A meeting of the Federal Open Market Committee was held in the
offices of the Board of Governors of the Federal Reserve System in
Washington on Tuesday, December 19, 1961, at 10:00 a.m.

PRESEXT: Mr, Martin, Chairman
Mr, Hayes, Viee Chairman
Mr. Balderston
Mr., Irons
Mr, King
Mr, Mills
Mr, Mitchell
¥r. Roberison
Mr, Shepardson
Mr, Swan
Mr. Wayne
Mr. Faulton, Alternate for Mr. Allen

Messrs, Ellis and Deming, Alternate Members of the
Federal Open Market Committee

Messrs. Bopp, Bryan, and Clay, Presidents of the
Federal Reserve Banks of Philadelphia, Atlanta,
and Kansas City, respectively

Mr. Young, Seerstary

Mr, Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr. Hackley, General Counsel

Mr. Thomas, Economist

Messrs, Baunghman, Coldwell, Garvy, Noyes, and
Ratchford, Associabta Economists

Mr. Rouse, Manager, System Open Market Account

Mr. Molony, Assistant Yo the Board of Governors

Mr., Furth, Adviser, Division of International
Finance, Board of Governors

Messrs, Helland and Kech, Advisers, Division of
Research and Statistics, Board of Governors

Mr, Yager, Feonomist, Govermment Finance Section,
Division of Research and Statistics, Board of
Governors

Mr. Francis, First Vice Presideni, Fedsral Reserve
Bank of St, Louis
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Meszsrs, Coombs, Eastburn, Hostetler, Parsons,
and Tow, Vice Presidents of the Federal
Haserve Banka of New York, Philadelphia,
Cleveland, Minneapolis, and Kansas City,
respestively

Mr, Willis, Economic Adviser, Federal Reserve
Bank of Boston

Mr, Arit, Assistent Vice President; Federal
Reserve Bank of St. Louis

Mp, Stone, Manager, Securities Department,
Faderal Reserve Bank of New York

Mr., Brandt, Assistant Cashier, Federal Reserve
Bank of Atlanta

Upon motion duly made and seconded,
and by unanimous vote, the minutes of
the meetings of the Federal Open Market
Committee held on November 1L and
December 5, 1961, were approved.

Before this meeting there had been distributed to the members
of the Committee a report of open market operations covering the
period December 5 through December 13, 1961, and a supplemental report
covering the period December 1l through December 18, 1961, Copies of
both reports have been placed in the files of the Committee,

In supplementation of the written reports, Mr. Rouse made the

following comments:

Since the last meeting of the Committee, money market
conditions have been relatively easy. Now that the
concentration of pressures on the central reserve city banks
has been relieved with the curtailment of dealer borrowing
needs, we have had more symptoms of ease than we had earlier
with the same level of free reserves, The ready availability
of reserves during the first statement week of the period
resulted in our selling bills in the 9l-day maturity area in
order to reduce the resulting downward rate pressure; in one
case we partly offset our sales of bills by purchases of
longer-term issues which happened to be in supply at the time,
In the past few days, there have been less downward pressures
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on bill rates, partly as a result of the szles we have

made bub also reflecting the cavtion which gemerally
prevails arcund December 15 when comsiderable churning

takes place in comnection with tax and dividend payments.

It i2 hard to predict the trend of bill rates for the eight
remaining business days te the end of the ysar, but they could
turn down again if the money market becomes sasier, In past
Yearsd money has contimued in demand up to the last day or two
of the year, but may not do so this year, i.e., in relation
to free reserves, if free reserves remain at present levels.
More likely, the problem of bill ra%es will be more acute
after the first of the yezr when money conditions normally
become easier and short rates tend to decline.

A8 %o the longer-term market, psychology continues to lean
toward higher rates as most developments in the news seem to
point in that direction, Market prices have moved down only
intermittently, however, as activity is very light and the
market is sc¢ thin that prices are highly sensitive to influences
of all kinds, Bank tax swapping has been unusually small as
most banks have made this a profit year and are not in a
position to take losses, but a sharp pickep in this kind of
activity is expected by the dealers after the first of the yesar,

The corporate and municipal markets have been stronger in
the past few days and yield spreads between corporates and
Governments are quite narrow, In the corporate area the
calendar of forthcoming new issues is very light and dealers
have been able to dispose of & mumber of recent sticky offerings
by lowering prices, so that thsir inventories are considerably
reduced, The municipal market is getting = boost from the change
in Regulation Q as we have reperis of substantial purchases of
muricipal bonds by banks in order 1o cover the prospective
greater earning needs,

Bankers'! acceptances have backed up in dealer portfolios
to the extent of about $10L million, mainly as a result of
inecreases in other short-term rates and normal year-end
influences, Although dealers raised the acceptance rates by
1/ of 1 per cent in two steps, they are apparently not greatly
concerned about their positions and expect the situation to
straighten out after the year end; in the meantime, they are
earning a good return on their holdings, They should be able
to take events such as this in their stride as the bankers!
acceptance market has besn growing every year.

I should like also to mention that we will probably have a
new name added to our dealer list in the near future, The
Harris Trust and Savings Bank of Chicago has for scme time been
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considering establishing a dealer department and its
directors last week authorized the management tc take the
necessary steps. Thig bank is one of the most active
Midwestern dealers in municipal bonds, and has the

experience and contacts to do & good Job in Goverrment
securities,

Thereupon, upon motion duly made and
seconded, the open market transactions
during the period December 5 through
December 18, 1961, were approved, ratified,
and confirmed,

Mr, Noyes presented the following statement with respect to

economic developments:

Most measures of economic activity showed improvement
in November, as weather conditions were nearer the elusive
normal, and industries directly and indirectly affecled by
suto strikes returned to full-scale operations, 4 part of
the menth=to-month improvement must be attributed to the
fact that activity in September and October was held back
by special circumstances, but even after allowing for some
spill-over from this source, the November volume is
impressive,

Retail sales were up 3~1/2 per cente~led by a 12 per
cent gain in autos, but other sectors also showed improvement.

