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To the Member Banks:

We are pleased to present the Annual Report of the 
Federal Reserve Bank of Richmond for the year 1960. 
This year's report features the entire Federal Reserve 
System—its objectives, its structure, its policy tools, and 
its monetary policy actions during the past year. We 
hope that this presentation will help clarify the Federal 
Reserve's role as the nation's central bank, and that 
it will contribute to a better understanding of what the 
exercise of the System's monetary and credit powers 
may reasonably be expected to accomplish. In ad­
dition, the report contains a summary of Fifth District 
operations, a current list of officers and directors, and 
comparative financial statements.

On behalf of the directors and staff, we wish to 
express our appreciation for your cooperation and 
support throughout the year.

Very truly yours,

Chairman of 
the Board President
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THE FEDERAL RESERVE A T  W O R K

“Federal Reserve Cuts Bank Rate 
To Spur Lending”

“Fed Cuts Stock Margin Requirement 
to 70 PC”

“ Vault Cash Added To Reserves”

“Fed Security Purchases Boost Bank 
Free Funds”

These  cap tion s  from  1 9 6 0  issu e s  o f 

le a d in g  N e w  Y o rk  n e w sp a p e r s  c le a rly  

s h o w  the Federa l Re se rve  often  m a d e  b ig  

n e w s in  1960 . The " b i g  n e w s "  b ro u g h t  

n u m e ro u s  q u e st io n s  from  the  public. 

"W h a t  is the 'F e d '? "  "W h a t  d o e s  it d o ? "  "H o w  d o  its a c t ion s a ffect the e c o n o m y ? "  "H o w  d oe s it 

e stab lish  p o l ic y ? "  "W h a t  a re  its a im s ? "  "H o w  e ffective ly  can  it a ccom p lish  its o b je c t iv e s ? "  A n sw e r s  

to these  q u e st io n s  lie a t the h e a rt  o f o u r  n a t io n 's  f in a n c ia l m echan ism .

SYST E M  POLICY OBJECTIVES
The Fede ra l R e se rve  Sy ste m  is the n a t io n 's  central b an k . Like o the r central b a n k s  th ro u g h o u t  the 

w o rld , its ch ie f re sp o n s ib ility  is to re gu la te  the f lo w  o f m o n e y  a n d  cred it in  o rd e r to p rom ote  e conom ic  

stab ility  a n d  g row th . It a ls o  p e r fo rm s m a n y  se rv ice  func tion s  fo r  com m erc ia l b an k s, the T re a su ry , a n d  

the public.

Its p o licy  is a im e d  a t p ro v id in g  m o n e ta ry  co n d it io n s  fa v o ra b le  to the re a liza t io n  o f  three  ob jec­

tives: a  h ig h  level o f em p lo ym e n t, sta b ility  in the ove r-a ll price  level, a n d  a n  e n v iro n m e n t g e a re d  to a  

g r o w in g  econom y. A l l  Sy ste m  p o lic y  act ion s a re  conducted  w ith  a ll th ree g o a ls  in  m in d  e ve n  th o u g h  

b u s in e ss  d e ve lop m e n ts  a t tim es a lte r the re la tive  u rg e n c y  o f the three. Policies o f re stra in t a n d  e a se  

a re  but tw o  p h a se s  o f Sy ste m  e ffo rts to  a ch ie ve  these  three  a im s.

The three u lt im ate  g o a ls  o f  Sy ste m  po licy  a re  in te rre lated  a n d  in te rdependent. W ith o u t  h ig h  

e m p lo ym e n t a n  e co n o m y  ca n  ne ithe r re m a in  p ro sp e ro u s  n o r g ro w . W ith  persistent in fla t ion , b u s i­

ness practices becom e  w a ste fu l;  spe cu la t io n  rep lace s p rod u c t ive  activ ity; a n d  exce sse s le a d in g  to 

e conom ic  co llap se  m a y  d eve lop . F ina lly , h ig h  e m p lo y m e n t  a n d  a  stab le  price  level p rom ote  the k in d  

o f s a v in g s ,  incentives, a n d  en te rp rise  needed  fo r  e conom ic  g row th . Hence, Sy ste m  po lic ie s d e s ig n e d

4

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



to m a in ta in  h ig h  e m p lo ym e n t a n d  fo ste r price  sta b ility  a ls o  p rod u ce  a  m o n e ta ry  e n v iro n m e n t co n ­

d u c iv e  to long-te rm  g row th .

STRUCTURE OF THE FEDERAL RESERVE SYSTEM
The Sy stem  h a s  se ve ra l im p o rta n t  parts: m em b e r b an k s, the Fede ra l Re se rve  B a n ks, the B o a rd  o f 

G o ve rn o rs ,  the Fede ra l O p e n  M a rk e t  Com m ittee, a n d  the Fede ra l A d v is o r y  Counc il.

MEMBER BANKS A t  the  b a se  o f the Fede ra l R e se rve  p y ra m id  a re  the S y s te m 's  6 ,2 0 0  m e m b e r bank s. 

A l l  n a t io n a l b a n k s  m ust be  m em be rs, a n d  State  b a n k s  m a y  join if they  m eet ce rta in  requ irem ents. 

M e m b e r  b a n k s  ho ld  n e a r ly  8 5  p e r cent o f a ll com m erc ia l b a n k  a sse ts a n d  d ep o s its  a lth o u g h  less th an  

h a lf  the  n a t io n 's  com m erc ia l b a n k s  b e lo n g  to the System .

There  a re  three c la ss if ic a t io n s  o f  m em b e r b a n k s .  The  la rg e r  N e w  Y o rk  a n d  C h ic a g o  b a n k s  a re  

ca lled  central re se rve  city b a n k s ,  m ost m em b e r b a n k s  in  4 9  othe r cities a re  c la ss if ie d  a s  re se rve  city 

b a n k s ,  a n d  a ll o the r b a n k s  a re  ca lled  coun try  b an k s.

M e m b e rsh ip  co n ve y s  m a n y  p r iv ile g e s  but a lso  in v o lv e s  o b lig a t io n s.  O b lig a t io n s  include: h o ld ­

in g  spec if ied  re se rve s a g a in s t  deposits; su b sc r ib in g  to cap ita l stock  o f  the d istrict Fede ra l R e se rve  Bank; 

c o m p ly in g  w ith  v a r io u s  re q u ire m e n ts  o f  Fede ra l b a n k in g  la w ; co m p le t in g  n e ce ssa ry  Sy ste m  reports; 

a n d  in  the ca se  o f State  m e m b e r b an k s, b e in g  e x a m in e d  a n d  su p e rv ise d  b y  the Fede ra l Re se rve  Banks.

A m o n g  the m ore  im p o rta n t a d v a n ta g e s  a  b a n k  rece ive s fro m  Sy ste m  m e m b e rsh ip  a re  the p re stige  

o f  b e in g  a  m em b e r b a n k  a n d  the p r iv ile g e s  o f b o r r o w in g  u n d e r  ce rta in  co n d it io n s  fro m  the Fede ra l Re­

se rve  B a n k s, u s in g  Sy ste m  check  collection  a n d  w ire  tra n sfe r  fac ilit ies, o b ta in in g  cu rre n cy  a n d  coin free  

o f tra n sp o rta t io n  costs, re ce iv in g  a n  a n n u a l cu m u la t ive  6  p e r cent d iv id e n d  on  its Fede ra l Re se rve  B a n k  

stock, v o t in g  in the election  o f  s ix  o f  the n ine  d irec to rs  o f  the d istrict Fede ra l R e se rve  B an k , a n d  request­

in g  in fo rm a t io n  a n d  re ce iv in g  a id  o n  v a r io u s  p ro b le m s  fro m  the  Fede ra l R e se rve  staff.

FEDERAL RESERVE BANKS The  cou n try  is d iv id e d  in to  tw e lve  Fede ra l R e se rve  d istricts— each  w ith  a  

Fede ra l Re se rve  B ank. The re  a re  a lso  2 4  Fede ra l Re se rve  B a n k  b ra n ch e s  se rv in g  p a rt ic u la r  a re a s  w ith in  

the districts. C itie s w ith  Fede ra l Re se rve  h e a d  o ffice s  are : Boston, N e w  Y o rk , P h ilad e lp h ia ,  C le ve la n d , 

R ichm ond , A t la n ta , C h ic a g o ,  St. Louis, M in n e a p o lis ,  K a n sa s  C ity, D a lla s ,  a n d  S a n  Francisco. These  36  

R e se rve  B a n k  office s co m p rise  the se cond  level o f  the  p y ra m id .

The  co rp o ra te  structure  o f  Fede ra l R ese rve  B a n k s  re sem b le s  tha t o f com m erc ia l b an k s. A l l  issue  

cap ita l stock, h a v e  b o a rd s  o f d irecto rs w h o  elect the ir o ffice rs, h a v e  m a n y  s im ila r  o ff ic ia l titles a n d  

depa rtm ents, a n d  o b ta in  the ir e a rn in g s  la rg e ly  fro m  interest o n  lo a n s  a n d  investm ents.

There  a re  three m a in  d iffe rence s, h ow e ve r, s te m m in g  from  the  Re se rve  B a n k s ' re spon s ib ilit ie s  to 

the public. First, the  p o w e rs  o f R e se rve  B a n k  d irec to rs d if fe r  c o n s id e ra b ly  fro m  those  o f  com m erc ia l 

b a n k  d irectors. Se cond , R e se rve  B a n k s  a re  not p ro fit-m otiva ted , a lth o u g h  they  d o  e a rn  la rg e  profits. 

E xp e n se s  a n d  m e m b e r b a n k  d iv id e n d s  a b s o rb  so m e  e a rn in g s ,  b u t m ost a re  tu rned  o v e r  to the U. S. 

T re a su ry  a s  " in te re s t "  o n  Fede ra l R e se rve  notes. In  1 9 6 0  d iv id e n d s  to ta led  $ 2 4 ,0 0 0 ,0 0 0 ,  a n d  p aym e n ts  

to the T re a su ry  ra n  $ 8 9 7 ,0 0 0 ,0 0 0 .  Th ird , if the R e se rve  B a n k s  sh o u ld  e ve r be  liq u id a te d , the  Federa l 

G o v e rn m e n t  w o u ld  rece ive  a n y  a sse ts  re m a in in g  a fte r the stock  w a s  p a id  o ff a t  par.

Each  R ese rve  B a n k  h a s  three C la s s  A  d irectors, three  C la s s  B d irectors, a n d  th ree  C la s s  C  directors. 

M e m b e r  b a n k s  elect both  C la s s  A  a n d  C la s s  B d irecto rs b y  ballot. T ho se  in  C la s s  A  m ust be  re p ­

re sen ta tive s o f  the m e m b e r b a n k  sto ckh o ld e rs  a n d  u su a l ly  a re  com m erc ia l b an ke rs .  C la s s  B d irectors 

m u st be  a ct ive ly  e n g a g e d  in  ag ricu ltu re , indu stry , o r  com m erce  a n d  m a y  not be  e ithe r b a n k  officers, 

d irectors, o r  em p lo yee s. C la s s  C  d irecto rs— on e  o f  w h o m  is d e s ig n a te d  a s  c h a irm a n  a n d  o n e  a s  d e p u ty
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c h a irm a n  o f  the b o a rd — a re  a p p o in te d  b y  

the B o a rd  o f  G o ve rn o rs .  A  C la s s  C  d irec ­

tor m a y  be  ne ither a  d irector, officer, e m ­

p loyee , n o r  sto ckho ld e r o f  a n y  b an k .

In  a d d it io n  to the ir r e g u la r  d u tie s  in 

o v e rse e in g  the o p e ra t io n s  o f the  R e se rve  

B a n k s, the b o a rd s  o f d irecto rs a ls o  h a v e  

ce rta in  du tie s in  the fie ld  o f  m o n e ta ry  

po licy. First, they  e stab lish , subject to the 

a p p ro v a l o f  the B o a rd  o f G o ve rn o rs ,  the 

d isco u n t ra tes Fede ra l R e se rve  B a n k s  

c h a rg e  on  short-te rm  lo a n s  to m e m b e r 

b a n k s .  Se cond , they  elect fo u r  o f  the 

p re sid e n ts  o f the Fede ra l R e se rve  B a n k s  to 

se rve  a s  m em b e rs  o f the Fede ra l O p e n  

M a rk e t  Com m ittee. Th ird , th e y  p ro v id e  

the  R e se rve  B a n k  p re siden ts a n d  the B o a rd  

o f  G o v e rn o rs  w ith  a n  in v a lu a b le  sou rce  o f 

" g r a s s  ro o t s "  in fo rm a t ion  on  d istrict b u s i­

ne ss cond it ion s.

BOARD OF GOVERNORS A t  the p e a k  o f 

the  p y ra m id  is the B o a rd  o f  G o v e rn o r s  in 

W a sh in g to n .  It consists o f  se ve n  m em b e rs  

a p p o in te d  b y  the P re siden t o f  the Un ited  

State s w ith  the a d v ic e  a n d  con sen t o f the Senate. B o a rd  m e m b e rs  a re  a p p o in te d  fo r  fo u rte e n -ye a r  

te rm s a n d  a re  in e lig ib le  fo r  re a p p o in tm e n t a fte r h a v in g  se rve d  a  fu ll term . N o  tw o  B o a rd  m em b e rs  

m a y  com e  from  the sa m e  Fede ra l R e se rve  district. The  C h a irm a n  a n d  V ice  C h a irm a n  o f the  B o a rd  a re  

a p p o in te d  b y  the P re siden t o f  the  U n ited  Sta te s from  a m o n g  the B o a rd  m em b e rs  fo r  a  fo u r -y e a r  term  

a n d  can  be  re app o in te d .

O n e  o f the B o a rd 's  im p o rta n t d u tie s is su p e rv is io n . The  B o a rd  m ust a p p ro v e  the sa la r ie s  o f  a ll 

R e se rve  B a n k  p e rsonne l, the a p p o in tm e n t  o f  R e se rve  B a n k  p re sid e n ts  a n d  first v ice  p re sidents, a n d  the 

b u d g e ts  o f Re se rve  B an ks. The  B o a rd  a ls o  e x a m in e s  R e se rve  B a n k s  a n d  b ra n ch e s  each  y e a r  to e n su re  

co m p lia n ce  w ith  re g u la t io n s  a n d  p ro p e r  contro l o f e xp en d itu re s. In  ad d it io n , it co o rd in a te s  Sy stem  

e con om ic  re search  a n d  d a ta  co llection  a n d  re v ie w s  a ll Sy stem  pub lica t io n s. It m ust a lso  a p p ro v e  the 

e s ta b lish m e n t o f  certa in  m e m b e r b a n k  b ranche s, som e  b a n k  m erge rs, a n d  certa in  o the r com m erc ia l 

b a n k  actions.

The  B o a rd 's  p rim e  function , h o w e ve r, is the fo rm u la t io n  o f  m o n e ta ry  policy. In a d d it io n  to p a s s in g  

u p o n  p ro p o se d  c h a n g e s  in the  d isco u n t rate, it h a s  a u th o r ity  to c h a n g e  m em b e r b a n k  re se rve  re q u ire ­

m ents w ith in  spec if ied  lim its, to set m a rg in  re q u irem en ts  fo r  the f in a n c in g  o f securitie s tra d e d  on  

n a t io n a l se cu rity  e x c h a n g e s ,  a n d  to set m a x im u m  interest ra tes p a y a b le  on  m em be r b a n k s 7 tim e d e ­

posits. Even  m ore  im portan t, m e m b e rs  o f  the  B o a rd  o f G o v e rn o r s  a re  a lso  m em be rs  o f  the  Fede ra l 

O p e n  M a r k e t  Com m ittee  a n d  p a rtic ip a te  in  the  fo rm u la t io n  a n d  a d m in is t ra t io n  o f op e n  m a rke t policy.

FEDERAL OPEN MARKET COMMITTEE The Fede ra l O p e n  M a rk e t  C om m ittee— the S y s te m 's  m ost im p o r­

tan t p o lic y -m a k in g  b o d y — is c o m p o se d  o f the  se ve n  m em b e rs  o f  the B o a rd  p lu s  the p re sid e n t o f  the
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N e w  Y o rk  Fede ra l Re se rve  B a n k  a n d  fo u r 

o th e r Re se rve  B a n k  p re siden ts. Its m a in  

re sp o n s ib ility  is to e sta b lish  Sy stem  open  

m a rke t po licy— the extent to  w h ic h  the S y s ­

tem  b u y s  a n d  se lls G o v e rn m e n t  a n d  other 

securities. It o rd in a r i ly  m eets e ve ry  three 

w e e k s  but som e tim e s m ore  often.

The  C om m itte e 's  p u rc h a se s  a n d  sa le s 

a re  conducted  b y  the "T r a d in g  D e s k "  o f  the 

N e w  Y o rk  R e se rve  B an k . G o ve rn m e n t se ­

curities b o u g h t  ou tr igh t a re  then  p rorated  

a m o n g  the tw e lve  Re se rve  B a n k s  a cco rd in g  

to a  fo rm u la  b a se d  on  B a n k  size.

