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T w o  IM PO R TA N T PROBLEM S faced the economy at 
the beginning of 1962: a relatively large proportion of unem
ployed resources and a continuing deficit in the balance o 
payments. Domestic business activity expanded early in the 
year and there was an improvement in the nation s balance 
of payments. However, business activity moved along a 
plateau during the last seven months of the year, and after 
the second quarter the payments deficit rose. By the end o 
the year both the level of unemployment and the balance-ol- 
payments deficit were little changed from a year earlier. 
Monetary and debt-management developments in 1962 are 
examined in the context of the domestic and international 

economic situations.
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1962— A  Year the Economy 
Marked Time

Introduction

T h e  FIRST THREE YEARS of this decade have 
not seen the economic progress which had been an
ticipated. As the economy approached the 1960’s opti
mism ran high that the next ten years would be a 
period of great growth and prosperity. The coming 
decade was commonly referred to as the “Soaring 
Sixties.” However, economic activity turned down 
in June 1960, capping the shortest business expansion 
in the postwar period. The nation’s balance of pay
ments continued in a substantial deficit position, and 
strong concern developed over the state of the dollar 
as the world’s primary reserve currency.

The business recession which began in mid-1960 
proved mild in length and severity. In early 1961 
activity turned up and rose steeply throughout the 
year. By the end of 1961 prerecession levels had 
been surpassed and the earlier optimism as to the 
economy’s prospects again appeared to be justfied. 
The year 1962 was widely expected to be one of 
rapid economic expansion, prosperity, and improve
ment in the balance of payments.

During the first five months of 1962 economic ac
tivity rose, but the expansion had lost some of its 
earlier vigor. From December 1961 to May 1962 in
dustrial production rose at an annual rate of 6 per 
cent, compared with a 14 per cent rate in the previous 
ten months. From about May to the end of 1962 the 
economy marked time. Industrial production inched 
up about 1 per cent from May to July and then re
mained virtually unchanged through December.

Although the plateau in activity from late spring to 
the end of the year followed more than a year of ex
pansion, it was not high enough to bring about an 
acceptable degree of resource utilization. The unem
ployment rate, which declined from 5.8 per cent during 
the early part of the year to 5.4 per cent in May and 
5.3 per cent in July, rose in midsummer and fluctuated 
near the 5.8 per cent level from August to year end. 
One-fifth of the capacity in major materials-produc- 
ing industries remained unused.
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A d ju s t e d

The United States continued to suffer an adverse 
balance of payments throughout 1962. A favorable 
balance of trade was more than offset by U. S. invest
ments abroad, costs of maintaining our military estab
lishment overseas, foreign aid, and other factors. This 
payments deficit was financed both by net sales of 
gold to foreign official institutions and by increases 
in foreign dollar holdings. Taking the year 1962 as 
a whole, our net payments position was roughly the 
same as in 1961, but was substantially better than in 
1958, 1959, and 1960.
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The possibility of short-term capital outflows con
tinued to be a major concern of the Government 
throughout 1962. These capital movements are influ
enced by the elements of confidence, exchange crises 
in other countries, and temporary opportunities for 
gain arising from interest differentials. Despite the 
break in the stock market, the Canadian exchange 
crisis, and the Cuban situation, no massive short-term 
capital outflows, such as had marked 1961, developed. 
Some outflows occurred, reflecting the relatively high 
short-term interest rates in the United Kingdom and 
Canada.

Policy Objectives

Average prices in this country were relatively stable 
during 1962, and maintenance of price stability was 
therefore of secondary importance in formulating 
economic policy. By contrast, avoidance of price 
inflation had been a foremost consideration in most 
other postwar years.

Government economic policy during 1962 was faced 
with two basic tasks. One was to stimulate domestic 
economic activity. The other was to reduce the bal
ance-of-payments deficit. It is within the framework 
of these problems that monetary, debt management, 
and fiscal actions were conducted.