Industrial production was up a point in the final calcu-
lations, with the prospects for another one or two point increase
in the current month.

New orders for durable goods were up moderately, despite a
big drop in aircraft; and unfilled orders rose further.

One exception among the gains was a drop back to a 1,350,000
annual rate in heusing starts., But this series has moved very
erratically since its inception, and little significance should
be attached to a single month's change, one way or the other,

As mentioned at the last meeting, there was a significant
improvement in unemployment for the first time in over a year,
as the rate dropped from 6,8 per cent to 6.1 per cent., It is
interesting to note, however, that the underlying figures do
not support as significant a month-to-month change as the over-
all percentage might suggest. First, it must be borne in mind
that this is a period when actual unemployment normally rises,
and the better showing in November reflects to some extent the
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fact that seasonal layoffs were less than normal, Furthermore,
the figure was unguestionably influenced by the substantial
increase in the armed forces, and the fact that fewer women and
teenagers appear Lo have snterad the market for pre-Holiday Jjobs,
Thus, we cannol assume that the months ahead will necessarily
see a conbinuation of such rapid improvement, even if aggregate
output continues to expand at relatively high rates,

In terms of gross national preduch, it now seems likely
that the fourth quarter will equal or exceed the $540 billion
rate that represented the upper 1limit in projections earlier in
the year., In other words, despite strikes and other temporary
setbacks, the economy as a whole has performed up to the most
optimistic expectations. This high level of operation has, of
course, affected current expectations, and business ophimism
with respect tc the outlook for 1962 has picked up considerably
in recent weeks, However, the growing optimism does not seem to
be reflected in dramatic upward revisions of spending plans for
next year. The results of the Commerce~S,BE.C. survey of pland
and equipment expenditure plans, announced shortly after the
isst meebing, provide an excellent example of the moderation
that seems to prevsil within the fremework of a generally
optimistic outlcok, Seasonally adiusted expenditures in the
first quarter of 1962 are expected to be up only $500 million
from the current gquarter--substantially less increase than might
be associated with normal growth, OSimilarly, while consumer
buying intentions six monthe ashead, as collected on z weekwto=-
week basis by Sindlinger, are up somewhabt, they are not high in
relation to other recent years,

This leads me again to the observation that, while the
improvement in the econemy is widespread, it is proceeding at a
reasonable pace and there sre, as yet, none of the signs of
stress and strain that are typical of an inflationary and
nonsustainable boom.

For confirmation or refutation of this tentative conclugion,
it seems to me that price develcpments provide the best evidence,
Given the fact that the economy has expanded rapidly and evenly
and that it shows every sign of continuing to expand at satis-
factory rates, the major question which remains is whether
inflationary price pressures sre either present or imminent,

With this thought in mind, I have made some effort to review
not only the recent behavior of the broad indexes of wholesale
and retail prices—-which generally cover the pericd up to
mid-November~«but alsc the current composites on commodity prices
and the developments in specific commodity markets as well.

Relying on the mere comprehensive weighted indexes through
November, it seems safe to say that there was no significant
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price movement one way or the other for that month., While
some wholesale prices went up-~-notably steel scrape-others
went down and most were unchanged. All the varicus indexes
appear to yield the same conclusioneeincluding, for example,
the index of prices paid by farmers prepared by the Department
of Agriculture, an index that is not of‘ten used in general
analysis but which seems in retrospect 1o have been a pretty
good indicator of the balance of inflstionary and deflationary
foreces in the economy.

For the period since the beginning of December, one is
forced to rely on less satisfactory composites of commodity
pricesg of one kind or another, While these do not provide a
comprehensive measure of general price movements and are not
weighted to reflect the relative importance of the components,
it is not unreasonghle to assume that they would almost certainly
reflect any broad shift toward inflation or away frem it. The
Dow=dones commodity indexes show spot prices about steady in
December, following a not inccnsiderablie rise in November., The
futures index has generally declined since early December. The
shifting relationship between spot and fubure in the last six or
eight weeks would suggest, if anything, the reverse of a spread-
ing inflatijonary psychology; that is, futures were running above
spot prices in October, and they have recently been well below,
The Associated Press 35 key commodity index moved downward from
October to mid-November and has since inched upward a little,
but it is still below the early October level,

A dogmatic conclusion as to whether there has been some
subtle change in the tone of markets in the last week or so 1s
obviously impossible., The bulk of evidence secems to0 me to rest
heavily on the side of continued price stability. I some
people are buying in anticipation of rising prices, recent
market behavior suggests there are also plenty of ready and
willing sellers at current levels. Of course, this situation
ecould change, and change very quickly., The important point
seems to me to be that it still exists in the face of ten
months of vigorcus recovery and generally optimistic expectations
as to the future, To those who allege that a relatively easy
monetary policy has overstayed its welcome in this recovery, a
short reply might be that stable prices are awfvlly good company.

Mr. Thomas presented the follewing statement with respect to
credit developments:

Advances in interest rates, which were proncunced in
November, contirmued during the first half of December. To a
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large extent, these advances may be abtributed to customary
gseasonal factors and to the transitory effect of sharp
reductions in the greatly extended positions of deglers in
Govermment securities., To some extent the rises in rates
have reflected expeciations as to future trends, based on
evidences of improved economic conditions, the anticipaied
effect of raising the time deposit ceiling, and greater
awareness of persistent undsrlying forees in the balance-of-
payments situaticn,

The actual basic demand snd supply factors in credit
markets and the applicatior of official mometary policies
have not been important contributors to the rise in interest
rates, Credit expansion has been moderate and reserves have
bsen avallable in amounts adsguate to cover more nmonatary
expansion than has occurred, Banks have had relatively large
amounts of excess reserves, borrowings at the Reserve 3anks
have been small, and rates on Federal funds have actually
declined in the past two weeks.