OTHER COMMITTEES S e v e ra l other com ­

m ittees a lso  p la y  s ig n if ic a n t  ro les in  System  

op e ra tio n s. O n e  is the  tw e lve -m a n  Fed ­

e ra l A d v is o r y  C ou n c il co m p o se d  o f b anke rs, 

one  from  each  o f  the Fede ra l Rese rve  d is ­

tricts. M e m b e rs  a re  e lected b y  the b o a rd s  

o f  d irectors o f the  R e se rve  B a n k s  o f  the ir 

d istricts. The  C ounc il m eets in  W a s h in g ­

ton  fo u r  tim es a  y e a r  a n d  a d v ise s  the 

B o a rd  on  im p o rtan t cu rrent deve lopm ents. 

The  C on fe rence  o f  P re siden ts a n d  the C o n ­

fe rence  o f  C h a irm e n  a ls o  m eet p e r io d ic a lly  to d iscu ss  S y ste m  p rob lem s. In a d d it io n , se ve ra l other 

Sy stem  com m ittees c o n t in u o u s ly  s tu d y  Sy ste m  o p e ra t io n s  a n d  p o lic y  p rob lem s.

SYSTEM  SERVICE FUNCTION S
Like m ost other centra l b an k s, the Fede ra l R e se rve  p e rfo rm s m a n y  se rv ice  fu n c t io n s  fo r  the public, 

the T rea su ry , a n d  com m erc ia l b a n k s .

FISCAL AGENCY FUNCTIONS The  tw e lve  Fede ra l R e se rve  B a n k s  act a s  the G o v e rn m e n t 's  p r in c ip a l fisca l 

a gen ts. T h e y  ho ld  the T re a su ry 's  ch e ck in g  accounts, rece ive  a p p lic a t io n s  from  the p u b lic  fo r  the p u r­

ch a se  o f  securitie s b e in g  so ld  b y  the T re a su ry , a llo t  securitie s a m o n g  b id de rs, d e liv e r  securities, collect 

from  security  b uye rs, redeem  securities, w ire -t ra n s fe r  securitie s to other cities, m a k e  d e n o m in a t io n a l 

e x c h a n g e s  o f securities, p a y  interest coupons, a n d  a s s is t  the T re a su ry  a n d  othe r G o v e rn m e n t  a ge n c ie s  in 

m a n y  other w a y s .  T he  Re se rve  B a n k s  rece ive  n o  co m p e n sa t io n  fo r  h a n d l in g  the T re a su ry 's  check ing  

accoun ts a n d  re d e e m in g  its co u po n s, but they  a re  re im b u rse d  fo r  m ost o f  the o the r f isca l a g e n c y  w o rk  

th e y  perfo rm . D u r in g  1 9 6 0  the Sy ste m  h a n d le d  fo r  the  T re a su ry  a b o u t  1 98  m illion  G o v e rn m e n t  se ­

curities v a lu e d  a t  $ 5 2 7  b illion .

COLLECTION OF CHECKS AND NONCASH ITEMS F e de ra l R e se rve  B a n k s  a ls o  collect fo r  the pub lic  v a s t  

q uan tit ie s  o f  b a n k  checks a n d  su b sta n t ia l a m o u n ts  o f  n o n c a sh  item s such  a s  d ra fts, p ro m isso ry  notes, 

a n d  b o n d  coupons. D u r in g  1 9 6 0  the  Sy stem  p roce ssed  o v e r  4  b illion  checks to ta lin g  m o re  th an  $1 .3  

trillion  a n d  a lm o st 3 8  m illion  n o n c a sh  item s v a lu e d  a t  c lose  to $11 b illion.
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WIRE TRANSFER OF FUNDS The Sy stem  a lso  fa c il i­

tates p aym e n ts  b y  m a k in g  a v a ila b le  to m em b e r 

b a n k s  a  w ire  se rv ice  that can  be u sed  to t ra n sfe r  

fu n d s  q u ic k ly  from  one  p art o f the cou n try  to a n ­

other. For e xa m p le , a  R ichm ond  b u y e r  w is h in g  to 

p a y  a  N e w  Y o rk  se lle r the sa m e  d a y  can  h a v e  a  

m em b e r b a n k  request the R ichm ond  R e se rve  B a n k  

to tra n sfe r  the fu n d s  to the se lle r 's  b an k . The  R ich­

m on d  Fede ra l Re se rve  B a n k  deducts the fu n d s  from  

its m e m b e r 's  re se rve  account, a n d  the N e w  Y o rk  

Federa l Re se rve  B a n k  cred its the re se rve  a ccou n t o f  

the N e w  Y o rk  m e m b e r b a n k  so  that it in tu rn  can  

cred it the se lle r 's  deposit. The tw o  R ese rve  B a n k s  

then settle b y  w ire  at the e n d  o f the d a y  th ro u g h  the 

Sy stem  c le a r in g  a g e n c y — the Interd istrict Settlem ent 

Fund  in W a sh in g to n .  D u r in g  1 9 6 0  the Sy ste m  m a d e  

a lm o st 3 m illion  w ire  tran sfe rs  to ta lin g  a b o u t  $ 2 .4  

trillion.

HANDLING OF CURRENCY AND COIN The  Fede ra l 

R ese rve  B a n k s  a re  the c h a n n e ls  th ro u g h  w h ic h  p ra c ­

tica lly  a ll ca sh  m o ve s  in to  a n d  out o f c ircu lation. 

W h e n  the p ub lic  w it h d ra w s  ca sh  from  com m erc ia l 

b an k s, the b a n k s  rep len ish  the ir su p p ly  b y  o b ta in ­

in g  sh ip m en ts  from  the Re se rve  B an ks. A s  the p u b ­

lic 's need  fo r  ca sh  tap e rs  off, b a n k s  return  the ir 

su rp lu s  m o n e y  a n d  rece ive  cred its to the ir re se rve  

accounts. D u r in g  1 9 6 0  the Sy stem  rece ived  a n d  

counted  o ve r 14  m illion  b ills  a n d  co in s v a lu e d  at 

n e a r ly  $ 3 3  b illion.

NOTE ISSUE A p p ro x im a te ly  8 5  pe r cent o f  the 

n a t io n 's  "p o c k e t  m o n e y "  is issued  b y  the Fede ra l 

Re se rve  B a n k s  in  the fo rm  o f Fede ra l Re se rve  notes. 

W h e n  a  Fede ra l R e se rve  B a n k  needs m ore  cu rrency  

to m eet the d e m a n d s  o f its m em b e r b an k s, it can  

o b ta in  Fede ra l Re se rve  notes b y  p le d g in g  g o ld  cer­

tificates e q u a l to a t  least 2 5  pe r cent o f  the v a lu e  

o f the notes a n d  the b a la n c e  in G o ve rn m e n t se cu ri­

ties o r "e l ig ib le "  p ap e r. C on ve rse ly ,  R e se rve  B a n k s  

can  retire the ir notes a n d  recove r the ir p le d g e d  g o ld  

certificates a n d  securitie s b y  re tu rn in g  the notes fo r  

cance lla t ion  w h e n  the d e m a n d  fo r  cu rrency  declines.

OTHER SERVICE FUNCTIONS The Rese rve  B a n k s  a n d  

the B o a rd  o f G o v e rn o r s  a lso  p ro v id e  m a n y  other 

typ e s o f  se rv ice  fun c tion s  such  a s  a n sw e r in g  re ­
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quests; d is tr ib u t in g  m o n th ly  b u s in e ss  re v ie w s a n d  

o the r pu b lica t ion s; e x a m in in g  b an k s; p ro v id in g  

sp e a k e rs  fo r  v a r io u s  occa sion s; a n d  u p on  request, 

a s s is t in g  b a n k s  in  s o lv in g  p rob lem s.

H O W  DOES THE SYSTEM  
INFLUENCE ECONOM IC  

A C T IV IT Y ?
Sy stem  p o lic y  op e ra te s  p r im a r ily  th ro u g h  

a ffe c tin g  the a v a ila b il it y  o f  b a n k  cred it a n d  the 

m o n e y  s u p p ly  a n d  th e reb y  the vo lu m e  o f sp e n d in g .  

W h ile  the in itia l im p ac t is felt b y  the com m ercia l 

b a n k in g  system , effects o f m o n e ta ry  p o licy  sp re a d  

th ro u g h o u t  the n a t io n 's  en tire  f in a n c ia l m echan ism  

becau se  o f  the centra l ro le  p la y e d  b y  com m erc ia l 

b a n k s  in  m a jo r lo a n  a n d  securitie s m arkets.

WHY COMMERCIAL BANKS ARE DIFFERENT C o m ­

m erc ia l b a n k s  p la y  a  k e y  ro le  in  m o n e ta ry  po licy  

becau se  they  a lo n e  a m o n g  f in a n c ia l institutions 

ca n  "c re a te "  n e w  m oney. O th e r  f in a n c ia l institutions 

m e re ly  t ra n sfe r  e x ist in g  m o n e y  to b o rro w e rs  w h e n  

th e y  m a k e  lo a n s  o r  investm ents. The  com m erc ia l 

b a n k in g  system , h ow e ve r, ca n  increase  the m o n e y  

s u p p ly  b y  p a y in g  ou t ca sh  o r  se tting  u p  n e w  d e ­

m a n d  d ep o s its  w h e n  it e x p a n d s  its e a rn in g  assets. 

D e m a n d  d ep o s its  a re  b y  f a r  the m ore  im p o rtan t 

o f  the tw o, con stitu ting  8 5  p e r cent o f the total a n d  

a cco u n tin g  fo r  a b o u t  9 0  p e r cent o f a ll paym en ts.

O f  course , not e v e ry  in c rea se  in  com m erc ia l 

b a n k  e a rn in g  a sse ts  resu lts in  a n  e q u a l rise in  the 

p r iv a te ly -h e ld  m o n e y  s u p p ly — that po rtion  o f  d e ­

m a n d  d ep o s its  a n d  ca sh  he ld  b y  the public. S o m e ­

tim es othe r typ e s  o f  d ep o s its  such  a s  time, G o v e r n ­

m ent, o r  in te rb a n k  rise  in stead . G e n e ra lly ,  h o w ­

ever, a n  e x p a n s io n  in  b a n k  e a rn in g  a sse ts  in c rea ses 

the p r iva te ly -h e ld  m o n e y  su p p ly .

H e re 's  h o w  the p rocess o f m o n e y  creation  w o rk s. 

A s s u m e  tha t the Fede ra l R e se rve  b u y s  G o ve rn m e n t 

securitie s fro m  a  d ea le r, c red iting  the re se rve  a c ­

coun t o f the d e a le r 's  b a n k  in p aym en t. S ince  co m ­

m erc ia l b a n k s  a re  p ro fit-m otiva ted , tha t b a n k  w ill 

then  p ro b a b ly  u se  its n e w  re se rve  fu n d s  to e x p a n d  

e a rn in g  assets. W h e th e r  it m a k e s  lo a n s  o r  invest-
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ments, d eposits  o r ca sh  ou ts id e  b a n k s  w ill increase. If the b a n k  m a k e s  loans, it w ill p ro b a b ly  create 

the n e w  m o n e y  b y  c red it in g  its b o rro w e rs7 d e m a n d  deposits. If it p u rch a se s  securities, d ep o s its  w ill 

rise  w h e n  the secu rity  d e a le r  dep o sits  the fu n d s  rece ived  from  the b ank .

If these  n e w  dep o sits  a re  checked  ou t to o the r b an k s, re se rves o f  these  b a n k s  w ill in c rea se  a n d  

those  o f the d e a le r 's  b a n k  w ill decrease. The  b a n k s  h o ld in g  these  n e w  d ep o s its  m ust then  set a s id e  

part o f the ir n e w  re se rve s  to m eet re se rve  req u irem en ts  a g a in s t  the ir a d d it io n a l d ep o s its  but w ill be a b le  

to lo an  o r in ve st a p p ro x im a te ly  the re m a in in g  am o u n t. A s  they, too, e x p a n d  e a rn in g  assets, d ep o sits  

a n d  p o ss ib ly  p u b lic  ca sh  h o ld in g s  w ill rise  still fu rther. A n o th e r  p a rt o f the n e w  re se rve s  w ill be 

u sed  to m eet re se rve  re q u ire m e n ts  a g a in s t  these  a d d it io n a l deposits, but som e  exce ss re se rve s w ill still 

be  a v a ila b le  fo r  fu rth e r lo a n  or in ve stm ent e x p a n s io n .  Even tua lly , the p rocess e n d s  w h e n  deposits  

rise  to the p o in t tha t b a n k s  m ust u se  a ll the  n e w  re se rve s in m eeting  re se rve  requ irem ents. By  

th is time, h ow e ve r, dep o sits  w ill h a v e  in c rea sed  b y  se ve ra l tim es the o r ig in a l a d d it io n  to b a n k  reserves.

THE KEY ROLE OF MONEY M o n e y  is u n iq u e  in that n o th in g  e lse is g e n e ra lly  a ccep tab le  in  p a ym e n t 

fo r  g o o d s  a n d  se rv ice s. O th e r  a sse ts su ch  a s  s a v in g s  deposits, short-term  T re a su ry  securities, a n d  s a v ­

in g s  a n d  lo an  sh a re s  so  c lo se ly  re sem b le  m o n e y  th a t they  often p erfo rm  som e  o f  the  fu n c tion s  o f m oney. 

N eve rthe less, such  a sse ts c a n n o t be spe n t d irectly. T h e y  m ust first be conve rted  in to  m o n e y  if a  ho lde r 

is to b u y  som e th in g  in p lace  o f them .

R is in g  e conom ic  act iv ity  in vo lve s  in c re a s in g  e xp en d itu re s, a n d  r is in g  e xp e n d itu re s  re q u ire  e ither 

a d d it io n a l m o n e y  o r  a  h ig h e r  m o n e ta ry  ve loc ity— the rate at w h ich  m o n e y  is spen t on  g o o d s  a n d  se rv ­

ices. If e xp e n d itu re s  f in a n c e d  w ith  e ithe r n e w  m o n e y  o r  r is in g  ve loc ity  in c rea se  fa ste r  th a n  the f lo w  

o f g o o d s  a n d  se rv ice s, in fla t io n  results. If e xp e n d itu re s  do  not keep  pace  w ith  the flow , d e m a n d  is 

in su ffic ien t to p re ve n t recession. Thus, a  so u n d  e co n o m y  requ ire s the " r i g h t "  a m o u n t  o f  sp e n d in g .  

S in ce  m o n e y  p la y s  such  a  k e y  ro le  in the sp e n d in g  p rocess, it is e ssentia l tha t the b a n k in g  system  

create  ne ither too  m uch  n o r too little n e w  m oney.

THE IMPORTANCE OF BANK RESERVES To a  la rg e  extent, ch a n g e s  in the vo lu m e  o f b a n k  re se rves 

dete rm ine  the a m o u n t  o f  m o n e y  b a n k s  can  create. W h e n  re se rve s increase, b a n k s  h a v e  a n  incentive  

to a cq u ire  a d d it io n a l e a rn in g  assets, w h ic h  e x p a n d s  dep o sits  o r ca sh  ou ts ide  b an k s. C on ve rse ly ,  a  

reduction  in  re se rve s  u su a l ly  fo rces b a n k s  to cut b ac k  lo a n s  a n d / o r  investm ents, th e re b y  re d u c in g  d e ­

posits a n d  ca sh  ou ts id e  b an k s.

The extent to w h ic h  b a n k s  can  e x p a n d  the  p riva te ly -h e ld  m o n e y  s u p p ly  on  the b a s is  o f  n e w  re­

se rve s  v a r ie s  a c c o rd in g  to a  n u m b e r o f factors. N o rm a lly ,  the lo w e r the re se rve  requ irem ents, the 

la rg e r  the e x p a n s io n  since  less re se rve s a re  re q u ire d  fo r  each  d o lla r  o f deposits. The m ore  "p o c k e t  

m o n e y "  e x p a n d s ,  the sm a lle r  the in c re a se  since  b a n k s  m ust d ra w  d o w n  re se rve s to o b ta in  ca sh  fo r  

the ir custom ers. C h a n g e s  in the vo lu m e  o f  dep o sits  tha t a re  not p a rt o f the p r iv a te  m o n e y  s u p p l y -  

in te rbank, G o ve rnm e n t, a n d  tim e d ep o s its— can  a ls o  h a v e  im p o rtan t effects b y  e ither a b so rb in g  o r 

re le a s in g  reserves. In a d d it io n , sh ifts o f re se rve s  a m o n g  c lasse s o f  b a n k s  a ffect cred it c rea tion  since  

d iffe ren t g ro u p s  o f  m e m b e r b a n k s  ho ld  v a r y in g  p e rce n ta ge s  o f re se rve s a g a in s t  deposits. F ina lly , v a r i ­

a t io n s  in the v o lu m e  o f  exce ss re se rve s th a t b a n k s  choo se  to m a in ta in  can  in c re a se  o r  d ec rea se  e x ­

p a n s io n  lim its.