Actions which might have contributed to the solu
tion of one problem were frequently at variance with 
the solution to the other problem. For example, with 
reference to domestic weakness, monetary theory 
called for expansive action by the Federal Reserve 
System. This involved increasing the supply of mem
ber bank reserves. With additional reserves, member 
banks would be encouraged to expand loans and 
investments and, hence, increase deposits.1 Large-scale 
monetary expansion, in turn, implied lower interest 
rates as a short-run consequence. Lower short-term 
interest rates, however, were likely to increase the net 
outflow of funds from the country.

Other Government actions did not involve this 
conflict. Treasury debt-management operations in
creasing the short-term debt gave some upward 
pressure to short-term interest rates, making trans
fers of funds out of the country less attractive, while 
adding to the liquid asset holdings of the public, 
thereby stimulating domestic activity. With respect to

1 For a description of the mechanics of deposit creation, see The 
Federal Reserve System: Purposes and Functions, Board of Gov
ernors of the Federal Reserve System.

the unfavorable balance of payments, the Govern
ment adopted a wide variety of measures which work 
gradually over a period of time. These included 
actions to limit Government spending abroad and to 
obtain offsetting receipts from prosperous allies, 
vigorous promotion of exports, and reduction of tax 
incentives for American investment in developed 
foreign countries. The Treasury liberalized its depre
ciation allowances and Congress enacted a tax credit 
for new investment; both of these actions may have 
helped to stimulate the domestic economy.

The tactical objective of the monetary authorities 
since about mid-1960 has been to achieve an expan
sion in bank reserves, bank credit, and the money 
supply without creating a downward movement in 
short-term interest rates. It was felt that this com
bination of proximate objectives would contribute to 
the solution of both basic problems. Such a mix of 
objectives may be attained by supplying reserves only 
during periods when there is an upward pressure on 
interest rates. This may require the central bank to 
await developments which, of themselves, produce an 
upward pressure on interest rates, such as a seasonal 
or cyclical rise in credit demands. Alternatively, Gov
ernment itself may put an upward pressure on short
term interest rates. This it may do by increasing the 
volume of short-term Treasury obligations. Such an 
increase in short-term obligations may involve the 
creation of additional Treasury debt, either to finance 
a cash deficit or to build up cash balances, or may 
simply involve a shift in the maturity structure of the 
outstanding debt. During periods when there are 
upward pressures on interest rates, whether the forces 
producing these pressures are seasonal, cyclical, or 
the result of Government action, reserves and money 
may be expanded without a decline in rates.

The Reserve System can provide banks with re
serves without putting direct and immediate down
ward pressure on short-term interest rates. One 
method is to reduce reserve requirements. This “un
locks” reserves, for bank credit and deposit expansion, 
without direct participation by the central bank in 
short-term markets. The Reserve System may also 
provide bank reserves by purchasing intermediate- 
and long-term securities. Initially, this technique 
also avoids direct pressure on short-term interest 
rates. However, with respect to either of these 
methods, to the extent that asset purchases by banks 
are conducted in markets for short-term debt instru
ments, downward pressure may be brought to bear 
on short-term rates.
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From the End of 1961  
to Late Spring 1962

The following analysis describes economic events 
of 1962 in terms of two time periods. The first is 
the period of expansion in economic activity which 
took place during the first five months of the year. 
The second is the interval from around May to the 
end of 1962 in which only minor advances were reg
istered in most areas of the economy. Within each 
of these time periods there is a discussion of business 
developments along with an analysis of significant 
factors which affected the balance of payments. 
Monetary and debt-management actions are exam
ined within the general context of these economic 
developments.

Domestic Business Conditions
Business activity expanded through the first few 

months of 1962. This expansion was a continuation at 
a reduced pace of the cyclical upswing which began 
in February 1961. Total expenditures on goods and 
services increased $13.4 billion from the fourth quar
ter of 1961 to the second quarter of 1962, or at a 5 
per cent annual rate. In the previous two quarters 
these expenditures rose at a 10 per cent rate. Em
ployment, which had fluctuated near the 67 million 
mark from February to December 1961, rose to 68 
million by February 1962 and remained near this level. 
Unemployment declined from 5.8 per cent of the 
civilian labor force in January 1962 to 5.4 per cent 
in May.