Yialds on Treasury bills and those on the longesi-herm
Treasury bonds have risen to the highest levels since mid-1960,
Rates on bankers! acceptances amd on finance company short-term
paper have been raised. Yields on medium-term Government
securities, however, are generally not as high as they were
2t times last summer, Yields on corporate bonds and on
long-term State and local goverrment issues have also
remained below levels of a few months ago, However, some of
the recent new issues of corporate bonds, which were offered
in large smounts in November, have had to be marked down
below original offering prices before they could be
satisfactorily distributed by underwriting syndicates.

Dealers'! positions in Govermment securities; which had
been enlarged by about $2.5 billion, or more than doubled,
from early September to mid-November, were reduced by about
$2 billion in the latter part of November and the first week
of December, These shifts in positions were mostly reflected
in changes in dealer borrowings at commercial banks. Total
holdings by dealers were brought back down close to the level
of early December last year. In the past few days they have
increased somewhat, and they may increase further, as is
usual in December, Although dealers! positions in longer-term
bills combinue larger than at most times in the past year, their
positions in short-term bills are moderate, and holdings of
issues maturing in over a year are now smallsr than they were 1n
December 1960,

Information availabls as to bank credit developments in
the first half of December is not adequate to provide a clear



12/19/61 ~Bm

indication of trends. On the basis of partial data for
December 13, ii appears that city banks showed 1itile change
in their holdings of Goverrment securilties and a further
decline in lecans to dealers in Government securities. Loans
to other dealers in securities; however, have increased
further, extending a rise that occurred in November and that
reflected an increase in customer debii balances at brokers
to a new high level. Banks also added further to their
holdings of other securities in the first half of December.
Changes in loans ito businesses have been relatively small,
consldering the imminence of the December tax and dividend
payment period,

Us S. Government deposits at banks have declined to a
relatively low level, while private deposits have shown a
rising tendency, with rather wide week~to-week variations,

On a daily average, seasonally-adjusted basis, it is estimated
that the demand«deposit component of the private money supply
increased in the first half of December, approximately off=-
setting the decline in the second half of November, The
estimated money supply, at $1lhl.)i billion, is about 3 per cent
above the level of a year ago, but only slightly above the
previous peak reached in mid-1959. Time deposits have
increased further, Shares at savings and loan associations
have also increased substantially in recent months and the
total outstanding is sbout 16 per cent larger than a year ago,
showing shout the same rate of increase as time deposits at
banks.

Advailable information as to liguidity in general indicates
that in the past year consumer holdings of liquid assets have
inereased substantially, both in absolute terms and relative to
incomes. At the same time, consumer indebtedness has apparently
not increased as much as income., Thus the financial pesition of
consumers has improved., Ligquidity of businesses, however, may
actually have lessened some, although late information is not
readily available. Nevertheless, with increasing profits and
growing depreciation allowances, cash flows of business promise
to be adequate in the months ahead to finance a large part of
the moderate increase in capiial expenditures now planned, With
increased sales, however, these plans might be enlarged, and
working capital needs might also increase,

System action can be highly influential, if not decisive,
in determining the degree of liquidity available to the economy
as a whele, Bank reserves have contimued to be available--as
has been the case for over a year and a half~-~to support an
expansion in required reserves at an anmual rate of 5 per cent.
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Since more of the expansion haz occurred in time depoaits
than in demand deposits, the amnual rate of increase in
total commercial bank credit has exceeded 7 per ceni,
Economic activity=-or gross national producit--has increased
in the past year at about the same rate and is now at a new
high level.

Consgideraticn will need to be given %o the question
whether bank credii should continue tc be so resdily availabls.
With prospects, as well as capacity, for continued expansion
in economic activity in the months ahead at almost the same
pace as in the past year, some further bank credit and monetary
expansion is surely needed and desirable, Yet inducements for
gspaeculative tendencies and other excessss in the use of credit
are more likely fto develop, and the imposition of some degree
of restraint on the rate of expansion may scon be desirable,
This Committee has the specific rsaponsibility for deciding
what volume of reserves will be made available to banks for
furdther unrestrained credit and monetary eXxpansioll,

Moderation of inducements for banks to expand credit may
be exercised by slowing down the increase in recerves gupplied
by System open market operations, This would involve some
change in the guides to operations from those presently in
force, Over the past year, System actions have been guided by
the two aims of fostering monetary expansicn without reducing
interest rates; the result has been to supply all the reserves
wanted by banks as long as the Treasury bill rate was not
reduced, The specific guides have appropriately been free
reserves and short-term interest rates. Operations under this
poelicy, along with the economic climate that existed, have
resulted in the credit expansion that has occurred,

To impose some restraint in expansion weuld call for a
deliberate policy of reducing the amounts of reserves supplied
through open market operations in the future., If, to meet
credit demands, banks should need or desire reserves in larger
amounts than are supplied, they would have to increase their
borrowings at the Reserve Banks, This would impose some
restraint on expansion. The specific guide %o operations
should be total reserves=-or nonborrowed reserves--rather than
free reserves or interest rates, unless credit demands fall
short of expectations and free reserves tend to sccumulate and
to bring down interest rates,

Computation of the staff projections of prospective needs
for reserves to be supplied by open markel operations have been
altered to provide for an anmual rate of increase of | per cent
in required reserves against private deposits, instead of the
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5 per cent that has characterized the past year., The L per
cent figure would allow for an expansion in demand deposits
of 3 per cent a year and in time deposits of 8 per cent, or
some other combination within or arcund that range.
Although some slowing down in the growth of time deposits
from the rapid rate of the past year {around 15 per cent)
seems reascnable, yet with a rise in the rates of interest
paid by banks on time deposits, a fairly high rate of
expansion in such deposits is likely to continue., Under the
circumstances, an 8 per cent annusl rate of expansion seems
moderate,

If funds are drawn from other savings institutions into
time deposits at banks, there would be some net reduction in
total credit availability because of the reserves that banks
would need to set aside, In this case, reserves should be
made available toc cover the additional requirements. To the
extent that the funds are drawn from demand deposits at banks,
reserves would be released and total potential credit expansion
increased.