D e sp ite  a ll these  v a r ia t io n s  a n  in c re a se  in  the  v o lu m e  o f re se rve s g e n e ra lly  resu lts in  the c re a ­

tion o f a d d it io n a l m oney , a n d  a  dec line  in re se rve s  u su a l ly  le ad s  to a  reduction  in the m o n e y  supp ly . 

C on se qu e n tly , the Fede ra l Re se rve  can  a ffect in terest rates a n d  the a v a ila b il it y  o f b a n k  cred it th ro u g h  

its control o v e r  the v o lu m e  o f  b a n k  re se rves. B e cau se  the b a n k in g  system  p la y s  su ch  a  v ita l ro le  in 

the cred it m ech an ism , such  effects g e n e ra lly  s p re a d  th ro u g h o u t  a ll cred it m arkets.
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THE IM PACT OF M O N E T A R Y  POLICY
M o n e ta ry  p o licy  a ffects e xp e n d itu re s  b y  in f lu e n c in g  the b e h a v io r  o f th ree  d iffe ren t g ro u p s: lenders, 

b o rrow e rs,  a n d  n o n b o r ro w in g  spe n d e rs.

P ro b a b ly  the m ost im p o rta n t effect is its in fluence  on  the a v a ila b il it y  o f le n d e rs ' fu n d s. D u r in g  

som e  pe riod s, fo r  in stance, the  Sy ste m  m a y  o b se rv e  in f la t io n a ry  p re ssu re s  d e v e lo p in g  a s  the p u b lic 's  

d e m a n d  fo r  g o o d s  a n d  se rv ice s e xceed s the a v a i la b le  su p p ly . S in ce  p a rt  o f th is d e m a n d  is a lw a y s  

f in a n c e d  b y  credit, the Sy ste m  a t  these  tim es a d o p ts  a  p o licy  o f  re stra in t to try  to p re ven t the vo lu m e  

o f  lo a n a b le  fu n d s  from  in c re a s in g  a s  fa s t  a s  the d e m a n d s  fo r  c red it rise.

D u r in g  these  pe r iod s, le nders m a y  take  tw o  typ e s  o f  act ion  to b a la n c e  cred it d e m a n d s  w ith  the ir 

a v a i la b le  s u p p ly  o f lo a n a b le  fu n d s. First, th e y  m a y  increase  the ir p rices— the interest ra tes they ch a rge . 

In m a n y  cases, h ow e ve r, interest ra te s d o  not rise  e n o u g h  to p re ve n t b o r ro w e rs ' d e m a n d s  from  o u t ru n ­

n in g  a v a i la b le  fu n d s. Thus, le nd e rs in  a d d it io n  often " r a t io n "  cred it a m o n g  b o rro w e rs  b y  v a r io u s  

m e a n s— ra is in g  the ir s ta n d a rd s  o f cred it w o rth in e ss, re q u ir in g  la rg e r  d o w n p a y m e n ts,  o r  la rg e r  co m ­

p e n sa t in g  b a la n c e s  in  o rd e r to lim it the ir a v a i la b le  fu n d s  to the  best cred it risks. M a r g in a l  b o r ­

ro w e rs  co n se q u e n tly  ca n n o t e x p a n d  the ir s p e n d in g  since  they  a re  u n a b le  to o b ta in  a s  m uch  cred it 

a s  they  w a n t  e ve n  th o u g h  they  a re  w il l in g  to p a y  e x is t in g  interest rates.

O n  the othe r h a n d , the Fed a t  tim es m a y  co n s id e r it a p p ro p r ia te  to in c rea se  the a v a ila b il it y  o f  

cred it to  g iv e  a  boo st to  total e xp en d itu re s. T h is  " e a s y  m o n e y "  p o lic y  p ro v id e s  lenders w ith  fu n d s  to 

a cco m m o d a te  m a rg in a l  b o rro w e rs  p re v io u s ly  p a rt  o f  the "u n sa t is f ie d  f r in g e  o f b o r r o w e rs "  a n d  a ls o  e n ­

c o u ra g e s  lend e rs to  reduce  interest ra tes to attract still m ore  b o rrow e rs.

B o r ro w e rs ' cred it d e m a n d s  a re  a ffected  in  se ve ra l w a y s .  W h e n  m o n e y  tightens, som e  d e m a n d s—  

n o b o d y  k n o w s  e xa c t ly  h o w  m a n y — a re  u n d o u b te d ly  cut b ac k  b ec au se  h ig h e r  interest ra tes d isc o u ra g e  

som e  m a r g in a l  projects. The  e xpected  d ifficu lty  o f  o b ta in in g  the  d e s ire d  cred it a c co m m od a tion  a ls o  

m a y  dete r b o rro w e rs  w h o  h a v e  d o u b ts  a b o u t  b e in g  a b le  to o b ta in  su ff ic ien t fu n d s  to com plete  the ir 

projects e ve n  th o u g h  in itia l f in a n c in g  is a v a ila b le .  Lega l interest ra te  ce ilin g s  o n  G -l lo a n s  a n d  som e  

S ta te  a n d  loca l b o n d  issue s a lso  cut b o r ro w e rs ' d e m a n d s  b y  re m o v in g  potentia l h om e  b u ye rs  a n d  g o v ­

e rnm en ts  fro m  the  m a rke t  w h e n  p re v a il in g  ra tes exceed  the a m o u n ts  th e y  ca n  le g a lly  p ay . Portfo lio  

losses, su ch  a s  d ec line s in  b o n d  p rice s re su lt in g  fro m  h ig h e r  rates, m a y  lik ew ise  d isc o u ra g e  potentia l 

b o rro w e rs  fro m  u n d e r ta k in g  projects. C on ve rse ly ,  e a sy  m o n e y  ca n  st im u la te  b o rro w e rs ' d e m a n d s  b y  

lo w e r in g  rates, b y  fo ste r in g  e xp ec ta tio n s  that fu n d s  w ill be  m o re  re a d ily  a v a ila b le ,  a n d  b y  c rea t in g  

" p a p e r "  p o rtfo lio  profits.

T igh t a n d  e a sy  m o n e y  can  a lso  in fluence  the  a ttitudes o f  sp e n d e rs  w h o  ne ithe r b o rro w  no r lend. 

A n  e ffective  t ig h t m o n e y  p o licy  m ay , fo r  in stance, d a m p e n  in fla t io n  p sy c h o lo g y  a n d  ca u se  the p o st­

p on e m e n t o f  som e  o u t la y s  tha t m ig h t  o th e rw ise  h a v e  been  m a d e  to ge t a h e a d  o f  the price  rises. In  

ad d it io n , it m a y  ca u se  certa in  sp e n d e rs  to reduce  e x p e n d itu re s  b y  c a u s in g  p o rtfo lio  lo sse s in  the ir se ­

cu rity  h o ld in g s .  C on ve rse ly ,  e a sy  m o n e y  ca n  st im u la te  o u t la y s  b y  fo s te r in g  a  "th in g s -w ill-ge t-b e tte r" 

a tm o sp h e re  a n d  b y  c rea t in g  p a p e r  p ro fits  in  sp e n d e r s ' portfo lios.

THE TOOLS OF CREDIT POLICY T he  Sy stem  h a s  tw o  types o f  too ls w ith  w h ic h  it can  a ffect the level o f  

e conom ic  activ ity: q u an t ita t ive  o r g e n e ra l cred it con tro ls  a n d  q u a lita t ive  o r  se lective  contro ls. Q u a n t i­

ta tive  contro ls in fluence  the v o lu m e  o f  b a n k  re se rve s  an d , th ro u g h  them , interest ra tes a n d  the a v a i l ­

a b ilit y  o f  credit. Q u a lita t iv e  contro ls, h ow e ve r, a re  d irected a t a  p a rt ic u la r  k in d  o f  credit. The  S y s ­

tem 's  q u an t ita t iv e  too ls are : c h a n g e s  in  the d isco u n t rate, c h a n g e s  in  re se rve  requ irem ents, a n d  o p e n  

m a rke t  op e ra t io n s. A t  present, the Fe d 's  o n ly  q u a lita t iv e  contro ls a re  c h a n g e s  in  m a rg in  requ irem en ts 

on  securitie s listed on  n a t io n a l securitie s e xch a n g e s.
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The Discount Rate P e rh a p s  the best 

k n o w n  o f the q u an t ita t iv e  too ls is the d is ­

count rate— the interest rate  c h a rg e d  m em ­

ber b a n k s  on  lo a n s  from  Federa l Reserve  

B anks. M e m b e r  b a n k s  can  b o rro w  in 

tw o  w a y s :  b y  g iv in g  the ir o w n  secured  

notes o r b y  re d isco u n tin g  d ra fts, b ills  o f  

e xch a n ge , o r  notes fro m  the ir portfo lios. 

In practice, v ir tu a lly  a ll b a n k s  u se  their 

o w n  notes secu red  b y  G o v e rn m e n t  o b li­

ga t ion s.

C h a n g e s  in  the  d iscoun t rate  m ust 

be  m a d e  se p a ra te ly  b y  e ach  Fede ra l Re­

se rve  B a n k  since  the B a n k 's  d irec to rs in iti­

ate  the ch a n ge . G e n e ra lly ,  a ll Reserve  

B a n k s  act a t a b o u t  the  sa m e  tim e, h o w ­

ever, s ince  a ll m a k e  the ir d ec is ion s  on  the 

b a s is  o f the sa m e  sort o f ev idence. D iffe r­

ences in t im ing  resu lt m a in ly  fro m  v a r ia ­

tions in the m ee tin g  d a te s  o f the tw e lve  

b o a rd s  o f d irectors. The  in itia l c h a n g e  is 

the im p o rtan t one, h ow e ve r, s ince  b u ye rs  

a n d  se lle rs in the m arke t g e n e ra lly  expect 

that other Re se rve  B a n k s  w ill so o n  take  

s im ila r  actions.

C e rta in  v ita l effects o f  c h a n g e s  in the d isco u n t rate  a re  p sycho lo g ica l. Su ch  e ffects a re  p a rt icu la r­

ly im p o rtan t w h e n  o b se rve rs  fee l the d iscoun t rate  is b e in g  u sed  b y  the Sy stem  to s ig n a l a  sh ift in the 

d irection  o f policy. In  such  cases, the f in a n c ia l m arke ts  react im m e d ia te ly— som e tim e s e ve n  in a d v a n c e  

o f Sy stem  act ion s— w h e n  the m o ve  is a n tic ip ated . If the rate  is in creased , interest ra te s— p a rt icu la r ly  

those  on  short-te rm  securitie s— g e n e ra lly  rise  a n d  cred it m arke ts  tighten. C o n ve rse ly ,  a  cut in  the  d is ­

count rate that c le a r ly  s ig n a ls  a n  e a s in g  o f  p o lic y  is o rd in a r i ly  fo llo w e d  b y  e a s ie r  con d it io n s  in  the 

m o n e y  a n d  cap ita l m arke ts. A t  tim es, h ow e ve r, the  Sy ste m  n u d g e s  credit m arke ts  first  w ith  its o p e n  m a r ­

ket o p e ra t io n s  a n d  c h a n g e s  d isco u n t ra tes o n ly  to  b r in g  them  into line  w ith  othe r m o n e y  rates. Su ch  

ch a n g e s  h a ve  little im m e d ia te  effect on  the  m o n e y  m a rke t  since  they  a re  d iscou n te d  w e ll in  ad va n ce .

C h a n g e s  in  the  d isco u n t ra te  a lso  h a v e  so m e  d irect effects on  short-term  interest ra tes b y  m a k in g  

b o r ro w in g s  from  the  C e n tra l B a n k  e ither m o re  o r  le ss costly. W h e n  the d iscoun t rate  is in crea sed , b a n k s  

a re  m ore  inc lined  to  ad ju st  the ir re se rve  p o s it io n s  b y  se llin g  short-term  G o ve rn m e n t  securitie s ra th e r th an  

th ro u g h  e x p a n d in g  the ir b o r r o w in g s  a t the  Fed. The in c re a sed  sa le  o f  securitie s tend s to  lo w e r  se ­

curity  prices a n d  ra ise  the ir y ie ld s. These  h ig h e r  m a rke t y ie ld s  in  tu rn  tend  to p u sh  u p  longe r-term  

interest rates.

O n  the othe r h a n d , if the  d isco u n t ra te  is lo w e re d  d u r in g  a n  e a sy  m o n e y  pe r iod , b a n k s  a re  like ly  

to m a in ta in  b o r r o w in g s  a t  the  F e d 's  d iscoun t w in d o w  a t a  h ig h e r  level th a n  w o u ld  o th e rw ise  be  the  case. 

Th is tend s to p u sh  ra te s lo w e r  b y  e n c o u ra g in g  b a n k s  to h o ld  la rg e r  qu an t it ie s  o f  G o v e rn m e n t  securities.
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Open Market Operations O p e n  m a r ­

ket o p e ra t io n s  a re  the S y s te m 's  m ost im ­

p o rtan t cred it tool. O p e ra t io n s  a re  con ­

ducted  p r im a r ily  in  G o ve rn m e n t  securities, 

but the Sy ste m  a lso  b u y s  a n d  se lls b a n k ­

e rs ' acceptances. Both k in d s  o f  securities 

m a y  be  p u rch a se d  e ithe r ou tr igh t or 

u n d e r  re p u rch a se  a g re e m e n ts  re q u ir in g  

the d e a le rs  to b u y  b ac k  the  securities 

w ith in  a  fe w  d ay s.

Se cu rity  p u rch a se s  a n d  sa le s  d irectly  

affect the  vo lu m e  o f  m em b e r b a n k  re ­

se rve s  a n d ,  con sequen tly , the  ove r-a ll cost 

a n d  a v a ila b il it y  o f  credit. Sy ste m  p u r­

ch a se s  in c rea se  re se rve s a n d  e n a b le  the 

b a n k in g  system  to e x p a n d  cred it b y  a  

m u ltip le  am oun t. C o n v e r s e l y ,  Sy stem  

sa le s  reduce  re se rve s a n d  fo rce  b a n k s  to 

contract credit.

O p e n  m a rke t o p e ra t io n s  a re  e ither 

d e fe n s iv e  o r d yn am ic . D e fe n s ive  o p e ra ­

tions a re  tho se  ta ke n  to o ffset o the r fa c ­

tors tha t c h a n g e  the vo lu m e  o f m em be r 

b a n k  re se rves. If, fo r  e xam p le , g o ld  ou t­

f lo w s  o r  in c rea se s in  T re a su ry  d ep o s its  a t  the Fed a re  te n d in g  to reduce  m em be r b a n k  reserves, the 

Sy ste m  m a y  m a k e  o ffse tting  G o v e rn m e n t  se cu rity  p u rc h a se s  e ve n  th o u g h  it is not t ry in g  to e a se  credit 

po licy. C on ve rse ly ,  d u r in g  t igh t m o n e y  period s, it m a y  b u y  securitie s if o the r fac to rs a re  te n d in g  to 

reduce  re se rve s too  fast. Thus, it is im p o ss ib le  to  tell from  a  sa le  o r  a  p u rch a se  w h e th e r the System  

is t ig h te n in g  o r e a s in g  un le ss o n e  k n o w s  h o w  othe r fac to rs a re  a ffe c t in g  reserves.

D y n a m ic  op e ra t io n s  con sist o f  e ither c a u s in g  o r  pe rm itt in g  c h a n g e s  in b a n k s ' re se rve  p o s it io n s  in 

o rd e r  to stim u late  e conom ic  ac t iv ity  o r p re ve n t in fla t ion . Even  w h e n  the  Sy stem  conducts d y n a m ic  

op e ra t io n s, it o ften m ust ta ke  d e fe n s iv e  m e a su re s  a s  w e ll so  th a t the d y n a m ic  p o lic y  ca n  p roceed  

sm ooth ly .

Reserve Requirements The  S y s te m 's  tool w ith  the m ost im m e d ia te  a n d  w id e sp re a d  im pact is the 

B o a rd 's  p o w e r  to v a r y  m e m b e r b a n k  re se rve  re q u irem en ts  w ith in  spe c if ie d  lim its. O n  tim e deposits, 

the lim its a re  3 per cent to 6  p e r cent fo r  a ll m em b e r b an k s. O n  d e m a n d  deposits, they  a re  10 pe r cent 

to 2 2  p e r cent fo r  central re se rve  a n d  re se rve  city b a n k s  a n d  7  p e r cent to 14  p e r cent fo r  cou n try  b ank s.

C h a n g e s  in re se rve  re q u ire m e n ts  a ffect m em b e r b a n k  act ion s in  tw o  w a y s .  First, they  e ither 

d e st ro y  o r create excess re se rve s  b y  c h a n g in g  the a m o u n t  o f re se rve s re q u ire d  a g a in s t  e x ist in g  deposits. 