The rise in activity during the winter and early 
spring of 1962 was fostered by an inventory buildup 
in anticipation of a possible steel strike. Also, ex
penditures by the Treasury exceeded tax and other 
receipts, seasonally adjusted, adding to the demand 
for goods and services. The Federal cash deficit, in
curred at a $6.0 billion annual rate during the last half 
of 1961, rose to a $12.8 billion annual rate during the 
first quarter of 1962. Another factor contributing to 
economic expansion may have been the rapid rise in 
the money stock during the fall of 1961; from August 
to December 1961 the money supply expanded at a 6 
per cent annual rate. This increase in actual money 
balances may have been more rapid than the rise in de
sired balances, contributing to an expansion in spend
ing.2

International Developments
The international payments situation of the United 

States was marked by a declining deficit during the 
first half of 1962. In the fourth quarter of 1961, the 
U. S. payments deficit amounted to an annual rate of 
$5.6 billion. In the first quarter of 1962 it dropped to 
$1.9 billion and in the second quarter to $0.9 billion. 
Although the balance-of-trade surplus in the first 
quarter of 1962 was slightly lower than in the fourth 
quarter of 1961, its decline was more than offset by 
improvement in net receipts on investment income, a 
decline in Government grants and capital outflows, 
and a rise in foreign investment in the United States.

United States Balance of Trade 
and Net Payments Position
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2 See the June 1962 Review  of this Bank on Velocity of Money 
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The reduction in the deficit for the second quarter 
reflected primarily: (1 ) a rising trade surplus moving 
from an annual rate of $4.3 billion in the first quarter 
to $5.3 billion in the second quarter, (2 ) a decline in 
the net outflow of U. S. short-term private capital 
reflecting a cessation of Japanese borrowing from 
U. S. commercial banks and the impact of the Cana
dian exchange crisis, and (3 ) foreign repayments on 
U. S. Government loans.

During the first half of 1962 there was an uneasy 
atmosphere in the foreign exchange markets. Early 
in the year short-term funds moved from the Con
tinent to New York and London. Following the 
Canadian exchange crisis and the stock market breaks 
in May and June, short-term funds began to flow in 
volume to the Continent.

The United States authorities cooperated in the 
task of dampening potentially disruptive short-term 
foreign exchange disturbances by buying and selling 
foreign exchange. The underlying purpose of these
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official transactions was to assist in maintaining in
ternational exchange rate stability and to offset or 
compensate for, when appropriate, the effects on U. S. 
gold reserves of sudden fluctuations in the interna
tional flow of payments. The U. S. Treasury in 1961 
initiated United States participation in foreign ex
change transactions. In February 1962 the Federal 
Reserve s Open Market Committee authorized the 
Federal Reserve Bank of New York to undertake 
transactions in foreign currencies for System Open 
Market Account in accordance with the Committee’s 
instructions.

Under this authorization the System moved to ac
quire foreign currency balances. Initially, small 
amounts of several convertible currencies were pur
chased from the United States Treasury. Then, addi
tional resources became available through a series of 
currency swap arrangements concluded with leading 
central banks. Using its newly gained resources, the 
System on several occasions during the first half of
1962 operated in the New York foreign exchange mar
ket to moderate temporary disturbances.

Interest Rates

Monetary and debt-management actions were con
ducted in the light of the environment outlined above. 
The chief goals were to promote a continued rise in 
economic activity without causing an increase in the 
net outflow of funds. While taking expansive actions 
to stimulate domestic economic activity, it was deemed 
necessary to minimize downward pressure on short
term interest rates. Business activity, which was rising 
cyclically, put some moderate upward pressure on 
rates. On the other hand, as the accompanying chart 
demonstrates, seasonal forces during the early months

Seasonal Fluctuations
Per C en t *n 3-Month Treasury Bill Rate

of the year exert strong downward pressure on short
term rates. It appears that in early 1962 the seasonal 
forces were somewhat stronger than the cyclical forces.

Yields on three-month Treasury bills fluctuated near 
the 2.70 per cent level during the first six months of
1962. From mid-1960 until late 1961 rates on these 
securities had been relatively stable, moving within 
the 2.20-2.40 per cent range. From October 1961 to 
the end of the year yields on three-month Treasury 
bills moved up to the 2.70 per cent level.