With continued expansion in econcmic activity, some
moderate increase in demand deposits would presumably be
needed, Allowance for reserves to be supplied through open
market operations to meet a growth rate of 3 per cent in demard
deposits, along with an increase of 8 per cent in time deposits,
sheuld be a reasonabls minimum, Any additional needs or wants
could be obtained through member bank borrowing at the Reserve
Banks, Under the economic climate likely to prevail in the
next year, banks would probably be willing {0 borrow for such
purposes,

To carry out a policy of providing reserves for moderate
expansion while restraining excesses, System operations would
need to be conducted more directly toward regulating the total
supply of reserves, with less emphasis on free reserves,
Interest rates would move in accordance with the volume and
strength of credit demands relative to reserves avallable, In
view of current economic prospects, the reserve availability
suggested might be expected to result in a moderate rise in
short~term interest rates. If credit demands become vigorous,
the rise would be more pronounced and more general,

Mr. Furth presented the following statement with respect to the
international financial pesition of the United States:

The international financial pesition of the United States
has not changed much for the last three weeks; and certainly
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not for the better, The November deficit in the balance of
payments, even if it is adjusted for transactions that do
not affect the basic balance, iz at least as large as, and
guite possibly larger than, the Ccteber figure of $450 million,
and available fragmentary data for the first half of December
indicate a conbinuation of the November trend. The second
half of the month will bring the usual ssasonal respite., In
fact, the year-end payments of foreign countries to the U. 5.
Treasury may be larger than usual if the Germans make this
month their first payment under a new agreement designed to
lighten the burden of our foreign military experditures,

Neither has there been any drastic change in eccnomic
conditions abroad. Our export prospects may have improved a
little in view of = continued upswing in a few major industrial
countries, including Germany and Japan, in which prasvious
reports had indicated an end of the boom,

The most promising international financial development,
apart from the agreement with Germany on military expenditures,
has been an agreement among the major industrial countries,
scheduled to be ratified later this week by the Execubtive Board
of the International Monstary Fund; under which the resources
of the Find will be replenished, mainly (if not exclusively) to
provide for the possibility of a large U, S. drawing. U. S,
participation in this agreement will require azction by the
Congress, as the U, S, has promised to contribute $2 billien to
these rescurces, although at present the possivility of the IMF
running out of dellars seems remote., While the agreement does
nothing to corrsct the U, S. balance-of-payments defiecit, it
would help %o defend the dollar against a sudden crisis,
Unfortunately, the procedures needed to activate the replenish-
ment of IMF resources will be more complicated and timew
consuming than originally envisaged. The agreement, therefore,
would not remcve the need for a first line of defense through
central bank cooperation.

In response to 3 question, Mr. Furth said that according to
statistics compiled by the Council of Economic Advisers, it appeared
that approximately three-~fourths of this country's foreign aid program
(recently at an anmal level of about $3.6 billion) was reflected in
subsidized exports, Thus, perhaps $2,7 billion out of total exports of

about $20 billion could be regarded as subsidized,
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Mr, Hayes presented the following statement of his views with
respect to the business outlook and credit policy:

In the interest of brevity and in view of the fact that
we met only two weeks ago, I shall say very little about the
domestic business and credit situation, Recent data on
inereased production, retail sales, business spending plans,
and residential construction, and reduced unemployment, all
point to a good business expansion, but without any signs of
over=exuberance--although there is a possibility that hedging
against a steel strike may lead to an abnormally rapid build-up
in steel inventories. The November statistics on total bank
credit and on bank deposits were quite satisfactory, and bank
liquidity is still ample despite a small decline last month.

Unfortunately the balance-of«payments situation appears
even less favorable than at the last few meetings., The deficit
of $550 million in November was about $100 million higher than
in October--and if we exclude subscription payments to the
International Development Asscciation and the Inter-American
Development Bank, the November deficit of $490 million contrasts
with $3L0 million in October and about $300 million on the
average in the third quarter, It looks as if the fourth
guarter might easily show a deficit of $5 to $6 billion (anmal
rate), while the figure for the year as a whole, exclusive of
special debt repayments, may be as high as $3 billion, The
excellent export figure for October provides only very moderabe
comfort in the light of these statistics, for it points to a
heavy outflow of capital, which is probably continving., I was
disturbed by press reports to the effect that high Administra-
tion officials expect a $2 to $2-1/2 billion deficit in 1962,

I understand that the poor showing for the current auarter is
cansing considersable apprehension among foreign central bankers
and other officials. Furthermore, as the foreign exchange
markets become more fully aware of the deterioration of our
position, we can expect more or less seriocus speculative
reactions, In these circumstances, it seems to me essential
that our Govermnment have as a firm objective a very sharp cut
in the over=-all balance~of-payments deficit next year, perhaps
to around $1 billion.

With the growing strength of the domestic eccnomy reducing
the risks of unfavorable repercussions of a move to somewhat
less ease, I think wWe can well afford to give greater weight
now to international considerations, I would like to see the



12/19/61 o13m

9Q=day bill rate maintained close to the upper level of the
2=1/2 to 2«3/l per cent range we have been seeking; and a
Federal funds rate in this neighborhood alsc seams desirabls,
In view of the psychological effects of the commercial banks!
prompt reactlion to the Board's move with respsct to
Regulation Q, and in view of the churning and seasonal
preasures characteristic of the next couple of weeks, wé may
well be able to achieve these goals withour reducing averags
free reserves much below $500 million; but I would be quite
prepared to see them around $400 million if this should prove
negesasary to keep adequate pressurs on the bill rate. There
might even be scme positive advantage in breaking away from
the $500 million figure which has unfortunately become some-
thing of a fetish in the minds of many observers, Conbimed
use of the special authorization should prove helpful over the
next few weeks,

While there isno need to change the discount rate, I
should like to repeat the suggestion we made in mid-November
with respect to the directive--a suggestion which now seems all
the more appropriate in view of the substantially more cheerful
domestic outlook and the further deterioration in ths
international situation. My suggestion would be that the words
tto encouraging credit expansion® be replaced with the words
®%o providing reserves for further credit expansion,® thus
making clear that we no longer belleve it is necessary to push
80 hard to enlarge the credit base, AL the same time T would
substitute the phrase “giving special attention to internmational
factors" for the present phrase, "giving consideration to
internaticnal factors.!