Reduction s in  re se rve  req u ire m e n ts  re lea se  re se rve s  a n d  g e n e ra lly  b r in g  a b o u t  a n  e x p a n s io n  in the 

p r iv a te ly -h e ld  m o n e y  su p p ly . In c re a se s  in  re q u irem en ts  h a v e  the op p o s ite  effect. Second, c h a n g e s  

in  req u ire m e n ts  a lte r the a m o u n t  o f d ep o s its  a  g iv e n  vo lu m e  o f re se rve s  can  support. If re se rve  re­
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qu irem e n ts  a re  10  p e r cent, $ 1 ,0 0 0 ,0 0 0  in a d d it io n a l re se rve s can  su p p o rt  up  to $ 1 0 ,0 0 0 ,0 0 0  o f  n e w  

deposits. If req u irem en ts a re  2 0  p e r cent, h ow e ve r, the a d d it io n a l re se rve s can n o t su p p o r t  m ore  th an  

$ 5 ,0 0 0 ,0 0 0  o f  n e w  deposits.

Margin Requirements The Fede ra l Rese rve  B o a rd  a ls o  h a s  the r igh t to set m a rg in  re q u ire m e n ts—  

the p e rce n tage  d o w n p a y m e n t  re q u ire d  w h e n  b o r r o w in g  to f in a n c e  p u rch a se s  o r h o ld in g s  o f  securitie s 

listed on  n a t io n a l e x c h a n g e s .  The re  a re  tw o  se p a ra te  re g u la t io n s— R e gu la t io n  T a n d  R e gu la t io n  U. 

R e gu la t io n  T cove rs b ro k e rs7 o r  d e a le r s ' lo a n s  to custom ers. R e gu la t io n  U re gu la te s  com m erc ia l b a n k  

lo a n s  to b roke rs, d ea le rs, o r  other custom ers.

M a r g in  req u irem en ts  a re  d irected  a t  o n ly  o n e  type  o f cred it— that u sed  to f in a n ce  se cu rity  p u r ­

cha se s  a n d  h o ld in g s .  If e x p a n s io n  o f  security  lo a n s  a p p e a r s  to be  a  fac to r in  u n d u e  in c re a se s  in 

security  prices, re q u ire m e n ts  can  be  ra ised . A t  o the r tim es, w h e n  there seem s to be little d a n g e r  o f 

specu lation , the Sy stem  cuts re q u ire m e n ts  since  it p re fe rs  not to in terfere  w ith  the a llo ca t io n  o f  cred it 

a m o n g  d iffe ren t sectors o f  the e conom y.

C o o rd in a t io n  Among C re d it C on tro ls  Except in  the ca se  o f  d e fe n s iv e  op e n  m arke t op e ra tion s, the 

Federa l R e se rve 's  cred it contro l too ls a re  se ldom  e m p lo y e d  in d e p e n d e n t ly  o f each  other. To the co n ­

trary, a ll a re  co o rd in a te d  to w a rd  the sa m e  e n d — the S y s te m 's  cu rrent p o licy  objectives. Thus, it is 

u su a lly  not m e a n in g fu l to sp e a k  o f  "o p e n  m arke t p o lic y / ' o r "d is c o u n t  rate  p o lic y ," o r " r e se rv e  re q u ire ­

m ent p o lic y . "  In stead , it is m ore  correct to v ie w  m o n e ta ry  p o lic y  a s  a  b ro a d  p ro g ra m  e m b ra c in g  the 

three q u an t ita t iv e  contro ls a n d  m a rg in  requ irem ents a s  w ell. A c t io n  w ith  respect to a n y  s in g le  contro l 

is a lw a y s  ta ke n  in  the lig h t  o f  p r io r  o r  p la n n e d  act ion  co n ce rn in g  the others.

In  se lecting  v a r io u s  c o m b in a t io n s  o f p o licy  actions, the  Fede ra l R e se rve  co n sid e rs  both  p sy c h o lo g ­

ical a n d  d irect effects o f  its dec is ion s. If it is felt th a t a  p sy c h o lo g ic a l effect is needed  to re in fo rce  the 

d irect effects, p o licy  m e a su re s  m a y  w e ll in c lude  c h a n g e s  in re se rve  re q u irem en ts  o r the d iscoun t rate  

since these  a ct io n s a re  sp e c if ic a lly  a n n o u n c e d  w h e re a s  op e n  m a rke t o p e ra t io n s  a re  not. S u c h  ch a n ge s, 

o f course, ca n n o t be  m a d e  too  fre q u e n t ly  w ith ou t p re ju d ic in g  the ir u se fu lne ss. Th is is e sp e c ia lly  true  o f  

ch a n g e s  in  re se rve  req u ire m e n ts  b e c au se  o f the ir la rg e  d irect effects o n  b a n k  re se rve  p osition s. These  

lim ita tion s on  the u se  o f  d iscoun t ra te  a n d  re se rve  re q u ire m e n t c h a n g e s  p lace  a  g re a te r  b u rd e n  on  

op e n  m a rke t o p e ra t io n s  a s  a  tool fo r  a tta in in g  p o lic y  go a ls .

The  r ig h t  co m b in a t io n  o f  p o lic y  m o ve s  n e ce ssa ry  to a ch ie ve  a  g iv e n  e n d  d e p e n d s  o n  m a n y  factors. 

P o lic ym a ke rs  m ust c o n s id e r not o n ly  dom estic  e conom ic  d e ve lop m e n ts  but a lso  the d irec tion  a n d  strength  

of the last p o licy  actions, the length  o f  tim e since  the  la st m ove s, the  d iffe ren tia l im pact o f  a lte rn a t ive  

po licy  m e a su re s  on  the structure  o f  in terest rates, a n d  the re la t io n sh ip s  betw een  d om estic  a n d  fo re ig n  

interest rates. These  fa c to rs  a re  co n sta n tly  c h a n g in g  an d , con sequen tly , the op t im u m  p o lic y  c o m b in a ­

tion  fo r  a c h ie v in g  a  g iv e n  e n d  v a r ie s  fro m  on e  p e r io d  to the  next. Thus, m o n e ta ry  a u th o rit ie s  m ust 

h a v e  co n s id e ra b le  la titude  in  the extent to w h ic h  th e y  u se  the v a r io u s  tools. W h ile  the cho ice  betw een  

a lte rn a t ive  p a th s  to a  g iv e n  p o lic y  g o a l is s e c o n d a ry  to the p rob le m  o f setting  g o a ls ,  it is a n  im p o r­

tant a spect o f  m o n e ta ry  p o lic y  b e c au se  o f  the in te rd e p e n d en ce  o f  the v a r io u s  p o lic y  tools.

14

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



THE PO LICY-M AK IN G  PROCESS
THE POLICY FORUM The m ee t in g s  o f  the Fede ra l O p e n  M a r k e t  C om m ittee  a re  the S y s te m 's  m a in  

p o lic y  fo rum . There  both  B o a rd  a n d  B a n k  rep re sen ta tive s  m eet re g u la r ly  to d iscu ss  econom ic  d e ­

ve lo p m e n ts  a n d  reach  a  p o lic y  d ec is ion  fo r  the w e e k s  im m e d ia te ly  a h e a d . In a d d it io n  to m em b e rs  

o f the B o a rd  a n d  the f iv e  p re sid e n ts  cu rren tly  se rv in g  on  the Com m ittee, the re m a in in g  R e se rve  B a n k  

p re siden ts, the m a n a g e r  o f  the  o p e n  m a rke t accoun t a n d  on e  o f  h is  p r in c ip a l a ssistan ts, se ve ra l se n io r  

B o a rd  s ta ff m em bers, a n d  the se n io r  econom ist fro m  e ach  o f  the R e se rve  B a n k s  o rd in a r i ly  a ttend. In 

th is m an n e r, not o n ly  C om m ittee  m em be rs, but a ls o  tho se  p re sid e n ts  w h o  w ill so o n  se rve  on  the C o m ­

mittee, the  ch ie f a d v ise rs  to the B o a rd  a n d  the  p re sidents, a n d  tho se  w h o  im p lem en t the C om m ittee 's  

d a y - t o -d a y  o p e n  m arke t po lic ie s a re  a lw a y s  w e ll in fo rm e d  on  cu rrent p o lic y  actions. C u m b e rso m e  a s  

th is m a y  seem , it ne ve rthe le ss  constitutes p ro b a b ly  the sm oo th e st a n d  m ost effic ient w a y  o f u tiliz in g  

the u n iq u e  con tribu tions o f d iv e rse  p a rts  o f  the Sy ste m  to reach  the be st-in fo rm ed  p o lic y  judgm ents.

PREPARATION FOR THE MEETING P rio r to the  m eeting , e ach  p a rt ic ip an t a rm s  h im se lf  w ith  the best 

a v a i la b le  d a ta  on  both  b u s in e ss  co n d it io n s  a n d  the effects o f  cu rren t Federa l R e se rve  policy. B o a rd  

m e m b e rs  a n d  the p re siden ts rece ive  a  s te a d y  f lo w  o f  in fo rm a t io n  a n d  a n a ly se s  from  the re search  d e ­

p artm en ts  o f the B a n k s  a n d  B o a rd  a n d  the ir p e rso n a l contacts w ith  bu sin e ss, a cadem ic , G o ve rnm e n t, a n d  

othe r sources.

T yp ica l o f the in fo rm a t io n  sifted  a n d  a n a ly z e d  a re  statistics o n  n e w  orders, b u s in e ss  in c o rp o ra ­

tions, construction  contract a w a rd s ,  reta il sa le s, u n e m p lo ym e n t, e m p lo ym en t, in d u str ia l p roduction , 

p e rso n a l incom e, b u s in e ss  fa ilu re s, the in te rn a t io n a l b a la n c e  o f  p aym e n ts,  interest rates, the m o n e y  

su p p ly ,  prices, G o ve rn m e n t rece ipts a n d  e xp en d itu re s, m e m b e r b a n k  reserves, in ven to rie s, State  a n d  

local g o ve rn m e n t  b o rro w in g s ,  b a n k  lo a n s  a n d  investm ents, b u s in e ss  a n d  co n su m e r s p e n d in g  in ten ­

tions, the tu rn o ve r  o f  d e m a n d  deposits, a n d  n u m e ro u s  o the r ind ica to rs. In short, b y  the  tim e the 

C om m ittee  m eets e ve ry  p a rt ic ip an t is w e ll p re p a re d  to con tribu te  to in te lligent p o licy  dec isions.

THE INTERCHANGE OF OPINION Com m ittee  m ee t in g s  g e n e ra l ly  fa ll in to tw o  p a rts— a  d iscu ss io n  o f 

recent d e ve lop m e n ts  a n d  the fo rm u la t io n  o f  p o lic y  fo r  the  p e r io d  a h e a d . The m a n a g e r  o f  the  op e n  

m arke t accoun t typ ica lly  le a d s  off, re v ie w in g  the T ra d in g  D e sk 's  e xp e r ie n ce  in im p le m e n t in g  o p e n  m a r ­

ket p o lic y  since  the last m eeting . S e n io r  m e m b e rs  o f the  B o a rd 's  s ta ff then  su m m a r iz e  im p o rtan t 

b u s in e ss  a n d  f in a n c ia l d e ve lop m en ts, s tre ss in g  p a rt ic u la r ly  a n y  n e w  d eve lop m e n ts  tha t m ig h t  not yet 

h a v e  com e  to the a ttention  o f  C om m ittee  m em bers.

N ext, e ach  B o a rd  m e m b e r a n d  p re sid e n t g iv e s  h is  in te rp re ta t ion  o f  b u sin e ss  cond it io n s  a n d  m a k e s  

p o lic y  re co m m e n d a t io n s  fo r  the  p e r io d  a h e a d . P re siden ts a ls o  contribute  su b sta n t ia l a m o u n ts  o f  

" g r a s s  ro o t s "  in fo rm a t io n  c o n ce rn in g  re g io n a l d eve lop m en ts.

D u r in g  the cou rse  o f the d iscu ss io n , p a rt ic ip an ts  fre q u e n t ly  e x p re ss  the ir v ie w s  a s  to h o w  a ll p o licy  

in stru m e nts— not just op e n  m a rke t o p e ra t io n s— sh o u ld  be  u sed . N o  f in a l a ct ion s on  o the r in strum ents 

can  be  ta ke n  a t the Com m ittee  m eeting , o f  course, s in ce  C om m ittee  a u th o r ity  co ve rs o n ly  op en  m a rke t
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op e ra tio n s. The  free  d iscu ss io n  o f  a ll too ls  is q u ite  he lp fu l, h ow e ve r, in  se tting  o p e n  m a rke t p o lic y  

a n d  p ro v id e s  v a lu a b le  a ss is ta n ce  fo r  tho se  w h o  ta k e  p a rt  in  o the r k in d s  o f  p o lic y  actions.

A fte r  o the r p a rt ic ip an ts  h a v e  su m m a rize d  the ir p o sition s, the  C h a irm a n  o f  the B o a rd  sta te s h is  

v ie w s  a n d  fo rm u la te s  w h a t  he  b e lie ve s  to be  the co n se n su s  o f  the g ro u p .  F requently, a d d it io n a l d is ­

cu ss io n  occurs in w o rk in g  out a  C om m ittee  position . F ina lly , a  p o lic y  d irec tive  is a d o p te d  s ta t in g  the 

po licy  objectives in b ro a d  term s. F rom  the p re ce d in g  d iscu ss io n , the m a n a g e r  o f  the  o p e n  m arke t 

account rece ive s h is  in struction s a s  to  w h a t  op e n  m a rke t  a c t io n s he sh o u ld  take  on  b e h a lf  o f  the System .

BETWEEN MEETINGS Be tw een  m ee t in g s  B o a rd  m em b e rs  a n d  p re sid en ts keep  in  d a i ly  touch  w ith  the 

T ra d in g  D e sk  a t the N e w  Y o rk  B an k . O n e  im p o rta n t  m e a n s  is a  de ta iled  p h o n e  ca ll a ro u n d  11 A .M .  

on  b u s in e ss  d a y s  be tw een  se n io r  m e m b e rs  o f  the B e a rd 's  sta ff; som etim e s the G o v e rn o rs  them se lve s; 

the m a n a g e m e n t  o f the  o p e n  m a rke t  account; a n d  on  a  ro ta t in g  b as is , one  o f the p re sid e n t-m em b e rs  

of the Com m ittee. A m o n g  the fac to rs d iscu ssed  a re  d e ve lo p m e n ts  in  m arke ts  fo r  G o v e rn m e n t  a n d  

other securities, the tone  o f  the  m o n e y  m arket, the  re se rve  p o s it io n s  o f  m em b e r b an k s, in ve n to rie s  o f  

G o ve rn m e n t security  dea le rs, a n d  the  p ro b a b le  cou rse  o f  ac t ion  to be  taken  b y  the T ra d in g  Desk. 

S h o rt ly  a fte r the con ve rsa tio n , a  se n io r  m em b e r o f  the B o a rd 's  s ta ff su m m a rize s  the  content o f  the 

co n ve rsa t io n  in a  m e m o ra n d u m  fo r  B o a rd  m em be rs  a n d  a  te le g ra m  fo r  p re sidents. Thus, a n y  m e m ­

ber o f  the O p e n  M a rk e t  C om m ittee  h a s  a m p le  o p p o rtu n ity  to ra ise  w ith  the m a n a g e r  o f  the  acco u n t 

a n d  othe r Com m ittee  m em b e rs  a n y  q u e st io n s  he m a y  h a v e  co n ce rn in g  the con tem p la ted  action.

In  a d d it ion , the D e sk  p re p a re s  d a i ly  w ire s  su m m a r iz in g  cond it io n s  a t the o p e n in g  a n d  c lo s in g  o f  

the securitie s m arke ts  a n d  n u m e ro u s  w ritten  m e m o ra n d a  d e sc r ib in g  the D e sk 's  o p e ra tio n s. S o m e  o f  

these  w ritten  reports a re  d a ily ,  som e  w ee k ly , a n d  so m e  less frequent.
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FEDERAL RESERVE POLICY IN  1960
H o w  d oe s  Fede ra l R e se rve  p o lic y  w o rk  in  p ractice ? The y e a r  1 9 6 0  p ro v id e s  som e  p a rt icu la r ly  

g o o d  e x a m p le s  s in ce  Sy ste m  p o lic y  sh ifted  c o n s id e ra b ly  d u r in g  the cou rse  o f  the  ye a r.

The  Sy ste m  u sed  a ll its p o lic y  tools in  1 9 6 0  to m ove  credit in o n e  d irec tion— to w a rd  m ore  ease. 

The tools e ven  in c lu d e d  a  spec ia l one  a u th o r ize d  b y  C o n g re ss  in  1 9 5 9  a n d  first u sed  in D ecem b e r o f  

tha t y e a r— the p o w e r  to a llo w  m em be r b a n k s  to count som e  or a ll o f the ir v a u lt  ca sh  a s  le ga l reserves. 

In 1 9 6 0  the Sy ste m  a ls o  acted  u n d e r  a  spe c ia l C o n g re ss io n a l m an d a te  to e q u a liz e  re se rve  requ irem en ts 

o f  centra l re se rve  city b a n k s  a n d  re se rve  city b a n k s  b y  J u ly  1962 , b y  tw ice  re d u c in g  req u irem en ts  o f 

centra l re se rve  city b an k s.