As Table I shows, interest rates on debt instru
ments outside the short end of the maturity spectrum 
did not display the same relative stability as the bill 
rate. Yields on long-term bonds drifted lower from 
December to May. This behavior of the rate struc
ture was the result of many factors. In addition to 
seasonal and cyclical business forces, Treasury debt- 
management operations and actions of the banking 
system must be considered.

TABLE I 

Selected Interest Rates
(Monthly

Months

averages of

3-Month
Treasury

Bills

daily figures)

3-5 Year 
Government 

Issues

High-Grade
Municipal

Bonds

1961: Dec. 2.60 3.82 3.49

1962: Jan. 2.72 3.84 3.32

Feb. 2.73 3.77 3.28

Mar. 2.72 3.55 3.19

Apr. 2.73 3.48 3.08

M ay 2.68 3.53 3.09

The Treasury’s handling of the debt placed upward 
pressure on short-term interest rates in the first five 
months of the year. From December to May the 
public’s holdings of Government debt maturing with
in 1 year expanded by about $4 billion. During this 
same period there was a decline of about $3.5 billion 
in Federal debt maturing in more than one year, with 
much of the decline occurring within the 1- to 5-year 
maturity range.

Bank portfolio adjustments relating to the rapid 
growth in time deposits during the early months of
1962 were made without placing much downward 
pressure on short-term interest rates. Effective at 
the beginning of 1962 there was a change in Federal 
Reserve Regulation Q raising the maximum allow
able interest on time deposits from 3 per cent to 4 
per cent. One purpose of the change was to enable 
banks to compete more vigorously to retain foreign 
deposits.3 Time deposits had been increasing at an

3 Another purpose of this change in Regulation Q was to allow 
banks to compete more effectively for savings-type deposits.
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11 per cent annual rate since mid-1960; but in the 
first five months of 1962 they rose at a 20 per cent rate.

With the expansion in time deposits, banks in
creased their demand for mortgages and for longer 
term municipal and Government debt instruments. 
These purchases served to bid up prices (depress 
yields) on securities outside the short-term sector. 
The banking system, as it shifted its net purchases 
into longer term issues, removed a potential down
ward pressure on short-term rates.

Monetary Developments

Federal Reserve policies during the early months 
of 1962 provided reserves to the banking system in 
ways that minimized downward pressures on short
term interest rates. Actions taken pursuant to these 
policies resulted in some increase in total member 
bank reserves. This moderate increase in total re
serves, coupled with the rapid growth in time deposits 
which require a smaller reserve backing than demand 
deposits, resulted in an expansion of total bank credit 
at a 9 per cent annual rate. However, the rise in 
reserves was less than the volume needed to support 
the increases in time and U. S. Government deposits. 
Consequently, reserves available for privately held 
demand deposits (the major part of the money sup
ply) declined at an annual rate of 2.5 per cent from 
December 1961 to May 1962.

change in holdings of securities in other maturity 
ranges. Normally, open market operations are con
ducted almost exclusively in short-term securities, 
primarily Treasury bills. This venture into the inter
mediate sector permitted the System to expand re
serves while limiting the initial impact of such action 
on short-term rates.

From January to May excess reserves of member 
banks averaged about $500 million, near the average 
of the past decade. During this period member bank 
borrowings from Reserve Banks remained nominal, 
since short-term interest rates were less than the 
discount rate. Free reserves, the difference between 
excess reserves and borrowings, averaged about $400 
million in the January-to-May 1962 period. This rela
tively high level of free reserves was unusual for this 
stage of the business cycle, reflecting primarily the 
unusually small amount of borrowing from the Federal 
Reserve.

Reserves Ava ilab le  for Private Dem and Deposits
B i l l io n s  o f  D o l l  a r s  M on th ly  A v e r a g e s  of D a i ly  F igu re s  B il l io n s  o f  D o l l a r s

A u g u s t

-.1 ill 1
J a n u a r y  S e p te m b e r

! I 111 I 1 I I 1 I i l l  I I
1960 1961 1962

P e rc e n ta g e s  a re  a n n u a l  ra te s o f c h a n g e  be tw een  m onth s in d ic a te d .  