In reply to a guestion, Mr. Furth sald that recent deposits of
s 8, dollar funds by ¥. 3, companies with Canadian banks, which relend
these funds through their New York agencies in the U, 3, money market,
had exerted an influence on the balance-of-payments figures for November,
although these funds actually never left the U. S. economy., Abstracting
such transactions, the November deficit might have been closer to $400
million than $550 million, However, a $400 million deficit would still

be in the neighborhood of the October figure.
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Mr, Hayes said it was his understanding that the amount of
short-term funds going to Canada was in the neighborhood of $100-$150
million, monthly rate., In his judgment, this did not differ essentially
from a short-term capital outflow to any other country.

Mr, Bryan said that all of the charts of Sixth District
activity were pointing upward, with the exception of department store
sales, and many of them spectacularly. Even the department store sales
figures were contradicted by broader measures of retail sales, One
principal series that was moving down represented improvement, namely,
the decline in insured unemployment.

For some time, Mr. Bryan recalied,there had been a feeling that
the Committee ought to be watching for a sharp change in the economic
situation, He felt that the Committee was now alerted. Total reserves
in November were well above the long=term 3 per cent trend line, about
$250 million, and in his opinion total reserves were the appropriate
measure at the present time. Not only had reserves been in ample supply,
perhaps in excessive supply, but the banking system seemed to be
reasonably liquid and capable of finaneing a satisfactory expansion,

In the light of that circumstance, he believed that the System ought to
supply reserves merely in accordance with seasonal variations and an
extraordinarily modest growth factor, if any. He certainly would not
put that growth factor at over a 3 per cent annual rate. The country

might run into a boom that would cause the System, later on, to be



12/19/61 «l5m

compelled to clamp down on the brakes seversly, and he believed it
would be better to tightem gradvally at the present time. Fres
reserves should be allowed to fall where they would in the light of
the total reserve situation, handled in the way he had suggested,
and the System shouid be prepared to think shortly of an increase in
the discount rate.

Mr, Bopp said that the Third Distrist unfortunately was not
moving up spectacularly, and not nearly as well asg the country as a
whole, Turning toe the national economy, he commented that if the
current movement continued, excess capacity could be wiped out
relatively quickly, with resulting pressurs on prices, AL the moment,
however, there appeared to be no stresses or strains, Therefore,
thinking in terms of the period immediately ahead, he felt that a
contimmation of existing policy would be appropriate, He would not
change the directive or the discount rate at this time, and he would
renew the special authorization covering operations in longer-term
securities,

Mr. Fulton reported thet Fourth District business indicators
were uniformly steady or on the plus side, now that steel was in
production not only for automotive takings but inventory bullding, On
the whole, however, the improvement in the District was ocecurring at a
gentle pace., The rate of employment had been affected favorably by

continuation of good weather conditions.
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Mr, Fulton expressed the view that the present level of
bill rates was satisfactory and that the System should continue to
supply reserves, although not in the quantities that they had been
supplied., He would favor free reserves of around $L50-$500 million if
that would yield about the present level of bill rates., He would not
change the directive or the discount rate at present, and he would
continue the spee¢ial authorization,

My, Mitchell expressed agreement with the comments of Messrs,
Bopp and Fulton, although in his opinion this might be a good time to
change the directive, He indicated that he would subscribe to the
changes in the directive recommended by Mr. Hayes.

Mr, King suggested bearing in mind that the country was
experiencing a fairly heavy Holiday buying season, following a year in
which consumers had been quite restrained in their purchasing. He did
not think that the Committee should hasten %o change policy merely on
the basis of the Holiday buying spree. Rather, it should wait until
Jamuary or February 1962 and see whether the pace of spending continued.
In the absence of a change in policy, he saw no real merit in changing
the words of the directive at this particular time, since that might
only cause specualtion and misinterpretation when the Committee's
policy record was published. If the Committee actually changed policy,

that would be a different matter.
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Mr. Shepardson commented that economic activity appeared to
be experiencing a considerable upturn, This might reflect, as Mr.
King had suggested, largely a Holiday boom, but in his opinion a
general upturn was occurring, He was pleased by the staff suggestion
that the growth rate of total reserves be slowed dowm to a lj per cent
rather than a 5 per cent target. Personally, he would be inclined to
feel that the growth factor ecould well be reduced %o 3 per cent, With
a change in the target for prowth, it would seem te him that the change
in the directive suggested by Mr. Hayes would be appropriate, It was
important that attention contime to be given tc the bill rate, and he
felt the objective should be to hold the bill rate in the upper part
of the 2-1/2 - 2-3/li per cent range,

Mr, Hobertson said he found himseif in general agreement with
Mr, Bryan's comments, The Committee had been slerted, and the time
had come to switch directions and start trending, ever so slowly,
toward a less easy position. He would not urge any considerable shift,
However, he would suggest that the Committee take its sights off of
free reserves and bill rates, and merely be more restrictive in the
amount of additional reserves provided, This being his view, he would
doubt the wisdom of changing the directive at this time,

Mr., Mills said that he had been struck by the staffls lyrieal
panegyric on economic prospects and the possible development of

monetary policy. His own comments would be more elegiac, but in
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keeping with Mr, Bryan's reasoning, and would offer concrete

proposals to accomplish definite purposes, Mr., Mills then presented

the following statement:

Any further policy actions to attempt to obstruct a
groundswell strengthening in interest rates will court
future difficulties arising from spreading confusion in the
securities markets and a growing speculative and inflationary
ferment that is gradually taking hold in the market places.
As I have repeatedly stated, recognition of basic economic
developments and the adoption of a suitable monetary and
credit policy is long overdue, Fortunately, the difficult
December tax and dividend payments period has been passed
without market incident and the way is now clear to move to
a monetary policy that will moderately restrain the further
expansion of bank credit so as to allow only for some
accommodation for bank finaneing of the Treasury's imminent
cash financing. As far as bank loans are concerned, ample
leeway is available for incressing that sector cf credit by
substituting loans for investments in U. 3. Government
securities that are presently held in bank portfolios in a total
amount that carries inflationary implications. In the process
of replacing U, S. Goverrment securities with bank loans, the
resulting upward pressure on interest rates will help to confirm
an upward movement that has already been in evidence in the
weekly Treasury bill auctions and throughout the entire list
of U. 5. Govermment securities.

In view of the Treasury's approaching cash financing and
subsequent refunding operations, it is wvitally important that
the securities markets be conditioned in advance tc a scomewhat
higher level of interest rates, Therefore, although it would
be technically preferable to wait for the new year before
asserting a tishter monetary policy, the short time before the
Treasury's January financing leaves no choice buit to move now
toward confirming Federal Reserve System approval of a higher
interest rate structure. Having done so, market participants
will be able to bid for the Treasury's new offering after some
experience with higher rates, and with confidence that completion
of the Treasury's nearby financing operations will not be
followed immediately by a System policy action induced tightening
of the money markst and a consegueni reduction in the prices of
. S, Govermment securities, Presumably, a further lapse of time
would then be unavoidable before any additicnal overt policy
actions for influencing higher interest rates could be undertaken.
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Patently, time is of the essence in reorienting the
existing monstary and credit policey in the direction of
moderate restraint. The kind of monetary policy contemplated
would alsc serve to fix short-term interest rates in the
United States at a level that might be high enough to attract
foreign invesiment and possibly encourage a return flow of
gold, Howsever, what I consider as having been an unpardonable
delay in pursuing that objsetive has permitted distrust in the
exchange value of the U, S, dollar to grow and will consequently
vitiate counteroffensive interest rate efforts to stem the
loss of gold from this country. Rellance on collective
central bank and Inbternational Monetery Fund actions to protect
the U, S, dollar should have been reserved for secondary
emergency application and not suggested for contimuing use, in
that public notice of resort te these mediz will be regarded
by cynical investors as acts of dasperation and not as curatives
to temporary problems of intermational currency imbalances,

The discount rates of the Federal Reserve Banks should be
raised to 3-1/2 per cent at the time that market rates will have
adjudged the appropriateness of such action, Conventicnal
treatment should be accorded any disorderly market conditions
that may develop in the U, S, Govermment securities market,
Renewa] of the special authority to operate cubside of Treasury
bills is in order, excep® thal transactions should bes limited
exclusively to U. S, Covermnment securiitizs within a maturity of
two years.

Mr. Wayne said that the level of short-term rates in recent weeks
seemed to him fortunate and appropriate, While that level was some 25
or 30 basis points above the level prevailing six weeks ago, it still
was low enough to encourage a growth of bank eredit sufficient to allow
business expansion Lo contime and at the same time was high enough not
to encourage the outflow of short~term funds, This higher level of
rates had been caused by several facters, perhaps the most powerful of
which, since the preceding Committee maeting, had been the effects of
the change in Regulation @ upon expectations, One enigma facing the

Committee was the continuing effects of this change in the Regulation,
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With respect to the domestic economy, Mr. Wayne said he felt,
as he had for some time, that there were no clear indications of any
need to lessen ease, At the same time, however, business expansion
apparently had acguired encugh momermtum so that it could continue even
with the higher rates that had prevailed recently. For the next three
weeks, he would favor putting primary emphasis on the bill rate. He
would not want to see that rate fall below 2-1/2 per cent and would
like to see it move in the range between 2-1/2 and 2~3/L per cent. If
the effects caused by the change in Regulation Q should deciine or wear
off, then the large return flow of currency and the small seasonal
decline in interest rates that normally begin early in January might
allow the bill rate to be maintained at the desired level with somewhat
smaller free reserves than in recent weeks, If that should happen, it
would afford an opportunity to lower free reserves well below the $500
million level to which the market seemed to attach so much importance,
The next few weeks would seem to be an appropriate time to carry out
such exploratory operations if conditions should make them possible.

Mr. Wayne concluded by saying that he would not favor changing
the discount rate and that he would renew the special authorization.
Some revision in the directive might be desirable, and he was favorably
disposed toward Mr, Hayes' recommendations,.

Mr. Clay noted that economic information that had become availe

able since the Commitiee meeting two weeks ago gave confirmation to the
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widespread economic advance that appeared to be under way, It seemed

tc be essentially the type of development that had been hoped for; and
one that the System should encourage to comtinue in order for the

economy to reach a desirable level of activity. Moreover, price
developments were favorable, and private demands for credit were moderate.

Accordingly, Mr, Clay feli that memetary policy should remain
essentlally unchanged. In fact, an indication of a change in System
policy so scon after confirmstion of the upward movement in activity,
following the lull of early fall, and with substantial gains still to
be realizsed; would be unfortunste. Within the framework of the same
basic policy, the Committee should contimue 1ts watchfulness of the
Treasury bill rate with reference to the internaticnal flow-of-funds
problem, No change seemed called for in the discount rate, In whatever
form the directive might be adopted at today's meeting, there would
seem to be no need to alter the substance of the (b) clause of the
pregent directive, and the authority to operste in longer maturities
shonld be continued.