B u s in e ss  co n d it io n s  a t the b e g in n in g  o f the y e a r  looked  strong. E conom ic  ac t iv ity  a n d  e m p lo y ­

m ent w e re  a t n e w  h ig h  levels, a n d  interest ra te s h a d  risen  to the h ig h e st  leve ls in  3 0  ye a rs. Recent 

settlem ent o f  the steel strike  h a d  ra ised  e xpec ta tio n s fo r a  re sum ption  o f  the 1 9 5 9  boom . N e a r ly  a ll 

fo re ca sts  fo r  the first  h a lf  o f  the n e w  y e a r  w e re  g lo w in g ly  optim istic. Both  co n su m e r a n d  in ve stm ent 

d e m a n d s  w e re  stron g . W h o le sa le  prices w e re  stab le, but con sum er p rice s w e re  in c h in g  up, a n d  fe a rs  

o f  in fla t io n  w e re  w id e sp re a d .  For m ore  th a n  a  y e a r  the System  h a d  been  fo l lo w in g  a  p o lic y  o f 

restraint. M e m b e r  b a n k  b o r r o w in g s  a t the Fed w e re  o ve r $ 9 0 0  m illion, a n d  net b o rro w e d  re se rve s  

(m em be r b a n k  b o r r o w in g s  m in u s  excess re se rve s) w e re  n e a rly  $ 4 0 0  m illion . M o n e y  w a s  "t ig h t/ 7

THE J A N U A R Y -M A Y  PERIOD
C o n d it io n s  b e g a n  to c h a n g e  v e ry  sh o rt ly  a fte r the turn  o f  the ye a r.  Steel in ve n to r ie s  w e re  rebu ilt 

m uch  so o n e r th a n  h a d  been  expected. Im p o rte d  au to m o b ile s  w ere  ta k in g  a n  in c re a s in g  sh a re  o f the
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m arket. S e v e ra l p e r io d s  o f v e ry  b a d  w e a th e r  s lo w e d  a ct iv ity  a n d  fu rth e r c lou d ed  the e conom ic  p ic ­

ture. S a le s  a n d  n e w  o rde rs o f m an u fac tu re rs  fa ile d  to rise, in ve n to rie s  m oun ted , a n d  un filled  o rd e rs  

declined. C a p a c ity  becam e  m ore  th an  am p le . S o o n  p roduction  in  m a n y  h e a v y  in du str ie s  sta rted  to 

decline. E m p lo ym e n t re m a in e d  h igh , e ven  rose  a  little w ith  the co m in g  o f sp r in g ,  but w e e k ly  h o u rs  o f 

w o rk  e a se d  a n d  a v e ra g e  w e e k ly  e a rn in g s  o f  w o rk e rs  declined. Stock  p rices fell 15 pe r cent betw een  

J a n u a r y  a n d  the e nd  o f  A p r il.  The Federa l G o ve rn m e n t,  in stead  o f  b o r r o w in g  a s  in  p re v io u s  ye a rs,  

bu ilt u p  a  su b sta n t ia l ca sh  su rp lu s  w h ic h  it u sed  to retire debt. D e m a n d  fo r  in ve stm ent fu n d s  fro m  

se ve ra l o the r sou rce s  e a se d  a lso, a n d  interest ra te s b e g a n  to dec line  s lo w ly .  M o n e y  w a s  de fin ite ly  

"e a s ie r . "

OPEN MARKET OPERATIONS The System  fo llo w e d  these  d eve lop m e n ts  c lo se ly  from  d a y  to d a y .  It 

so o n  d ec id ed  that the  d a n g e r  o f in fla t io n  h a d  p a sse d , a t least fo r  the tim e b e in g , a n d  tha t it cou ld  

sa fe ly  m od e ra te  its p o lic y  o f  restraint. This it d id  b y  g r a d u a l ly  s u p p ly in g  a d d it io n a l re se rve s th ro u g h  

op e n  m a rke t o p e ra t io n s. System  h o ld in g s  o f U n ited  States securitie s ro se  fro m  $ 25 .3  b illion  in  M a r c h  

to $ 2 5 .8  b illio n  in  M a y ;  m em be r b a n k  b o r r o w in g s  dec lined  from  $ 9 0 5  m illion  in J a n u a r y  to $ 5 0 2  m il­

lion in M a y ;  net b o rro w e d  re se rves fell from  $361  m illion  to $ 3 3  m illion  in  the s a m e  five -m o n th  period .

A s  re se rve s  su p p lie d  th rou gh  the open  m a rke t  increased , m em b e r b a n k  b o r r o w in g s  declined. In 

te rm s o f  total re se rves, these action s tended  to  cance l each  other. N eve rthe le ss, there  w a s  a  net 

e a s in g  effect b e c au se  m em be r b a n k s  felt u n d e r le ss p re ssu re  a s  the ir b o r r o w in g s  a t the  Fed dec lined .

THE ECONOMY MOVES SIDEWAYS In  th is p e r io d  the  Fed acted  e a r ly  to m o d e ra te  its p o licy  o f re stra in t 

— p e rh a p s  e a r lie r  th a n  in  a n y  other co m p a ra b le  pe riod . D esp ite  this, the e c o n o m y  con tinued  to m o ve  

o n ly  s id e w a y s .  The  in du str ia l p roduct ion  in d e x  se e sa w e d  b a c k  a n d  fo rth  b etw een  1 09  a n d  111. 

Total e m p lo y m e n t  con tinued  to increase, but m a n u fa c tu r in g  e m p lo ym e n t, w o rk  w ee k s, a n d  un filled  

o rd e rs  fell. P e rso n a l incom e a n d  retail sa le s  co n tin u e d  to rise. The  rate  o f  in ve n to ry  a ccu m u la t io n  

s lo w e d  d o w n .

THE JUNE-SEPTEMBER PERIOD
B y  J u n e  the expected  sp r in g  p ic ku p  h ad  not m ate ria lize d  a n d  the e c o n o m y  w a s  m o v in g  s lig h t ly  

d o w n w a rd .  E conom ic  activ ity  a n d  e m p lo ym e n t w e re  h igh , but there  w e re  no  s ig n s  o f  n o rm a l 

g row th , a n d  se ve ra l a re a s— such  a s  steel a n d  re s ide n tia l h o u s in g — w e re  d e f in ite ly  w e a k .  W o rk e rs  w e re  

jo in in g  the la b o r  fo rce  a t a  rate o f n e a r ly  on e  m illion  pe r y e a r,  a n d  there  w e re  not jobs fo r  a ll o f  

them . U n e m p lo y m e n t exceeded  5  pe r cent o f the  la b o r  force. Prices re m a in e d  stab le  except fo r  a  

v e ry  s lo w  rise  in  the co n su m e r price  index. Fea rs  o f  in fla t io n  w e re  b e in g  re p la ce d  b y  fe a rs  o f  recession. 

M o s t  e con om ic  in d ica to rs  w e re  e ither p o in tin g  d o w n w a rd  o r  w e re  inde te rm inate . The  System  d ec ided  

that the tim e h a d  com e  fo r  b ro a d e r  a n d  m ore  v ig o ro u s  corrective  action. It w a s  n o w  re a d y  to re ­

m ove  the  last v e st ig e s  o f re stra in t a n d  a d o p t  a  p o lic y  o f  ease. To th is e n d  it m ob iliz ed  so m e w h a t  

h e a v ie r  a rt ille ry.

DISCOUNT RATE The d iscoun t rate o f the 12 B a n k s  h a d  been  4  pe r cent since  Se p te m b e r 1959 . E a r ly  

in Ju n e  a ll o f the B a n k s  reduced it to 314 per cent. A fte r  a n o th e r  tw o  m o n th s  they  reduced  it a g a in ,  

th is tim e to 3 pe r cent. In each  case  other short-te rm  interest ra tes h a d  fa lle n  to o r  b e lo w  the  n e w  

rate, a n d  c h a n g e s  w e re  m ad e  to b r in g  the rate  in to  line  w ith  other ra tes a n d  to ind ica te  tha t the S y s ­

tem w a s  a d o p t in g  a  po licy  o f g rea te r ease. In b o th  in stance s a ll R e se rve  B a n k s  acted  w ith in  a  sho rt 

pe r iod  o f  tim e.
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MARGIN REQUIREMENTS In  J u ly  the B o a rd  o f  G o ve rn o rs  reduced  the m a rg in  re q u ire m e n t on  security  

p u rch a se s  from  9 0  p e r cent to 7 0  p e r cent. In  v ie w  o f the su b stan t ia l dec line  in  stock  p rices w h ic h  

h a d  been  g o in g  on  ir re g u la r ly  fo r  se ve n  m onth s, it w a s  felt that m a rg in  re q u ire m e n ts  cou ld  be  sa fe ly  

cut w ith ou t st im u la t in g  u n d e s ira b le  specu lation .

RESERVE REQUIREMENTS A c t in g  u n d e r  the C o n g re ss io n a l m an d a te  to e q u a liz e  re se rve  requ irem en ts o f  

central re se rve  a n d  re se rve  city b an k s, the B o a rd  d u r in g  A u g u s t  cut re se rve  re q u ire m e n ts  of centra l re ­

se rve  city b a n k s  from  18 per cent to 1716 p e r cent o f d e m a n d  deposits, e ffective  Se p te m b e r 1, 1960 . 

The req u ire m e n t fo r  re se rve  city b a n k s  w a s  then  16!6 p e rce n t. It w a s  e stim ated  tha t the cut in  centra l 

re se rve  city b a n k  req u irem en ts  w o u ld  free  a b o u t  $ 1 2 5  m illion  o f re se rve s fo r  the b a n k s  affected.

VAULT CASH The le g is la t io n  enacted  in 1 9 5 9  a lso  au th o rize d  the B o a rd  to a l lo w  m e m b e r b a n k s  to 

coun t v a u lt  ca sh  a s  le ga l re se rve s— som e th in g  they  h a d  not been  a llo w e d  to d o  since  1917. To  the 

extent ih a t  b a n k s  ca n  count such  ca sh  to w a rd  m eeting  re se rve  requ irem ents, th e y  ca n  h o ld  c o rre sp o n d ­

in g ly  sm a lle r  d ep o s its  a t the Fed, thu s re d u c in g  the a m o u n t  o f n o n e a rn in g  a sse ts tied  u p  a s  reserves. 

C on se qu e n tly ,  p e rm is s io n  to coun t va u lt  ca sh  a s  le ga l re se rve s h a s  the s a m e  effect a s  a  reduction  o f  

re se rve  requ irem ents.

S in ce  D e cem b e r 1 9 5 9  b a n k s  h a d  been  a llo w e d  to count a  sm a ll p a r t  o f  the ir  ca sh  a s  le ga l re ­

serves. In A u g u s t  1 9 6 0  the  B o a rd  issued  a  n e w  re gu la t ion  in c re a s in g  the a m o u n t  o f  a llo w a b le  ca sh  

still m ore. Th is action  a n d  the  reduction  o f  re se rve  requ irem ents w e re  expected  to re lea se  a  total o f 

m ore  th an  $ 6 0 0  m illion  o f reserves.

OPEN MARKET OPERATIONS D u r in g  the su m m e r  m onth s the System  con tinued  to s u p p ly  re se rve s 

th ro u g h  o p e n  m a rke t op e ra tion s. Sy stem  h o ld in g s  o f United  States securitie s ro se  from  $ 25 .8  b illion  

in  M a y  to $ 26 .7  b illion  d u r in g  Sep tem ber. A s  before, th is cau sed  m e m b e r b a n k s  to reduce  the ir b o r-

FED ER A L  R E SER V E  D IS C O U N T  RATE 
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ro w in g s  a t the Fed— th is tim e from  $ 5 0 2  m illion  to  $ 2 2 5  m illion . N e t b o rro w e d  re se rve s d isa p p e a re d  

a n d  free  re se rve s  ro se  to $ 4 1 4  m illion.

A  SLOW DECLINE The  Sy stem  u sed  a  w id e  a sso rtm e n t o f  tools a n d  the cred it s itua tion  e a se d  o v e r  the 

su m m e r m onth s. B o n d  y ie ld s  d ro p p e d  s ig n if ican tly ,  T re a su ry  bill rates fe ll b e lo w  per cent, a n d  

the p r im e  rate  c h a rg e d  b y  la rg e  com m ercia l b a n k s  w a s  cut fro m  5  per cent to 4Vi pe r cent. C re d it 

w a s  d e f in ite ly  ea sie r. But b u sin e ss  activ ity  s lid  fu rther. There  w a s  no  sh a rp  decline, but the s e a ­

son a l in c re a se  a fte r L a b o r  D a y  w a s  less than  n o rm a l.  E m p lo ym e n t re m a in e d  a b o u t  the  sam e, w e e k ly  

hou rs  o f  w o rk  co n tin u e d  to decline  s low ly , a n d  the in d u str ia l p rod uction  in d e x  fell from  110  to 107. 

In  a d d it io n , the g o ld  ou tflow  increased  sh a rp ly — in p a rt  b ecau se  o f  the e a s in g  action.

THE OCTOBER-DECEMBER PERIOD
D u r in g  the  la st three  m onth s o f  the y e a r  the  Sy ste m  w a s  t ry in g  to s h a p e  p o licy  to acco m p lish  tw o  

se p a ra te  ob jective s w h ic h  w ere  in la rg e  part con trad icto ry . It w a n te d  to p ro v id e  co n tin u in g  e a se  in  

th is c o u n try  a n d  a t the sam e  tim e a v o id  a g g r a v a t in g  the g o ld  ou tflow . In  short, the  Sy stem  h a d  to 

fo llo w  both  a  d y n a m ic  a n d  a  d e fe n sive  credit policy.

In  W e ste rn  Eu rop e  econom ic  activ ity  w a s  strong , a n d  interest ra tes w e re  h igh . The  dec line  o f  

short-term  interest ra tes here  led som e  ho lde rs o f short-term  fu n d s  to t ra n sfe r  them  to Eu rop e  to ta ke  

a d v a n ta g e  o f the h ig h e r  interest rates. This a g g r a v a t e d  the g o ld  ou t f lo w  w h ich , in  turn, tend ed  to 

reduce  b a n k  re se rve s. In add it ion , the Fed w a s  fa ced  w ith  the need  to  s u p p ly  la rg e  q uan tit ie s  o f  

re se rve s  to m eet p e a k  h o l id a y  cred it d e m a n d s. E ven  th o u g h  c h a n g e s  in the re se rve s o f  com m erc ia l 

b a n k s  h a v e  a  m ore  im p o rtan t effect u p o n  m arke t ra tes th an  Sy stem  tra n sa c t ion s  them se lves, the Fede ra l 

Re se rve  s o u g h t  to m in im ize  a n y  d irect effects its o p e ra t io n s  m ig h t  h a v e  to d ep re ss  bill rates. The  S y s ­

tem  the re fo re  m o d if ie d  its u su a l po lic ie s in  three m a in  respects.
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OPEN MARKET OPERATIONS D u r in g  O c to b e r a n d  e a r ly  N o v e m b e r  the Sy ste m  con tinued  to s u p p ly  re ­

se rve s  th ro u g h  op e n  m arke t o p e ra t io n s  both  to o ffset the h e a v y  ou tflow  o f  g o ld  a n d  to m eet se a so n a l 

needs. H o ld in g s  o f U n ited  States secu ritie s  ro se  from  $26 .5  b illion  a t the e n d  o f Se p te m b e r to $28.1 

b illion  the w e e k  o f  N o v e m b e r  16, a fte r w h ic h  they  declined  a s  the m e a su re s  d e sc r ib e d  b e lo w  b e g a n  to 

p ro v id e  re se rves. To a v o id  d e p re s s in g  short-te rm  interest rates u n d u ly  b y  h e a v y  b ill p u rch a se s, the 

System  m a d e  som e  o f  its p u rch a se s  in  the fo rm  o f  certificates a n d  b o n d s  w ith  m atu rit ie s o f  less th a n  15 

m onths.

VAULT CASH N ext, the B o a rd  p ro v id e d  that, effective  N o v e m b e r  24, all m e m b e r b a n k s  cou ld  coun t all 
v a u lt  ca sh  a s  p a rt  o f  the ir le ga l re se rves.

RESERVE REQUIREMENTS F ina lly , the  B o a rd  m a d e  tw o  ch a n g e s  in  re se rve  requ irem ents. C e n tra l re ­

se rve  city b a n k s 7 requ irem en ts on  D e ce m b e r 1 w e re  cut to 16!^ per cent o f  d e m a n d  d ep o s its— the sa m e  

a s  tho se  o f re se rve  city b an k s. Se cond , requ irem ents o f coun try  b a n k s  w e re  ra ise d  from  11 p e r cent 

to 12 p e r cent o f  d e m a n d  d eposits  a s  o f  N o v e m b e r  2 4  to offset p a rt o f  the effects o f  the re lea se  o f 

co u n try  b a n k  v a u lt  cash. It w a s  e stim ated  tha t the actions on  v a u lt  ca sh  a n d  re se rve  requ irem ents 

w o u ld  re lea se  a b o u t  $1 .3  b illion  o f  net a d d it io n a l reserves, w h ich  w o u ld  g o  f a r  to w a rd  m ee tin g  the 

b a n k s 7 s e a so n a l needs.

