma wl«j
borrowings)ﬁhan—ia—SepeembeaT——W4¥h excess reserves alide-
w Octiber then Sepfemben, while

lowerA free reserves were about the same on average. Total
reserves and nonborrowed reserves declined in October, as
a decrease in reserves held against Government balances
more than offset a rise in reserves against total private
balances,

3. In light of the apparent underlying strength
in economic conditions and the continued general stabllity
in broad commodity price indexes, but the failure of the
unemployment rate to decline in recent months and the
persistence of a sizable deficit in the balance of payments,
it is the curvent objective of monetary policy to accommodate
moderate further expansion in bark credit and the money
supply in an environment of substantially unchanged credit
conditions. It 1s expected that the continuing large flow
of savings, supplemented by such bank credit and monetary
expansion, will enable prospective demands for funds from
Government as well as private borrowers to be met within a
narrow range of fluctuation in longer term interest rates,
but in a climate of geasonally firmer money market conditions
than prevailed in October. With these ends in view, the
Federal Open Market Committee seeks to supply sufficient
reserves to support (1) the rise of currency in circulation

over and above seasonal fluctuations, (2) actual changes in

U.S. Government demand deposits and private time and savings
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deposits, and (3) a seasonally adjusted annual rate of
increase in the demand deposit component of the money supply
over the months shead averaging about the same as in the
year to date.

4, To implement this policy, System open market
operations over the next three weeks shall be conducted with
a view to achieving weekly average free reserves around
$50 million; provided however, that such reserves shall be
permitted to move above or below this level in order to
moderate any mcvements in the 3-month Treasury bill rate
outside the range of 3.55 to 3.65 per cent or any serious
constriction or excess in the availability of Federal funds

or dealer financing.