L a te st  d a t a  p lotted : D e c e m b e r  e s t im a te d

Excess Reserves & B orrow ings  of M em b e r  Banks
B i l l i o n s  o f  D o l l a r s  B i l l i o n s  o f  D o l l a r s

o f  D a i l y  F ig u re s

/
________________ f_

I
*  }

1 9 6 0  1961 19 62
S o u r c e : B o a r d  o f  G o v e r n o r s  o f  the  F e d e ra l  R e s e r v e  S y s t e m  

L a te s t  d a t a  p lo t te d : D e c e m b e r  e s t im a te d

During the first five months of the year gross System 
open market operations were conducted largely in 
short-term securities. However, on balance, the Fed
eral Reserve increased its holdings of securities matur
ing within 1 to 5 years, while there was little net

Total bank loans and investments rose at a 9 per 
cent annual rate from December 1961 until May
1962. Bank loans, particularly to businesses and on 
real estate, rose substantially, and banks increased 
their holdings of municipal securities. This expan
sion reflected the moderate rise in total bank reserves 
and a sharp increase in time deposits which require 
lower average reserves.

The Public’s Liquidity

One way of viewing financial developments is to 
examine the public's holdings of “monetary assets.” 
According to this view, a rise in the public’s holdings 
of these assets relative to its demand for them results
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in a rise in spending, including an increase in the 
demand for goods and services.4 The unique feature 
of monetary assets is that the central bank can affect 
the quantity which the public holds relative to the 
quantity it desires to hold. Adjustments to discrep
ancies between desired and actual holdings take the 
form of some combination of adjustments in financial 
investment and expenditures on goods and services.

The money supply (demand deposits and currency) 
of the nation was about unchanged during the first 
five months of 1962. The average rate of growth in 
money during the previous decade was 2.1 per cent. 
There have been other periods since 1951 when the 
money stock has failed to grow for periods of five 
months or longer. These periods were from June 1953 
to April 1954, December 1956 to January 1958, and 
from July 1959 to June 1960. During and imme
diately following each of these periods there was a 
slackening in economic activity.5

Time and savings deposits expanded at an accel
erated rate during the first five months of 1962, re
flecting in part the change in Federal Reserve regula
tions which permitted higher interest rates to be paid 
on these deposits. Savings deposits and time certifi
cates of deposit shared about equally in this expansion 
in contrast with the dominant role played by passbook

Time Deposits

market banks and the development of a market for 
such certificates probably enhanced the desirability of 
these instruments. Time certificates of deposit, partic
ularly negotiable certificates of large denomination, are 
held largely by investors who are sensitive to interest 
rate differentials.

From Late Spring to the End of 1962
Business Activity

From May to the end of 1962 the tempo of busi
ness activity slackened further. Industrial output 
edged upward from May to July, and then remained 
on a plateau during the last half of the year. Employ
ment, which had been near the 68 million level since 
February, remained virtually unchanged from May 
to the end of 1962. Personal incomes increased at less 
than a four per cent annual rate from May to De
cember, in contrast to a 7 per cent rate of increase 
in the previous 15 months. Total production of 
goods and services, gross national product, rose at 
about a 3 per cent annual rate from the second to 
the fourth quarter of 1962, as against a 7.6 per cent 
rise in the previous year.

The amount of unemployed resources increased 
during the second half of 1962. The unemployment 
rate, which had declined during the first six months, 
reaching 5.4 per cent in May and 5.3 per cent in 
July, rose to 5.8 per cent in August. The rate then 
fluctuated near this level during the remainder of the 
year. Unused capacity in major materials industries 
also increased during the period.

There were several factors which may have con
tributed to the hesitation in business activity during 
late 1962. With incomes rising in the early part of 
the year, tax receipts of the Federal Government in
creased sharply. As a result, the Federal cash deficit 
declined from a $12.8 billion annual rate in the first 
quarter to an estimated $1.0 billion annual rate dur
ing the rest of the year. The rise in steel inventories 
during the first quarter of the year came to an abrupt

I 9 6 0  1961
L a te st  d a t a  p lo tte d : D e c e m b e r  e s t im a te d

1962

savings accounts in the preceeding year.0 The issuance 
of negotiable certificates of deposit by many money