THE DECLINE CONTINUES The Sy ste m  succeeded  in  su p p ly in g  re se rve s to o ffse t the g o ld  o u t f lo w  a n d  

to m a in ta in  e a sy  cond it ion s in  the m o n e y  m a rke t w ith ou t u n d u ly  d e p re ss in g  short-te rm  ra te s to stim u late  

fu rth e r g o ld  ou tflow . D e sp ite  a  g o ld  lo ss  o f  n e a r ly  $ 8 0 0  m illion  in O c to b e r a n d  N o ve m b e r,  free  re ­

se rve s  w e re  m a in ta in e d  a b o v e  $ 4 0 0  m illion  m ost o f the tim e a n d  e xceeded  $1 b illion  in late N o ve m b e r. 

M e m b e r  b a n k  b o r ro w in g s  re m a in e d  b e lo w  $ 1 0 0  m illion  th rou gh o u t D ecem ber. The  m o n e y  s u p p ly  rose  

from  $ 1 3 9 .7  b illion  in  A u g u s t  to $ 1 4 0 .5  b illion  in late Decem ber, a n d  othe r short-term  liq u id  a sse ts 

sh o w e d  a n  e n c o u ra g in g  rise. A t  no  tim e, how e ve r, d id  the bill rate  fa ll b e lo w  2 pe r cent. Interest 

ra tes on  long -te rm  G o ve rn m e n t securities, w h ic h  d ro p p e d  c o n s id e ra b ly  from  J a n u a r y  to A u g u st ,  d id  

not dec line  fu rther. In fact, they  ro se  s lig h t ly  in  O c tob e r a n d  N ove m b e r, a n d  a t the  e n d  o f the y e a r  

w e re  a  little h ig h e r  th a n  they  h a d  been  in  A u g u st .

B u s in e ss  a ct iv ity  con tinued  to decline. Em p loym en t w a s  d o w n  a n d  u n e m p lo y m e n t w a s  u p  in 

O c tob e r a n d  N o ve m b e r. M o s t  b u s in e ss  in d ica to rs  continued  to po in t d o w n w a rd ,  a n d  a s  the y e a r  d re w  

to its close  there  w e re  n o  defin ite  s ig n s  o f  a  b u sin e ss  recovery. The rate  o f decline, h ow e ve r, w a s  

re la t ive ly  s low . N o  on e  k n o w s  fo r  su re  w h a t  w o u ld  h a ve  h a p p e n e d  in the a b se n ce  o f tho se  Sy stem  

policies, but it seem s qu ite  like ly  they  h e lp ed  p reven t the decline  from  b e c o m in g  m ore  se r iou s  in  1960 .
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LIM ITATIONS A N D  A D V A N T A G E S  OF 
M O N ETA R Y POLICY

E sta b lish in g  so u n d  m on e ta ry  po licy  is a  ta sk  of h e rcu lean  p roportion s. C e n tra l b a n k e rs  can n o t 

feed  d a ta  in to  a  com p u te r a n d  expect to get a  m o n e ta ry  p o licy  ta ilo r-m ad e  to fit a  p a rt icu la r  econom ic  

situa tion . N o  m atte r h o w  rich the experience  a n d  ju d gm e n t o f the  p o lic ym ake rs,  h u m a n  e rro r is still 

possib le . A n d  m istake s, once  m ade , m ust be ta ke n  in to  account in fu tu re  p o lic y  actions. A n  o v e r ly  

e a sy  cred it p o lic y  can  cau se  in fla tion  w h e n  e x p a n s io n  resum es. A n t i- in f la t io n a ry  m e a su re s  w h ic h  a re  

too  s tro n g  ca n  b r in g  a  pe riod  o f  e x p a n s io n  to a  p re m a tu re  halt. Thus, centra l b a n k e r s— like  m en 

w a lk in g  t ig h tro p e s  in  h ig h  a n d  sh ift in g  w in d s— m ust m a in ta in  the ir fo o t in g  b y  le a n in g  first  o n e  w a y  

a n d  then  a n o th e r  in to the  w in d  but neve r too f a r  in  e ithe r d irection.

LIM ITATIONS OF M O N E T A R Y  POLICY
W h a t  then  a re  the lim ita tions o f m on e ta ry  p o lic y ?  Partly, they  a re  the effects o f p o w e rfu l fo rces 

w o rk in g  in  o p p o s ite  d irections. To som e  extent th e y  resu lt from  the lim ited  in fluence  w h ic h  m on e ta ry  

po licy  h a s  o v e r  f in a n c ia l m arkets. In part, they  a re  d u e  to im perfect k n o w le d g e  a n d  to  e rro rs  o f  

h u m a n  judgm ent.

PRICE-COST INFLATION The  m ore  com petitive  the  e conom y, the m ore  e ffective  m o n e ta ry  po licy  can  

be. T h is  is p a rt ic u la r ly  true  w h e n  bu sin e ss  a c t iv ity  is ru n n in g  a t n e a r-ca p ac ity  levels, a n d  the Sy stem  

is t r y in g  to  c o m b a t in f la t io n a ry  p ressures. A t  such  tim es, m onop o list ic  p r ic in g  p ractice s on  the  part 

o f  la b o r  o r  b u s in e ss  ca n  p u sh  prices up  from  the s u p p ly  ra ther th an  from  the d e m a n d  s ide . S u f f i­

c iently  s t ro n g  m o n e ta ry  p o licy  can  u n d o u b te d ly  p re ven t som e  in c re a se s  o f th is k in d  b y  d a m p e n in g  in ­

f la t io n  p sy c h o lo g y ,  bu t it is d oub tfu l if it can  co m p le te ly  cure  the p rob le m  in  a  p ro sp e ro u s  e co n om y  

w ith  s tro n g  m o n op o list ic  p re ssu re s. C on ve rse ly , c o n tin u e d  m onop o list ic  in c re a se s  in  w a g e s  a n d  prices 

d u r in g  rece ssion  tend  to h in d e r the ad ju stm ents tha t le ad  to b u s in e ss  recovery. T o  co m b a t su ch  p r ic in g  

p rob le m s e ffective ly, there  m ust be a d d it io n a l m e a su re s  d e s ig n e d  to e n c o u ra g e  com petition.

DIFFERING FISCAL POLICY AIMS If  the a im s  o f  f isca l p o licy— the m a n n e r  in w h ic h  the  Fede ra l G o v e rn ­

m ent spe n d s, taxe s, a n d  m a n a g e s  its deb t— ru n  coun te r to those  o f  m o n e ta ry  po licy, the  tw o  can  to som e  

extent offse t e a ch  other. Th is is a lm ost ine v itab le  a t tim es since  the a im s  o f  m o n e ta ry  p o licy  a re  

p u re ly  econom ic, w h e re a s  tho se  o f  fisca l po licy  a re  often  politica l o r  soc ia l ra th e r th a n  econom ic. In 

a  d e m o c ra cy  it co u ld  not be  o therw ise , but neve rthe le ss the net resu lt m a y  be  a n  e x p a n s io n a r y  b u d g e t  

defic it w h e n  m o n e ta ry  p o lic y— righ t ly  o r w ro n g ly — is m o v in g  in the op p o s ite  d irection. O r  it m a y  m e a n  

a  le n g th e n in g  o f  T re a su ry  d eb t w h e n  the  Federa l R e se rve  is c o m b a t in g  recession. In  such  cases, m o n e ­

ta ry  a n d  fisca l p o lic y  w ill p a rt ly  o ffset each  other.

SLIPPAGES IN THE FINANCIAL MECHANISM Even  u n d e r  the best cond it ions, m o n e ta ry  p o lic y  m ust co n ­

tend  w ith  tw o  typ e s  o f  " s l ip p a g e s "  in  the f in a n c ia l m echan ism . First, com m erc ia l b a n k s  m a y  not im ­

m ed ia te ly  e x p a n d  o r  contract e a rn in g  asse ts in  re sp o n se  to c h a n g e s  in the  a v a i la b i l i t y  o f  reserves. 

Second, e ve n  th o u g h  b a n k s  act p rom ptly, sh ifts in m o n e ta ry  ve loc ity  m a y  p a rt ly  offse t c h a n g e s  in  the 

m o n e y  su p p ly .  Both  k in d s  o f  " s l ip p a g e s "  com p lica te  the  ta sk  o f  m o n e ta ry  policy, b u t the ir im p o rtan ce  

is ove rra ted .
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In com p le te  u se  o f a d d it io n a l b a n k  re se rve s  c lea rly  ca lls fo r  la rg e r  c h a n g e s  in re se rve s  th a n  w o u ld  

o th e rw ise  be  nece ssa ry . Th is k in d  o f  spec ia l action  is taken  qu ite  frequen tly . D u r in g  I9 6 0 ,  fo r  e x ­

a m p le , the Sy ste m  h a d  to su p p ly  m ore  re se rve s than  w o u ld  h a ve  been  n e e de d  h a d  co u n try  b a n k s  re ­

sp o n d e d  m o re  q u ic k ly  to the re lea se  o f  v a u lt  cash. O n ly  if b a n k s  d id  not re sp o n d  a t a ll w o u ld  e ffec­

tive  Sy ste m  p o lic y  be im possib le .

A  m ore  co m m on  d ifficu lty  is the in c rea se  in  m one ta ry  ve loc ity  o rd in a r i ly  a c c o m p a n y in g  a  restric­

tive m o n e ta ry  policy. P e rh a p s the m ost im p o rtan t cause  is the liq u id a t io n  b y  b a n k s  o f  short-te rm  

G o ve rn m e n t  securitie s to m eet r is in g  lo a n  d em a n d s. This le a ve s  the m o n e y  s u p p ly  v ir tu a lly  u n c h a n g e d  

s ince  the b a n k s  m ere ly  substitute  one  fo rm  of e a rn in g  a sse ts fo r  anothe r, but it d oe s  tend  to  in c rea se  

ve loc ity  b y  t ra n sfe rr in g  b a n k  b a la n c e s  from  those  w h o  p ro b a b ly  w o u ld  not sp e n d  them  a s  q u ic k ly — the 

p u rch a se rs  o f  the securitie s— to those  w h o  sp e n d  them  a lm ost im m e d ia te ly— the n e w  b o rrow e rs. F in a n ­

cia l in te rm ed ia rie s, such  a s  s a v in g s  a n d  lo an  a sso c ia t io n s  o r  m utua l s a v in g s  b an k s, a lso  can  contribute  

to in c rea se s in  ve loc ity  b y  ra is in g  interest o r  d iv id e n d  rates to attract n e w  fu n d s  fo r  le n d in g  that m ig h t  

o th e rw ise  not h a v e  been  spen t a s  q u ic k ly  a n d  b y  le n d in g  the p roceed s o f G o ve rn m e n t  secu rity  sa le s  to 

b o rro w e rs  w h o  sp e n d  them  im m ed ia te ly . F ina lly , ve loc ity  can  be in c re a sed  th ro u g h  secu rity  sa le s  b y  

n o n f in a n c ia l in stitutions a n d  th ro u g h  the a d o p t io n  o f v a r io u s  w a y s  o f e c o n o m iz in g  on  b u s in e ss  a n d  p e r­

so n a l c a sh  needs.

Su ch  in c re a se s  in  ve loc ity  m e a n  that m o n e ta ry  po licy  m ust perm it the m o n e y  s u p p ly  to e x p a n d  

m ore  s low ly , a n d  a t tim es to contract, in o rde r to p revent sp e n d in g  from  r is in g  a t a n  in f la t io n a ry  clip. 

It is som e tim e s a rg u e d  tha t the m o n e y  s u p p ly  ca n n o t u n d e rg o  such  re stra in t w ith ou t u n d u ly  in te r­

fe r in g  w ith  T re a su ry  f in a n c in g  op e ra t io n s  o r  up se tting  securities m arke ts  th ro u g h  sh a rp  in c rea se s in 

interest rates.

In  practice, h ow e ve r, these  fe a rs  h a v e  not yet been rea lized . Sy stem  act io n s h a v e  been  d e la y e d  

at tim es b y  T re a su ry  f in a n c in g  op e ra tio n s, but the System  h a s  not h a d  to a lte r a p p re c ia b ly  the 

d irection  a n d  in tensity  o f policy. N o r  h a v e  securitie s m arkets been d is ru p te d  b y  Sy ste m  t ig h te n in g  

actions. In c re a se s  in interest ra tes h a v e  a c tu a lly  been rather m od e ra te — to n o  sm a ll d e g re e  b ecau se  

p o licy  a ffects the a v a ila b il it y  a s  w e ll a s  the cost o f  credit.

In fact, in c re a se s  in  ve loc ity  in d u ced  b y  a  t igh ten ing  p o licy  p e rfo rm  se ve ra l u se fu l functions. 

First, b y  p ro v id in g  a  m e a n s  fo r  f in a n c in g  ou t la y s  they  act a s  a  sa fe ty  v a lv e  to p re ve n t a n  in a d ve rte n t 

o v e rt ig h te n in g  o f the m o n e y  s u p p ly  from  b e c om in g  serious. Second, se cu rity  sa le s  re su lt in g  in  in ­

crea sed  ve loc ity  he lp  tran sm it c h a n g e s  in the cost a n d  a v a ila b il it y  o f c red it q u ic k ly  th ro u g h o u t  the e n ­

tire cred it m echan ism . F ina lly , sh ifts in ve loc ity  m ake  credit p o licy  m ore  e q u itab le  b y  e n a b lin g  

sp e n d e rs  to m a in ta in  tho se  e xp e n d itu re s  w ith  the  h ighe st p rioritie s b y  tran sm itt in g  the effects o f  the 

p o licy  to the m ore  m a rg in a l ou tlays.

THE FORECASTING PROBLEM M o n e ta ry  p o licy— like a n y  d isc re t ion a ry  s ta b il iz in g  p o licy— n e ce ssa r ily  in ­

v o lv e s  ju d gm e n ts  b a se d  u p on  incom p le te  ev idence. Errors can  occur fo r  tw o  rea son s. First, d e la y s  in 

the a v a ila b il it y  o f  im p o rtan t b u sin e ss  in d ica to rs  m ak e  it im p o ss ib le  to k n o w  e xact ly  h o w  the e co n o m y  

is b e h a v in g  a t  the m om ent. Second, p o licy  m a k in g  in vo lve s  judgm en ts a s  to both  the cou rse  o f  b u s i­

ne ss a ct iv ity  in  the a b se n ce  o f central b a n k  in te rvention  a n d  the p ro b a b le  effects o f v a r io u s  po licy  

co m b in a t ion s. E rro rs o f ju d gm e n t ca n  be m in im ize d  th rou gh  e xperience  a n d  care fu l a n a ly s is ,  bu t they  

can  n e ve r be  e lim in a te d  com plete ly.
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A D V A N T A G E S  OP M O N E T A R Y  POLICY
D esp ite  its im perfections, m on e ta ry  p o licy  h a s  se ve ra l a d v a n ta g e s  o v e r  the  a lte rn a t ive  m ethod s 

o f  s ta b il iz in g  the e co n o m y— fisca l po licy  a n d  d irect contro ls such  a s  ra t io n in g  a n d  price  control.

MONETARY POLICY IS IMPERSONAL In  o u r  m a rke t e conom y, m ost p rod uction  d ec is io n s  a re  m a d e  in ­

d irectly  b y  sp e n d e r s  th ro u g h  the ir d e m a n d  fo r  g o o d s  a n d  services. O n ly  tho se  th in g s  that sp e n d e rs  

w a n t  w ill con tinue  to be p roduced , on ly  the ch e a p e st m eth od s o f p rod uction  w ill last, a n d  o n ly  e ff i­

cient p rod u ce rs  ca n  re m a in  in  business. C on se qu e n tly , except fo r  ce rta in  in terferences, o u r  lim ited 

su p p lie s  o f la n d , lab o r, a n d  cap ita l g o o d s  a re  u sed  to p rod u ce  m ost e ffic ien tly  tho se  th in g s  sp e n d e rs  w a n t  

m ost.

D irect con tro ls o b v io u s ly  c h a n g e  a ll this. They, in  effect, d ictate w h a t  c o n su m e rs  ca n  a n d  c a n ­

not do. There fo re , p rod uct io n  dec is ion s a re  m a d e  b y  the authoritie s, not b y  the m arket.

F isca l p o lic y  is qu ite  im p e rson a l co m p a re d  w ith  d irect contro ls, but v a r ia t io n s  in  the d irection  a n d  

vo lu m e  o f ta x a t io n  a n d  sp e n d in g  a lter the com p osit io n  a s  w e ll a s  the ove r-a ll level o f  p roduction . Those  

th in g s  the G o v e rn m e n t  b u y s  w ill be p roduced  in  la r g e r  qu an t it ie s  th a n  o th e rw ise  w o u ld  h a v e  been 

the  case, a n d  tho se  g o o d s  a n d  se rv ice s ta x p a y e rs  w o u ld  h a v e  b o u g h t  w ill be  p rod u ce d  in  sm a lle r  

quan titie s.

