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MEMORANDUM FOR TIUE PRECIDENT

Subjocts Background {or the Meeting with Chalrmaa Martin

As background for your Monday mesting with the monctary
policy "Quadriad, ® tiis memorandum (a) summarixes receat
developments {n the monetary sphere 2nd (b) reports some mlis~
givings about possible future developments,

1. Recent Cevelopments

Withia the framework of already exdsting policies and the
constraint imposed by the balance of payments position, the Fed

| has continued to operats effectively to maintaln relatively free
I eredit avallability at stable to declining long-term interest rates. -
Yields on long-term govermment and privats securitiss have re- -
cently been ia the neighborhood of their previcus lows for the year
{rcached last May); in some cases new lows for the year l\an bou
set in the last week or two, SRR

In part, this ls due ts the slowing down of the pace of sconomie .
expansion and the attendant weakening of the demand for credit, How-
— ever, the fact that total bank dsposits sad curreocy increased by §2
billlca in October -- the largest month-to-month f{ncrease this yoar ~
lmc.n&ummm:xnﬂ;bo-mml(ﬁn'omommd
total bank credit. \

Tree reserves have boaa mahtalnd at absuwt MOO mmu-.

Trmmﬂnnhhum&ybmm;d-pwm
2.8 percent to check sutflows of capital to foreign centers. Inan
appareat effort to prevent the transmissioa of these upward pres-
sures to long-term iaterest rates, the Fed purchased nearly
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2.

£160 milllon of longex-term {over one yerr) securities sarly this
wonth, offsctiing a portion of these purchasss by ealcs of shast-
tarm securitico,

Nothing further wes dons this past week, but the early-November
"nudge” or “twist"” operation ageln dsmocustrates what can be done,

11 Apprehlndonu for tha Murc

The three Councu Mmbon had lunch on Saturday with George '
Mitchell, your ons -max minority on the Board of Governors, Goorgo ]
serious ruexutionn with respect to current domestie monetary poliey,
and his propossls £5¥ change are summarised {n the attached copy of
his remarks 2t last week's meeting of the Fod Open-)darket Co:nmlth‘.

His svea more basie concern {nat included {n his writtea romub)
{s with poseible developments on the international front, and with the
response that he fears would emergs f we expsrienced the sudden erisls
of a run on the dollay. Unless we prepare carefully la advance [or such
a crisis, he feels that the lnevitable response would be a sharp and -
drastic tightening of credit and related measures whi¢h would not enly
have bad domestic consequences, but set back for years ths prospects
for comtncthm drrdopmuto ln hum:hul mhty eoopouma..

A.ltbou;h m hﬂ In Oporluon lmoa bng-nngt Bd-
ance of psyments and (ntsrnational monetary problams, {t may be
advisahle to tura eur attention back $0 short-rum preparedness on this
froot,

Walter V. Haller

Eaclosures
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CCNYIDENTIAL

Comments of Goverysr Gaorge Mitcholl
Nevembor 13, 1653

Fermalatiag policy Ia the ¢urreat eccnomle atimospharze {8
exceptiocally diificult, Fears of ancther postvar-typs receesion scom
l2cs porvasiva thon earlier, but hopes for a sustalzalle signlficant wpe
thrust also esem to by vapidly fading iuto the oblivion of "no ch‘n.ga."
Tha economy continues to absord }o!u »e both ecomlc and polit!cxl.
fatersal azd Lrtaraational - but t dacs 1t at per cepita zaro, Lo, with
doflated GNP per capita showing no ﬁ!xnlncant d:anga. as it &4 khrm
the sccornd and third quarters and prodatly will bctwm the third cnd
fourth, Anocomthhlchcbt?hm tuln;futer&nuumwﬁ
tn popnhﬂoa Ls oot ﬁu Lch we Xave of curselves kor m M n vut

othere ta h'n el m n conforms -cithr to our necéa ‘o: ou uplndou
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“2a
Tho problem e approaching 8 eriele stage bocaiusa tha ¢ort of

ecazemy wa kave 18 geacratiag & large and lactossiog amount of eavings,
which {ntho frae play of markets would be put o work by depresalng tt
~derect vt eiructure. “In the cosporats area, a high level of prefits :
eads grewing yolume of depreciation etarzes s Yeleg mslntunad whnn] .
laveotory cpending §o roduced and cap!tzl ¢p«nllng is leveling cd. _ The
roeult points toward & glat of bastnssa fonds avallable foy lavestment

s24 a decline in up{tai flnancicg racds, Lh (ks consumar arca, flows

of savings ccnﬂm to grow, st least &ou thet can ba categorized as

"ssadiacretionary. ™ Deby ropaymanh are bezin..lng to catch wp \vm
new debt muulm. and ﬂu velune of tav!ngo flowing to p«n‘lcntmzd.
aad bmzuo c:nmpn{“ gtewl with tc;dnky. A the sxms tlma, m
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