4 See the June 1962 Review  of this Bank on "Velocity of Money 
1 9 5 1 -1 9 6 2 .”

5 See "Member Bank Reserves and the Money Supply 1951-62,’’ in 
the March 1962 monthly Review  of this Bank.

G See "Recent Growth of Time Deposits,” in the April 1962 issue 
of this Review.
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U.S. G ove rnm ent Cash Budget

S o u r c e :  U. S. T re a su ry  D e p a r tm e n t

L a te st  d a t a  p lo tted : 4th Q u a r t e r  p re l im in a r y

end as wage negotiations were completed in the 
spring and a midsummer strike was avoided. Steel 
inventories were worked down through the second 
and much of the third quarter, and steel production 
was curtailed sharply from about March through 
July. The lack of growth of the publics money 
supply in the first five months of 1962 (mentioned 
above) continued through August. The supply of 
money may have declined relative to the demand for 
it, even though time deposits and other liquid assets, 
generally regarded as close substitutes for money, rose 
rapidly.

Stock prices began a decline in the early spring 
which culminated in a rapid fall during late May and

Stock Prices*

L a te st  d a t a  p lo t te d :  D e c e m b e r

early June. The Standard and Poors index of 500 
stocks moved from an average of 70.3 in March to
55.6 in June, reaching a low of 53.3 during the week 
ending June 29. Common stocks are an important 
form in which the public holds its wealth. Move
ments in stock prices, increasing or decreasing wealth, 
may have a significant influence both on consumer 
spending and on stock flotations and business capital 
expenditures.

International Developments

There was a deterioration in the net-payments 
position from the second to the third quarter of 1962. 
A primary factor in this deterioration of the overall 
balance was the swing in transactions reflecting the 
Canadian exchange crisis which ended late in June. 
The third-quarter flow of net payments to Canada 
more than offset the receipts from advance debt re
payments by France and Italy.

In the spring the United States balance of trade 
improved as merchandise exports spurted upward to 
more than offset the continuing increase in imports. 
Exports to Canada jumped in part because shipments 
were speeded up to anticipate impending Canadian 
crisis measures. Exports to Europe also showed un
usual strength in the spring as poor European harvests 
and anticipated Common Market import regulations 
stimulated heavy grain shipments from the United 
States.

The trade balance became less favorable in the 
third quarter as merchandise imports continued to 
rise in the face of falling exports. Export volume was 
adversely affected by the devaluation of the Canadian 
dollar and the new Canadian import restrictions. Ex
port weakness in the third quarter also reflected the 
absence of those special factors which had stimulated 
the heavy volume of exports to Canada and Europe 
in the second quarter.

A large inflow of short-term capital from Canada 
occurred during the first half of 1962, resulting in part 
from that country's exchange crisis. As Canadian poli
cies associated with the devaluation of the Canadian 
dollar proved successful there was a reflux of short
term funds to Canada during the third quarter. Short
term funds moved to Canada attracted in part by the 
higher interest rates established there as a part of the 
measures taken by the Canadian Government to de
fend the exchange value of its currency.

Interest Rates

In the period from May to the end of 1962 there 
was a rise in short-term rates and a decline in long
term rates. This change in the yield curve is shown 
in the accompanying chart. Yields on three-month 
Treasury bills rose from the 2.70 per cent level in the 
first five months of the year to a range of about 2.75 
to 2.90 per cent in the last seven months of the year. 
Bill rates were relatively high in the range in late June 
and July and again in November and December when 
the Treasury was a large borrower of short-term funds. 
Interest rates on most longer term issues rose slightly
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Y ie ld s  on U.S. G ove rnm ent Securities
Per Cent  M o n th ly  A v e r a g e s  o f  D a i l y  F i g u r e s  Per Cent
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S o u r c e : B o a r d  o f  G o v e r n o r s  o f  the  F e d e ra l  R e s e r v e  S y s t e m

from May to July but then drifted lower during the 
rest of the year.