In  contrast, g e n e ra l m o n e ta ry  contro ls a re  n e ve r u sed  to in fluence  p a rt icu la r  typ e s  o f  e x p e n d i­

tures. A  p o lic y  o f  restraint, fo r  e xam p le , is d e s ig n e d  m ere ly  to p re ve n t total sp e n d in g  from  in c re a s­

in g  too  fast. It le a ve s  it to the m arke t to dec ide  w h ic h  particular activ itie s w ill be  curta iled. These 

a re  g e n e ra lly  tho se  th in g s  w h ic h  con sum ers a n d  othe r sp e n d e rs  w a n t  least. T h e y  con tinue  to b u y  

the th in g s  they  w a n t  m ost. S im ila r ly ,  w h e n  e a sy  m o n e y  e n c o u ra g e s  sp e n d in g ,  the a d d it io n a l ou t­

la y s  ta ke  w h a te v e r  fo rm s  sp e n d e rs  prefer.

MONETARY POLICY IS FLEXIBLE M o n e ta ry  p o lic y  is m o re  f le x ib le  th a n  m ost stab ilize rs. There  are, 

o f  course , la g s  b e tw een  p o licy  dec is ion s a n d  the tim e  the act ion s becom e  effective, just a s  in the case  

o f  a n y  s ta b il iz in g  po licy. There  a re  other la g s  re su lt in g  from  the lack  o f cu rren t in fo rm a t io n — la g s  

a ffe c t in g  a ll typ e s  o f  d isc re t io n a ry  stab ilizers. But w h e n  it com es to re a ch in g  a  q u ic k  dec ision , System  

p o lic y -m a k in g  m a c h in e ry  is adm ira b le . E ve ry  three  w e e k s— a n d  som etim es m ore  o ften— the O p e n  M a r ­

ket Com m ittee  re ach e s som e  defin ite  po licy  d ec is ion  a t its m eeting. It m a y  d ec id e  to stan d  pat; it 

m a y  dec ide  to act; b u t in  a n y  event it dec ides a n d  in itia te s im m e d ia te ly  the n e ce ssa ry  im p le m e n t in g  

steps.
D isc re t io n a ry  f isc a l p o licy  a ctions in v o lv in g  c h a n g e s  in  sp e n d in g  a n d  ta x a t io n  d e p e n d  to a  la rg e  

d e g re e  u p o n  C o n g re ss io n a l action. Such  d ec is ion s in a  d e m o c ra cy  such  a s  o u rs  d e se rve  a n d  rece ive  w id e  

s tu d y  a n d  debate . P rop e r con side ra tion  thus re q u ire s  tim e, a n d  f le x ib ility  in e v ita b ly  su ffe rs. The 

so -ca lled  fisca l "a u to m a t ic  sta b il iz e rs "— p r im a r ily  Fede ra l in com e  ta xe s  a n d  u n e m p lo y m e n t  c o m p e n sa ­

tion  p a y m e n ts— tha t tend  to create  b u d ge t su rp lu se s  d u r in g  b oom  a n d  b u d g e t  defic its d u r in g  recession  

do, h ow e ve r, act m ore  qu ick ly. These c lea rly  constitute  a  va lu a b le ,  p ractica l ad junc t to m o n e ta ry  policy.

MONETARY POLICY IS FREE FROM DAY-TO-DAY POLITICAL PRESSURES In  e s ta b lish in g  the Federa l Re­

se rve  System , C o n g re s s  w ise ly  g a v e  it such in d e p en d e n ce  a s  to e n a b le  it to act fre e ly  in  the best interests 

o f  the  e conom y. It sp re a d  the p o lic y -m a k in g  ro le  th ro u g h o u t  the System  to a v o id  u n d u e  concen tra ­

tion  o f p ow er; it p ro v id e d  fo r  1 4 -ye a r term s o f  o ffice  fo r  a p p o in te d  B o a rd  m em bers, m a d e  them
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in e lig ib le  fo r  re a p p o in tm e n t a fte r a  fu ll term, a n d  s ta g g e re d  the ir term s o f office; a n d  it p ro v id e d  fo r  the 

election o f R e se rve  B a n k  p re sid e n ts  b y  the ir o w n  b o a rd s  o f d irectors subject to the a p p ro v a l o f  the 

Fede ra l Rese rve  B oa rd . The  net re su lt is a  u n iq u e  institution a b le  to b a se  its d a y - to -d a y  p o licy  on  

e conom ic  nonpo lit ica l g ro u n d s.

The  System , o f course , m ust a n sw e r  to C o n g re ss  a n d  h a s  o n ly  such  p o w e rs  a s  Fede ra l la w s  g iv e  it. 

W ith in  the lim its o f its b ro a d  pow ers, how eve r, the System  is free  to u se  a n d  d oe s  u se  o n ly  econom ic  

co n sid e ra t ion s  a s  g u id e s  to policy. Su ch  can  n e ve r be entire ly  the ca se  w ith  fisca l p o lic y  o r  direct 

contro ls, w h ich  a re  a lw a y s  p a rt ly  in fluenced  b y  politics in ou r type  o f dem ocracy.

THE NET RESULT
W h e n  a ll its a d v a n ta g e s  a re  w e ig h e d  a g a in s t  its lim itations, w h e re  d oe s m o n e ta ry  p o lic y  s ta n d ?  

W h a t  can  it do, a n d  w h a t  is it u n a b le  to d o ?  P e rh a p s  the best su m m a ry  is the fo l lo w in g  te stim ony  

g iv e n  b y  C h a irm a n  M a r t in  o f  the B o a rd  o f G o v e rn o rs  before  the Jo in t Econom ic  C om m ittee  on  Feb ­

ru a ry  2, 1960:

".  . . It (m o n e ta ry  po licy) canno t p reven t m on op o ly . It canno t a s su re  tha t 

the f in a n c ia l n eed s o f a ll so c ia lly  d e s irab le  activ ities a re  m et w ith ou t in te rven tion  

b y  G o ve rnm e n t. It c a n n o t be re lied  upon  to cove r Federa l deficits. A lo n e ,  it 

ce rta in ly  can n o t a s su re  e ither stab ility  o r g row th .

"W h a t  a  correct m o n e ta ry  po licy  can d o  is to fo ster con fidence  in  the do lla r, 

so  tha t o u r  peo p le  can  a n d  w ill sa ve  a n d  in ve st in the fu tu re  w ith  re a so n a b le  

a s su ra n c e  tha t the ir p la n s  w ill not be frustrated  b y  irre sp o n s ib le  c h a n g e s  in  the 

v a lu e  o f m o n e y . "
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SUMMARY OF OPERATIONS
N e a r ly  a ll d ep a rtm e n ts  a t  the R ichm ond  R ese rve  B a n k  a n d  its B a lt im o re  a n d  C harlo tte  B ran ch e s 

e xp e r ie n ce d  in c re a se s  in vo lu m e  from  the b u sine ss  a n d  e conom ic  a c t iv ity  o f  the Fifth District d u r in g  1960 .

In  its fo rty -six th  y e a r  o f  op e ra tio n  the B a n k  reached  the  $ 1 0 0  b illion  m a rk  in  checks c lea red — a l­

m ost $ 3  b illion  m o re  th a n  in  the p re v iou s  yea r. N e a r ly  $ 1 3 4  m illio n  o f  co in s w e re  rece ived  a n d  p a id  

out— a n  in c re a se  o f  m ore  th a n  $4 .5  m illion  from  1959 . C u rre n c y  h a n d le d  to p pe d  $ 5  b illion  in  bills, a n d  

tra n sfe rs  o f  fu n d s  re ached  a lm o st $ 9 8  b illion , a n  increase, d u r in g  I9 6 0 ,  o f  a p p ro x im a te ly  $ 6  b illion .

N e t e a rn in g s  be fo re  p aym e n ts  to the  United  State s T re a su ry  in c re a sed  b y  o v e r  $ 7  m illion , to ta lin g  

$ 5 9 ,7 9 4 ,8 1 7 .4 1 .  M e m b e r  b a n k s  rece ived  sta tu to ry  d iv id e n d s  o f $ 1 ,0 8 3 ,4 2 9 .2 5  d u r in g  the ye a r. A fte r  

t ra n sfe rr in g  $ 2 ,9 9 2 ,4 0 0  to su rp lu s  (su rp lu s a ccoun t is tw ice  p a id  in  cap ita l), the re m a in in g  net e a rn ­

in g s  o f  $ 5 5 ,7 1 8 ,9 8 8 .1 6  w e re  p a id  to the T re a su ry  a s  interest o n  Fede ra l R ese rve  notes.

O v e r  $ 7  b illion  o f cred it w a s  extended  to m e m b e r b a n k s  d u r in g  the ye a r. T h is  f ig u re , rep re sen t­

in g  t ra n sa c t ion s  w ith  158  b an k s, s h o w s  a  dec line  from  the 1 9 5 9  total.

In  1 9 6 0  cap ita l stock, w h ic h  reflects in crea ses in  the cap ita l a n d  su rp lu s  o f  m e m b e r b a n k s ,  in ­

c rea se d  b y  $ 1 ,4 9 6 ,2 0 0 .  Th is f ig u re  rep resents 2 3 3  stock tran sact ion s.

In  the  p a st  tw e lve  m on th s o u r  B a n k  d istribu ted  o v e r  1 8 2 ,0 0 0  p u b lica t io n s  m a d e  a v a i la b le  b y  the 

System . The  m a jo rity  o f th is m ate ria l w a s  sent to co lleges, un ive rs it ie s, a n d  se c o n d a ry  sch oo ls  in  the 

District. F ilm s a v a ila b le  from  th is B a n k  w e re  sch e du led  fo r  6 3 9  sh o w in g s ,  a n d  the  a u d ie n c e s  v ie w in g  

these  a re  e stim ated  a t n e a r ly  2 2 ,0 0 0 . Banke rs, b u sin e ssm e n , teachers, a n d  e conom ists  o n  o u r  re g u la r  

m a il in g  list, a n d  othe r interested in d iv id u a ls  rece ived  o v e r  1 0 9 ,0 0 0  cop ie s o f o u r  Monthly Review.

EMERGENCY PLANNING A c tion s  w ere  taken  to fu rth e r the e m e rg e n c y  p re p a re d n e ss  p ro g ra m  in the 

District. C h eck  a g e n t  c ircu la rs  w e re  issued  to a ll b a n k s  o u t lin in g  the p roced u re  fo r  check  collection 

d u r in g  a n  e m e rge ncy , a n d  a  re v is ion  w a s  m a d e  in  o u r  secu rity  file s  p ro g ra m  co n ce rn in g  the m a in ­

tenance  o f d u p lica te  v ita l reco rds a t the B a n k 's  a lte rnate  loca tion  center.

MAGNETIC INK CHARACTER RECOGNITION D u r in g  its first fu ll y e a r  the M a g n e t ic  In k  C h a ra c te r R e co g ­

n ition  p ro g ra m  m a d e  g e n e ra lly  fa v o ra b le  p ro g re ss  in the Fifth Fede ra l R e se rve  District. M e m b e r  a n d  

n o n m e m b e r b a n k s  coope ra ted  w ith  the A m e ric a n  B a n ke rs  A s so c ia t io n  a n d  the Fede ra l Re se rve  Sy stem  

in m a k in g  h ig h -sp e e d  electronic p roce ss in g  o f  checks a  rea lity. O f  the  a p p ro x im a te ly  1 ,600  b a n k in g  

o ffice s in the District, 2 7  pe r cent partic ipated  b y  h a v in g  the ir checks re d e s ig n e d  a n d  p re p r in te d  w ith  

the ro u t in g  sym b o l-tra n s it  n u m b e r  in  m agne tic  ink.

NEW FUNCTION A s  a n  ex ten sion  o f  o u r  po licy  o f  u t iliz in g  n e w  a n d  im p ro ve d  m ethods, m ach ine s, 

a n d  e q u ip m e n t  in  a c c o m p lish in g  o u r w o rk , coup led  w ith  a n  a w a re n e s s  o f  the g r o w in g  u se  in  b u s in e ss  

a n d  b a n k in g  o f  e lectron ic equ ipm ent, a  new  departm ent, D a ta  P roce ss in g , w a s  e stab lished . T h is  d e ­

partm ent, w h ic h  e n co m p a sse s  the w o rk  fo rm e rly  p e rfo rm e d  b y  the T a b u la t in g  Departm ent, is re sp o n s i­

b le fo r  c o o rd in a t in g  D a ta  P roce ss ing  activ ities th ro u g h o u t  the B ank .

NEW MEMBER BANKS T w o  Fifth D istrict b a n k s  w e re  w e lco m e d  in to the Sy stem  d u r in g  the ye a r. O n  

A p r i l  2, the B a n k  o f A n n a n d a le ,  A n n a n d a le ,  V irg in ia ,  fo rm e rly  a  n o n m e m b e r b an k , conve rted  to a  n a ­

tio na l cha rte r u n d e r  the n a m e  o f  the O ld  D o m in io n  N a t io n a l B an k . The  n e w ly -fo rm e d  Se cu rity  N a ­

tio na l B an k , Fa lls  C hu rch , V irg in ia ,  becam e  a  m em b e r o f  the Sy ste m  o n  J u ly  1.

BRANCH AUDITORS D u r in g  the y e a r  p e rm an e n t a u d ito rs  w e re  a s s ig n e d  to the B ranche s. S a m u e l I. 
I rb y  b ecam e  b ra n ch  a u d ito r  in B a ltim ore  on J a n u a r y  1, 1960 , a n d  O . Lou is M a rt in ,  Jr., w a s  n a m e d  to 

the sa m e  po s it ion  a t  the  C harlo tte  B ranch  on M a y  1, 1960 .
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CHANGES IN OFFICIAL STAFF D u r in g  1 9 6 0  there  w ere  m a n y  c h a n g e s  in  the  o ffic ia l s ta ff  o f  the Bank. 

E a r ly  in  the y e a r  Robert R. Fentress, a ss is ta n t  cash ier, a s su m e d  n e w  du tie s a t the C harlo tte  B ranch . 

B. U. Ratchford , fo rm e r p ro fe sso r  o f  e conom ic s a t  D u ke  U n ive rsity , b ecam e  v ice  p re s id e n t in  c h a rg e  o f  

the  R e search  D epartm ent. E d m u n d  F. M a c  D o n a ld  w a s  elected vice  p re sid e n t a n d  b ecam e  the o ffice r 

in  c h a rg e  o f the C h a rlo tte  B ran ch  fo llo w in g  the re s ign a t io n  o f  T. I. Storrs.

J. G o rd o n  D icke rson , Jr., a n d  J o h n  L. N o sk e r ,  fo rm e rly  a ss istan t v ice  p re siden ts, w e re  elected v ice  

p re siden ts in  D ecem ber.

Robert P. B lack, S tu a rt  P. F ishb u rne , W ill ia m  B. H a rr ison , III, a n d  Jo se p h  F. V ive re tte  w e re  n a m e d  

a ss is ta n t v ice  p re sidents. W ill ia m  H. G entry , Jr., a n d  Robert L. M ille r  b ecam e  a s s is ta n t  ca sh ie rs, a n d

G. N . C a m p b e ll a s su m e d  the  o ff ic ia l p o sit ion  o f  a ss is ta n t  ge n e ra l aud ito r.

E. B. C o le m a n , a ss is ta n t  ca sh ier, a n d  C h a r le s  W . W illia m s, econom ic  a d v ise r,  re tired  from  the Fed ­

e ra l Re se rve  e ffective  Se p te m b e r 3 0  a n d  D ecem b e r 31 , respective ly.

CHANGES IN THE BOARDS OF DIRECTORS A lo n z o  G. Decker, Jr., p re siden t o f  the B la ck  &  D ecke r M a n u ­

fa c tu r in g  C o m p a n y  o f  T o w so n , M a r y la n d ,  w a s  re d e s ign a ted  b y  the B o a rd  o f G o v e rn o r s  a s  C h a irm a n  

o f  the B o a rd  a n d  Fede ra l Re se rve  A g e n t  fo r  1961 . In Ju ly  1960, W illia m  H. G rie r, p re sid e n t o f the Rock 

H ill P rin tin g  &  F in ish in g  Co., Rock  Hill, So u th  C a ro lin a ,  w a s  a p p o in ted  b y  the B o a rd  o f  G o v e rn o rs  a s  

C la s s  C  d irector, re p la c in g  D. W . C o lv a rd ,  fo rm e r d e a n  o f a g ricu ltu re  o f  N o rth  C a ro l in a  State  C o lle ge , 

R a le igh , N o rth  C a ro l in a ,  w h o  re s ig n e d  to becom e  p re siden t o f M is s is s ip p i State  U n ive rsity . E d w in  H yde, 

president, M il le r  &  R h o a d s, Inc., R ichm ond , V irg in ia ,  w a s  d e s ign a te d  to rep lace  M r .  C o lv a rd  a s  D e p u ty  

C h a irm a n  o f the B oa rd , a  po s it ion  to w h ic h  he  w a s  re d e s ign a ted  fo r  1961 . M r .  G r ie r  w a s  re a p p o in te d  

fo r  a  th re e -ye a r term  b e g in n in g  J a n u a r y  1, 1961 .