Mr. Deming commented that both the nation and the Ninth District
seemed to be closing out 1961 on notes of economic exuberance, Aside
from the balance of payments and a still high level of unemployment
there appeared to be little but good econmomic news for the nation,

In the District, only the continuing effects of farm drouth and

depressed iron mining marred the business picture, In November, city
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bank business loans showed only the usval seasonal drop, while the
dollar volume of country bank loans rose more than in any previous
November since World War II, Both of these developments were in
sharp contrast to the record of the previous four to five months, It
remained to be seen whether they represented merely a temporary
reaction or more permanent strength,.

Mr. Deming then referred to analyses made by the Minneapolis
Bank concerning the amount of credit expansion that would be consonant
with current economic developments. From them he concluded (1) that
in this thrust the broadly-defined money supply had been permitted to
increase significantly more in relation to the gain in gross national
product than in the two previous thrusts, and (2) that bank loans could
increase significantly more than they had so far without putting any
great pressure on the banking systeme Therefore, it seemed to him that
credit policy could move intc a posture of less ease without much
danger of producing an aborted boom. The position of the dealers had
improved significantly, sc there would seem to be no great danger of
producing market knots by reducing credit ease, The balance-of-~payments
position argued for a less easy credit policy, and he believed it was
now time to move gently but more positively toward such a poliey,

Specifically, he would favor a policy prescription of less ease
and would implement it with a program keyed to total reserves, with

allowance for a four per cent growth rate, as indicated by the staff
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memorandum. He would like to abandon frees reserves as a policy gulde,
expecting free reserves to move lower if credit demand should press
harder against available reserves--either because of public or private
credit demand--but not attempting deliberately to push them lower,
This policy, he believed, should call for a change in the directive,
He would not favor a change in the discount rate at this time, and he
would renew the gpecial autherization.

Mr, Swan said that from the comments already made, with which
he was in agreement, the country seemed to be experiencing a fairly
substantial business expansion while at the same time there had been
no significant strains and pressures on resources and prices, Also,
although this could be ascribed to market processes rather than specific
policy actions, there had been some increase in the short-term rate
structure, This, he thought, was a good thing, However, this situwation,
in the face of the still rather moderate credit demands, seemed to him
to imply a need for no more than a very slight further fightening in the
next three weeks, if any change at all., Already the bill rate was close
to 2-3/L per ceni. While he agreed that it would be desirable 1o keep
the bill rate in the upper part of the 2-1/2 - 2-3/L per cent range, he
did not feel that the System ought ‘o do anything to push the rate up
further until market forces moved in that direction, if they did. While
free reservea might not necessarily have to be looked at as a definite

guide, he thought it gquite possible that they might be around $450 million,
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rather than above $50C million, in the weeks ahead even with the bill
rate around present levels,

In the circumstances, Mr, Swan said, he would not change the
discount rate at this time. As to the directive, he liked the word
"providing" rather than "encouraging” when referring to further credit
expansion. In cne sense, that reflected what had been gradually emerging
in the past several weeks. However, he would not be inclined to substitute
"special attention" for "consideration" of international factors. He
would continue the special authorization.

Mr., Irons said he felt the economy had clearly moved out of the
recovery stage into an expansionary stage. If one traced the movement
that had taken place from the trough of recession to the present time,
he would see that most major economic indicators showed rather substantial
growth, It seemed to Mr. Irons a satisfactory growth., Further, the
movement of the economy during the past few weeks perhaps made credit
policy formulation a little easier; both the expanding domestic economy
and the international situation supggested a moderate firming of policy.
Although he would not advocate strong overt action, he would permit the
market to firm moderately. His thinking would be in terms of a bill
rate near or at the upper limit of the prevailing range, a Federal funds
rate in the same area, and some increase, perhaps, in member bank borrow-
ing according to seasonal demands, He would not provide additional reserves
in substantial amount. The result might be a free reserve level of around

$400 million.



12/19/63 25

What he had 1n mind, Mr. Irons said, might be characterized as
a gradually shifting policy rather than a shifting policy. In fact, it
seemed to him that over the past several weeks the Commitbtee, without
so stating, had been more or less shifting from actave encouragement of
credit expansion to a slightly firmer policy. He would not favor a
change in the discount rate at this time, he would like to see interest
rates move up & bit if the market meved them up, with no deliberate
forcing action on the part of the System, and he would continue the
special authorization covering operations in longer-term securities,

Mr. Irons went on to say that, while he did not know whether
there would be any opvortunity, in the process of absorbing reserves
in the weeks ahead he would not be averse to doing a little bit of
absorbing outside the bill area, if market conditions permitted, just
to let it be known that the special authorization was not a cne-way
street under all circumstances, He had belleved at the past couple of
meetings that a change in the directive would be appropriate, feeling
that although there may have been no perceptible shifi, enough shading
away from the posture of a few months ago had occurred to indicate some
change in policy. He indicated that while he did not feel strongly about
it, he would prefer a change in the directive and would accept ithe New
York suggestion, t year end, he felt that the Committee must expect

the Account Manager tc be influenced by the ione and feel of the market,
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To sum up, however, he would lean in the direction of permitting the
market to firm itself a little, in light of the forces that were now
in operation.

Mr, Ellis said he thought the preponderance of evidence confirmed
the view that business expansion was proceeding satisfactorily. In New
England, as elsewhere, sales, new orders, and inventories were up, and
employment and income were rising, This expansion apparently was being
stimalated by monetary policy. As he looked over the figures, he was
impressed by the fact that much of the meney supply increase had occurred
since last summer; that in the past few months the increase had been
more rapid than earlier in the year., Member banks, with a liguid asset
position substantially abcve any fourth quarter level for at least the
rast eight years, apparently were in a position to meet prospective
credit demands without difficulty. Given that situation, the question
was whether the System should continue 1o support business expansion
through monetary ease in the absence of evidence of an abuse of credit
facilities, Speculation was not evident except perhaps in the case of
steel inventories, prices were relatively stable, there was unused labor
and plant capacity, and prices were not yielding to upward pressures.
Nevertheless, he would favor a shading toward a lessening of monetary
ease; in other words, a reduction of pressure on the accelerator.
Continuation of a monetary policy developed to combat recession seemed

questionable at a time when economic expansion was well under way, In
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fact, the System may already have overstayed its position of ease., In
his view, monetary policy should precede a change in prices rather than
view them as goeod company,