This shift in the yield curve reflected many forces. 
On the one hand, there was a seasonal increase in the 
demand for credit as crops moved to market, as 
Treasury expenditures exceeded receipts, and as bus
inesses prepared for the Christmas bulge in spending. 
These seasonal credit demands placed an upward 
pressure on short-term interest rates. Treasury manage
ment of the public debt reduced the outstanding 
supply of issues maturing in less than 5 years but at 
the same time increased the supply of Treasury bills as 
well as issues of over 5 years maturity. This action 
placed upward pressures on very short-term and long
term interest rates and downward pressure on other 
rates.

Cyclical developments in business and monetary 
expansion also contributed to shifting the yield curve. 
With the pace of business expansion slowing, demands 
for funds may have weakened somewhat. However, 
with the upward seasonal pressures being exerted on 
short-term rates, the Federal Reserve System was able 
to expand bank reserves markedly in the fall of the 
year and thereby help to stimulate domestic activity. 
By themselves, these actions tend to place downward 
pressure on interest rates. However, the Federal Re
serve took steps to attain the reserve expansion in 
such a way as to reduce these downward pressures. 
Some reserves were supplied by net purchases outside 
the short-term sector. Additional reserves were made 
available through reducing the required percentage of 
reserves that member banks must hold behind time 
deposits from 5 to 4 per cent.

Monetary Developments

With the two basic problems of unemployed re
sources and the deficit in the balance of payments per
sisting during the last seven months of 1962, there 
was little change in the overriding focus of Govern
ment actions. Policies designed to stimulate domestic 
economic activity were modified by balance-of-pay
ments considerations, especially as actions taken affect
ed domestic short-term interest rates vis-a-vis short
term rates in foreign money market centers.

Total member bank reserves were little changed 
from May to August of 1962. Reserves available to 
support privately held demand deposits continued to 
decline during this period, as Treasury balances and 
time deposits grew rapidly. From August to the end 
of the year, however, total reserves increased at a 
steep 6 per cent annual rate. After adjusting for re
serves needed to support Treasury and time deposits 
(not included in the usual definition of the money 
supply), reserves available to support privately held 
demand deposits rose at an annual rate of 5.6 per cent.

The growth of total reserves beginning in August 
occurred without any significant change in the net 
reserve positions of member banks. As in the early 
part of the year, excess reserves continued to fluctuate 
around $500 million, near the amount member banks 
customarily hold. Borrowings from the Federal Re
serve Banks continued to average less than $100 mil
lion, as short-term money market rates remained below 
the discount rate.

Total bank loans and investments grew at a rapid 
pace from May to the end of 1962, continuing the ex
pansion which had characterized the first five months 
of the year. Advances to businesses and on real

e a s o n a ll y  A d ju s te d

Total Reserves of Mem ber Banks
Billions of D o lla rs  M o n th ly  A v e r a g e s  of D a ily  F igu re s B illions of D o llars

flT J- L.U
1 9 60  1961 1 9 6 2

In order to provide comparable figures, adjusted for the recent change in reserve 
requirements, reserves previous to November 1 were reduced by 1 per cent of time 
deposits (for the week of O ctober 25-31, 1 per cent of country banks only).

Latest d a t a  p lo tted : D e c e m b e r  e s t im a te d
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FEDERAL RESERVE SYSTEM ACTIONS 
DURING 1962

Discount Rate
In effect January 1, 1962. 
In effect January 1, 1963.

3%

Reserve Requirements
Percentage Required

In effect January 1, 1962.
October 25, 1962...............
November 1, 1962.............
In effect January 1, 1963.

Demand Deposits Time Deposits
Reserve All Other Reserve All Others

City Member City Member
Banks Banks Banks Banks

16V2 12 5 5
4

4
16V2 12 4 4

Margin Requirements on Stocks
In effect January 1, 1962...................................................................70%
July 10, 1962.........................................................................................50%
In effect January 1, 1963.....................................................................50%

Open Market Operations
Net Purchases (+) or Net Sales (—) 
Changes in Daily Average Figures 

(Millions of Dollars)
Unadjusted Seasonally Adj.