In  N o v e m b e r  A d d is o n  H. Reese, p re sident, N o rth  C a ro l in a  N a t io n a l B ank , Charlo tte , N o rth  C a r o ­

lina, w a s  elected C la s s  A  d irec to r to  succeed  D e n ve r  L. M o r g a n ,  executive  v ice  p re siden t. The  C h a r le s ­

ton N a t io n a l Bank, C h a r le sto n , W e st  V irg in ia ;  a n d  Robert E. L. John son , c h a irm a n  o f  the b o a rd  a n d  ch ief 

execu tive  officer, W o o d w a r d  &  Lothrop, Inc., W a sh in g to n ,  D. C., w a s  elected C la s s  B d irecto r to succeed  

Robert O . H u ffm an , p re sident, D rexe l Fu rn itu re  C o m p a n y ,  Drexel, N o rth  C a ro lin a .  T he ir te rm s b e g a n  

J a n u a r y  1, 1961 .

A t  the Ba lt im ore  B ra n ch  the  B o a rd  o f G o v e rn o rs  a p p o in te d  H a rry  B. C u m m in g s ,  v ice  p re siden t a n d  

ge n e ra l m a n a g e r,  M e ta l P roducts D iv is io n , K o p p e rs  C o m p a n y ,  Inc., Ba ltim ore , M a r y la n d ,  to a  three- 

y e a r  term  b e g in n in g  J a n u a r y  1, 1961 , re p la c in g  C la rence  R. Za rfo ss, v ice  pre sident, W e ste rn  M a r y la n d  

R a i lw a y  C o m p a n y ,  Ba ltim ore , M a r y la n d .  The  B o a rd  o f D irectors o f th is B a n k  re a p p o in te d  Jo se p h  N. 

Sh u m ate , p re sident, The  Fa rm e rs  N a t io n a l B a n k  o f  A n n a p o lis ,  A n n a p o lis ,  M a r y la n d ,  d irecto r fo r  a  three- 

y e a r  term  b e g in n in g  J a n u a r y  1, 1961 .

G e o rg e  H. A u ll,  a g r ic u ltu ra l econom ist, C le m so n  C o lle ge , C lem son , So u th  C a ro l in a ,  a n d  d irector 

a t  the C harlo tte  B ranch , w a s  re a p p o in te d  b y  the B oa rd  o f G o ve rn o rs  fo r  a  th re e -ye a r term  effective  

J a n u a r y  1, 1961 . W . W . M cE ach e rn , p resident, The Sou th  C a ro lin a  N a t io n a l B a n k , G re en v ille , Sou th  

C a ro lin a ,  w a s  a p p o in te d  a  C harlo tte  B ranch  d irector b y  the R ichm ond  B o a rd  fo r  a  th re e -ye a r term, re ­

p la c in g  Ernest Patton, c h a irm a n  o f the b oa rd , The  Peop les N a t io n a l B a n k  o f G re en v ille , G reenv ille , Sou th  

C a ro lin a ,  w h o se  term  e x p ire d  D e ce m b e r 31, 1960 .

FEDERAL ADVISORY COUNCIL MEMBER Robert B. H obbs, ch a irm a n  o f the b oa rd , First N a t io n a l B a n k  o f 

Ba ltim ore , Ba ltim ore, M a r y la n d ,  w a s  a p p o in te d  b y  the B o a rd  of D irectors to a  o n e -y e a r  term  a s  Fifth 

Federa l R ese rve  D istrict rep re sen ta tive  to the Federa l A d v is o r y  Council, su cce e d in g  J o h n  S. A lfr ie n d ,  

c h a irm a n  o f the b o a rd ,  N a t io n a l B a n k  o f C om m e rce  o f N o rfo lk , N o rfo lk , V irg in ia .
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CO M PAR ATIVE STA TEM E N T OF CONDITION

A SSE TS:
Gold certificate account--------------------------------
Redemption fund for Federal Reserve notes

TOTAL GOLD CERTIFICATE RESERVES —

Federal Reserve notes of other banks----------
Other c a sh -----------------------------------------------------

December 31, 1960 December 31,1959

Discounts and advances--------

U. S. Government securities: 
B ills ------------------------------------
Certificates
N o te s--------
Bonds--------

TOTAL U. S. GOVERNMENT SECURITIES 

TOTAL LOANS AND SECURITIES--------------

Due from foreign banks-----------------
Cash items in process of collection
Bank premises--------------------------------
Other assets------------------------------------

TOTAL ASSETS

LIABILITIES:
Federal Reserve notes---------------------

Deposits:
Member bank— reserve accounts _ 
U. S. Treasurer— general account
F oreign------------------------------------------
Other ----------------------------------------------

TOTAL DEPOSITS----------------

Deferred availability cash items 
Other liabilities---------------------------

TOTAL LIABILITIES  

CAPITAL ACCOUNTS:
Capital paid in
Surplus ------------------------
Other capital accounts

TOTAL LIABILITIES AND CAPITAL ACCOUNTS

$1,035,163,268.08 $1,067,069,499.70
81,220,045.00 79,239,995.00

1,116,383,313.08 1,146,309,494.70
42,922,520.00 69,408,050.00
21,478,712.60 25,493,580.05

510,000.00 5,300,000.00

183,566,000.00 166,997,000.00
573,437,000.00 673,373,000.00
790,004,000.00 705,628,000.00
160,963,000.00 159,180,000.00

1,707,970,000.00 1,705,178,000.00

1,708,480,000.00 1,710,478,000.00

640.11 719.69
482,195,599.14 502,789,096.60

6,113,204.43 6,650,914.13
13,171,171.10 16,638,938.98

$3,390,745,160.46 $3,477,768,794.15

$2,185,035,255.00 $2,131,599,915.00

726,682,213.22 789,451,309.56
24,626,957.46 56,936,761.42

9,630,000.00 17,400,000.00
6,137,511.26 28,317,225.98

767,076,681.94 892,105,296.96

380,482,167.80 399,443,648.83
1,813,305.72 1,592,432.04

3,334,407,410.46 3,424,741,292.83

18,779,250.00 17,283,050.00
37,558,500.00 34,566,100.00

1,178,351.32

$3,390,745,160.46 $3,477,768,794.15

Contingent liability on acceptances purchased for foreign correspondents . $ 10,449,000.00 $ 4,115,000.00
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CO M P AR A TIV E  STATEM ENT OF
E AR N IN G S A N D  EXPENSES

EARNINGS: 1960 1959
Discounts and advances..................  ........................................ . __ $ 819,821.16 $ 1,559,501.81
Interest on U. S. Government securities_______________ _______________________ 68,654,176.43 54,981,403.12
Other earnings ............................. ..... ........... 31,695.62 18,329.15

TOTAL CURRENT EARNINGS............ .....................— .... ....................................... . . 69,505,693.21 56,559,234.08

E XPEN SES:
Operating expenses (including depreciation on bank premises) after deduct­

ing reimbursements received for certain Fiscal Agency and other expenses 10,175,679.84 9,821,945.58
Assessments for expenses of Board of Governors______  _______________ 292,800.00 321,400.00
Cost of Federal Reserve currency ......................................................................................... 570,909.90 500,821.04

NET EXPENSES ............................ ... ................ . ......... ............................ , . . 11,039,389.74 10,644,166.62

CURRENT NET EARNINGS ...................... . ............ .................... -  ................................................ ... 58,466,303.47 45,915,067.46

ADDITIONS TO CURRENT NET EARNINGS:
Profit on sales of U. S. Government securities (net) .................. .......................... 153,386.87 11,746.06
Transferred from Reserves for contingencies (net) ...............................  ............... 1,178,351.32 6,500,111.52
All other ................... .......  — -  .........  — - -------------------- ------------- - 277.66 265.56

t o t a l  a d d i t i o n s  ______ _______________ _______  ________ _____  _________  - 1,332,015.85 6,512,123.14

DEDUCTIONS FROM CURRENT NET EARNINGS ____________ ____________ 3,501.91 1,385.24

Net Additions - _____ _..............- __ __ __ - - _____  ________- 1,328,513.94 6,510,737.90

N ET EARNINGS BEFORE PAYM ENTS TO U. S. TREASURY $59,794,817.41 $ 52,425,805.36

Dividends paid . __. . .  ___ .. __ _________  . . ____ __________ __ _ . $ 1,083,429.25 $ 1,016,949 98
Paid U. S. Treasury (interest on Federal Reserve notes)_____________________ 55,718,988.16 61,688,734.93
Transferred to surplus-------  . . . . . . .  . . . .............. .. . 2,992,400.00 -10,279,879.55

T O T  AT. __ $59,794,817.41 $ 52,425,805.36

SURPLUS ACCOUNT
Balance at close of previous year-------------------------------------------  -------------------------- $34,566,100.00 $ 44,845,979.55
Paid U. S. Treasury (interest on Federal Reserve notes) _____________ _______ -10,279,879.55

34,566,100.00 34,566,100.00
Addition account of profits for y ear----------------------------------------------------------------------- 2,992,400.00

BALANCE AT CLOSE OF CURRENT YEAR  .... ................  . . $37,558,500.00 $ 34,566,100.00

CAPITAL STOCK ACCOUN T
(Representing amount paid in, which is 50% of amount subscribed)

Balance at close of previous y ear--------------------- ------------------------------------------ ----- $17,283,050.00 $ 16,438,600.00
Issued during the year —  -------------------------  . . . _  ~ --------- 1,654,750.00 979,450.00

18,937,800.00 17,418,050.00
Cancelled during the year-------------------------------------------  . . .. ------  _ ------ _ 158,550.00 135,000.00

BALANCE AT CLOSE OF CURRENT Y E A R ____________________ $18,779,250.00 $ 17,283,050.00
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FEDERAL RESERVE B A N K  OF RICHMOND

DIRECTORS 
A lo n z o  G . Decker, Jr.

E d w in  H yd e

CLASS A  
H. H. C o o le y

D e n ve r  L. M o r g a n

A . Scott O ffu tt  

CLASS B
L. V in to n  H e rsh e y  

Robert O . H u f fm a n

R a y m o n d  E. S a lv a t i

CLASS C
A lo n z o  G . Decker, Jr.

W ill ia m  H. G r ie r  

E d w in  H y d e

MEMBER FEDERAL 
Jo h n  S. A lf r ie n d

Chairman of the Board and Federal Reserve Agent 

Deputy Chairman of the Board

President, The Round Hill National Bank
Round Hill, Virginia (Term expires December 31, 1962)

Executive Vice President, The Charleston National Bank 
Charleston, West Virginia (Term expires December 31, 1960)

Succeeded  by: A d d is o n  H. Reese
President, North Carolina National Bank
Charlotte, North Carolina (Term expires December 31, 1963)

Chairman of the Board and President, The First National Bank of Washington 
Washington, D. C. (Term expires December 31, 1961)

President, Hagerstown Shoe Company
Hagerstown, Maryland (Term expires December 31, 1961)

President, Drexel Furniture Company
Drexel, North Carolina (Term expires December 31, 1960)

Succeeded  by: Robert E. L. J o h n so n
Chairman of the Board, Woodward & Lothrop, Inc. 
Washington, D. C. (Term expires December 31, 1963)

President, Island Creek Coal Company
Huntington, West Virginia (Term expires December 31, 1962)

President, The Black & Decker Manufacturing Company 
Towson, Maryland (Term expires December 31, 1962)

President, Rock Hill Printing & Finishing Co.
Rock Hill, South Carolina (Term expires December 31, 1963)

President, Miller & Rhoads, Inc.
Richmond, Virginia (Term expires December 31, 1961)

AD V ISO R Y COUNCIL
Chairman of the Board, National Bank of Commerce of Norfolk 
Norfolk, Virginia (Term expires December 31, 1960)

Succeeded  by: Robert B. H o b b s
Chairman of the Board, First National Bank of Baltimore 
Baltimore, Maryland (Term expires December 31, 1961)
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FEDERAL RESERVE BANK OF RICHMOND
OFFICERS 
Hugh Leach

N . L. A rm is te a d  

J. G o rd o n  D icke rson , Jr. 

D o n a ld  F. H a g n e r  

A u b r e y  N . H e flin  

E d m u n d  F. M a c  D o n a ld  

U p ton  S. M a r t in  

J o h n  L. N o sk e r  

Jo se p h  M . N o w la n  

B. U. R a tch fo rd  

Ja m e s  M .  S la y  

Robert P. B lack  

J o h n  G . De itrick  

W e lfo rd  S. F a rm e r

President

Vice President

Vice President

Vice President

Vice President and 
General Counsel

Vice President

Vice President

Vice President

Vice President and Cashier

Vice President

Vice President

Assistant Vice President

Assistant Vice President

Secretary, and 
Assistant Counsel

Edward A. Wayne

Stuart P. F ish b u rn e

H. Ernest Ford  

W illia m  B. H a rr iso n , Hi 

V ictor E. P re gean t, III 

R a ym o n d  E. S a n d e rs ,  Jr. 

Jo se ph  F. V ive re tte  

C liffo rd  B. B e a ve rs  

Jo h n  E. Friend  

W illia m  H. G en try , Jr. 

Jo h n  C. H o r ig a n  

Robert L. M ille r  

W yth e  B. W a k e h a m

First Vice President

Assistant Vice President

Assistant Vice President

Assistant Vice President

Assistant General Counsel

Assistant Vice President

Assistant Vice President

Assistant Cashier

Assistant Cashier

Assistant Cashier

Chief Examiner

Assistant Cashier

Assistant Cashier

G. H a ro ld  S n e a d  

G . N . C a m p b e ll

General Auditor 

Assistant General Auditor
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BALTIMORE BRANCH
DIRECTORS OFFICERS

G o rd o n  M .  C a irn s  

H a rv e y  E. E m m a rt 

Ja m e s  W . M c E lro y  

Jo h n  T. M e n z ie s ,  Jr. 

J. N . S h u m a te  

Jo h n  W . S tou t 

C la re n ce  R. Z a r fo s s

Dean of Agriculture, University of Maryland
College Park, Maryland (Term expires December 31, 1962)

Senior Vice President and Cashier, Baltimore National Bank 
Baltimore, Maryland (Term expires December 31, 1961)

President, First National Bank of Baltimore 
Baltimore, Maryland (Term expires December 31, 1962)

President, The Crosse & Blackwell Company 
Baltimore, Maryland (Term expires December 31, 1961)

President, The Farmers National Bank of Annapolis 
Annapolis, Maryland (Term expires December 31, 1963)

President, The Parkersburg National Bank
Parkersburg, West Virginia (Term expires December 31, 1961)

Vice President, Western Maryland Railway Company 
Baltimore, Maryland (Term expires December 31, 1960)

Succeeded  by: H a rry  B. C u m m in g s
Vice President and General Manager, Metal Products Division 
Koppers Company, Inc.
Baltimore, Maryland (Term expires December 31, 1963)

D o n a ld  F. H a g n e r

A . A .  Stew art, Jr.

B. F. A rm s t ro n g

E. R ig g s  Jone s, Jr. 

A . C. W ie n e rt

DIRECTORS 

G e o rg e  H. A u l l

J. C. C o w a n ,  Jr.

C h a r le s  D. P a rke r

Ernest Patton

I. W . S te w a rt

CHARLOTTE BRANCH
OFFICERS 

E d m u n d  F. M a c  D o n a ld

S ta n h o p e  A .  L igo n

Asheville, North Carolina (Term expires December 31, 1962) Robert R. Fentress

Agricultural Economist, Clemson College
Clemson, South Carolina (Term expires December 31, 1963)

Vice Chairman of the Board, Burlington Industries, Inc. 
Greensboro, North Carolina (Term expires December 31, 1962)

Chairman of the Board, The Peoples National Bank of Greenville Fred C. K ru ege r, Jr. 
Greenville, South Carolina (Term expires December 31, 1960)

Succeeded  by: W . W . M c E a ch e rn
President, The South Carolina National Bank
Greenville, South Carolina (Term expires December 31, 1963)

Honorary Chairman of the Board, North Carolina National Bank 
Charlotte, North Carolina (Term expires December 31, 1961)

E. C lin to n  M o n d y

C la re n ce  P. Street Secretary and General Manager, McDevitt & Street Co.
Charlotte, North Carolina (Term expires December 31, 1961)

G . G . W attS  President, The Merchants and Planters National Bank of Gaffney
Gaffney, South Carolina (Term expires December 31, 1961)
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Vice President 

Cashier

Assistant Cashier 

Assistant Cashier 

Assistant Cashier

Vice President 

Cashier

Assistant Cashier 

Assistant Cashier 

Assistant Cashier
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