January ............................. .......................  $ - 579 $ - 13
February........................... .......................  — 135 + 492
March ................................ .......................  + 186 + 247
April .................................. .......................  + 573 + 611
May .................................. .......................  + 360 + 396
June .......................  + 65 — 237
July ........................ + 13 — 283
August .............................. .......................  + 507 + 625
September ....................... .......................  — 167 — 197
October............................. 4- 320 + 110
November ......................... .......................  — 46 — 105
December ......................... -4- 351 — 240

Total ............................. ........................  +1,448
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estate continued to rise sharply, and most other cate
gories of loans shared to a lesser degree in the expan
sion. Bank investments increased slowly throughout 
the period from late 1961 to the end of 1962. In 
contrast, during previous postwar periods when loans 
have risen sharply, banks have usually reduced their 
holdings of securities in order to meet loan demands.

The Public’s Liquidity

Trends in the money supply of the country paral
leled the growth pattern in member bank reserves.

M o n e y  Supp iy

P e rc e n ta g e s  a re  a n n u a l ra te s o f c h a n g e  b e tw e e n  m o n th s in d ica te d .

La te st  d a t a  p lo t te d : D e c e m b e r  e s t im a te d

From May to August the money supply (demand de
posits and currency) decreased slightly, but from Au
gust to the end of the year it rose sharply, at a rate 
of about 5 per cent per year. Time deposits and other 
liquid asset holdings of the public continued to ex
pand rapidly during the last seven months of 1962. 
Money plus time deposits rose at an annual rate of 
7 per cent during the May-December 1962 period.

C o n c l u s i o n s
At the outset of 1962, the United States economy was 

advancing and optimism was high that the two major 
economic problems, unemployment and a deficit in 
the country’s balance of payments, would be amelio
rated during the year. Much effort was devoted to 
reducing the adverse balance of payments through 
stimulating exports, reducing Government expendi
tures abroad, and other measures. Meanwhile, it was 
felt that short-term interest rates should be maintained 
since a decline would be likely to spark an outflow of 
short-term capital. An increase in bank reserves, bank 
credit, and the money supply was sought without per
mitting significant declines in short-term interest rates.

Many actions were taken by the Government to in
crease the liquidity of the country while minimizing 
downward interest rate pressures. An increase in the

supply of short-term Treasury securities augmented 
the public’s liquidity while maintaining short-term 
rates. Banks were supplied with reserves whenever 
short-term interest rates would not be pushed lower. 
In supplying reserves, the Reserve System made sub
stantial open market purchases outside the short-term 
sector; in addition, reserve requirements on time de
posits were reduced. The Treasury and the Federal 
Reserve System cooperated with other nations in 
smoothing potentially disruptive short-term foreign 
exchange disturbances.

Reflecting these efforts, short-term rates did not 
decline during 1962 but actually moved up slightly.

Yields of U.S. Government Securities
Per C e n t  Pe r C e n t

January 4, 1962

May 21, 1962
December 26, 1962

T r ---- I I - - - - - - - - - - - - - - l l — I '
Y e a r s  to  M a t u r i t y

Most other interest rates drifted somewhat lower. 
Bank holdings of earning assets rose sharply and time 
deposits expanded at an annual rate of 18 per cent 
compared with 14 per cent in the previous year. 
Nevertheless, the limitations imposed by the interest 
rate guide kept monetary expansion relatively mod
erate during the year. Reserves available for private 
demand deposits were virtually unchanged during
1962, compared with a growth of 3.1 per cent in 
the previous year. The money supply of the country 
rose an estimated 1.5 per cent as against 3.2 per cent 
in 1961.

Early in 1962 there was an improvement in the 
nation’s balance of payments. Domestic business ac
tivity expanded though at a progressively slower pace. 
After the second quarter the deficit in the balance of 
payments rose, and from the middle of 1962 to the 
end of the year business activity paused. At the year 
end, both the nation’s balance of payments and the 
proportion of the country’s resources that remained 
idle were little changed from a year earlier.
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LABOR FORCE AND EMPLOYMENT -  
PRINCIPAL DISTRICT LABOR MARKETS AND UNITED STATES

SEASONALLY ADJUSTED
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SU B SC R IPT IO N S to this banlcs Review are available to the public without 

charge9 including bulk mailings to banks, business organizations, educational 

institutions, and others. For information write: R esearch Department, F ederal 

Reserve Bank o f  St. Louis, P. O. Box 442, St. Louis 66, Missouri.
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