In January and February, Mr. Ellis pointed out, the Treasury
would be undertaking first a new cash offering and then a refunding,
and zny change 1n Federal Reserve policy would have to come before those
operations were in process. He liked not only Mr. Thomas! analyesis of
the situation but also Mr. Hayes' prescription of policy, with one
possible exception. There was now a short-term rate differential, on
a covered basis, in favor of New York as against Lenoon. Accordingly,
while the System should be vigilant, it might no longer be necessary
t0 exercise the same degree of restraint in the bill market. In locking
at participation figures, he was a iittle concerned that in some recent
weeks the Federal Reserve's proportion of total dealer transactions in
securities other than bills had been quite large. Tharefore, he would
suggest relying primarily on bill transactions and to a2 lesser extent
on transactions in other securities, However, he would not be averse
to accepting the suggestion of Mr, Ircns,., If there was a chance to sell
securities other than bills without dominating that part of the market,
that would be agreeable to him,

Mr., Ellis concliuded by saying that if the directive should be
changed in the way Mr. Hayes had suggested he would expect bill rates

to be in the upper part of the 2-1/2 - 2-3/L per cent range, Federal
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funds to be close to the bill rate, and free reserves to be nearer
$u00 million than $500 million. He would not change the discount rate
until short-term rates moved up further,

Mr. Balderston said he found the analysis presented by Mr. Thomas
persuasive, The time had come, it appeared, for a shift in the direction
of policy. He would hope, however, that the Committee would make the
change gradually, that it would not take overt actions, and that insofar
as possible it would let the market take the initiative in the tightening
or restraining process. ZIf the consensus of the meeting was as he Judged
it to be, 1t would seem proper to reflect that consensus in a change in
the directive,

Mr, Baughman, who was called upon by the Chairman at this peoint
in the absence of Mr. Allen, reported that business activity in the
Seventh District was about as described at the December 5 meeting, with
automobiles and steel continuing in the limelight. It was reported by
steel companies in the District that orders were coming in at a rather
spectacular rate, and comments were heard of plans for some kind of
allocation program if the present rate of orders continued into next
year. Sources in the auto industry indicated that reported sales for
November were somewhat overstated, but that this was being made up in
the reporting of sales for December., In other words the pickup in
November was not as great as previocusly reported. Department store

officials in the District were feeling mildly distressed because sales
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in this type of retzil outlet compared relatively unfavorably with
sales nationally and compared with two years ago. There was nc
evidence from the data on bank loans of any substantial pickup in the
demand for loans. However, in interviews with loan officers, several
had indiecated recently that some evidence of a strengthening of loan
demand was beginning to appear,

Mr. Francis, who was called upon in the absence of Mr. Johns,
said he would align himself with those who had expressed a desire for
a 3 per cenit annuval rate of growth in total reserves over the next few
weeks., Such a rate would be somewhat greater than the rate of growth
of total reserves in the comparable periods of the 195L~55 and the 1958-59
business cycles, and this; he thought, would be apprepriate.

Chairman Martin recalled that at the past several meelings he
had prefaced his comments by saying that he thought System policy was
evolving satisfactorily., He continued te think so. He questioned
whether the situation had really come to0 the point where a significant
change of policy was required. His thinking was a little at variance
with some of the comments made today, for a couple of reasons. First,
although he was not against tightening, he would like to see the market
itself do the tightening. The factor of strong loan demand was not yet
in the picture; the banks were still hoping and stall talking about it,
but it had not yet really appeared. Also, the period around the end of

the year was 1n his opinion about as poor a time as could be selected to
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make any overt change in policy or even imperceptible changes. He
would hope that the System would not get itself in the position, follow-
ing the increase in the maximum permissible interest rates on time and
savings deposits, of being charged with causing the commercial bank
prime rate to be increased at this particular juncture., If market forces
produced this result, that would be a different thing, and he thought
that they would. Accordingly, believing that the market would tighten
on its own accord, he saw no gain in taking overt action, GSeasonal
pressures had moved the ©ill rate up recently, gquite apart from System
activities, but shortly after Christmas the rate would start trending
downward. In the light of international conditions, he would hope that
the Committee could concentrate on not letiing the bill} rate slide off
seasonally. That might require some activity that would lead to a lower
level of free reserves. Only when it was clear that the forces of the
market had tightened woudd he be prepared to go along with an increase
in the discount rate; there must be a conditioning peried prior to such
an increase. Despite the prospective Treasury financing, the January 9
Committee meeting would in his thinking be a much better time to determine,
in 1ight of the seasonal return flow of currency, whether to absorb more
than usually would be the case, or less,

Chairman Martin noted that there had been some corments during
the go-around about the special authorization covering operations in

longer-term securities, and that this led into the question of the
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Committeets operating procedures, which had been scheduled for discussion
at this meeting. The Committee might want to arrive at a consensus on
policy for the next three-week period, renew or modify the existing
policy directive, and renew the special authorization, but it might
prefer to discuss first the statements of coperating pelicy and the form
of the direciive.

The Chairman commented, in this connection, that everyone had
given much thought to the question of operating procedures, as indicated
by the numerous comments and suggestions that had been received by the
Secretary. In his own thinking, he said, he was more or less persuaded
by the position of those who had suggesited termination of the three
statements of operating policy which referred to the objectives of
menetary and credit policy, the confining of operations for the System
Account generally to shori-term securities, and the preclusion unless
expressly authorized by the Committes of transactions for the purpose
of altering the maturity pattern of the System's portfolio by means of
offsetting purchases and sales of securities. A difficult public relatiens
climate existed at the present time, and he was inclined to beliieve that
a changing of words in the statements of operating policy would be subject
to more misinterpretation than abandomment of those statements. A case
could be made that the operating policy ststements had been virtuaily
essential in the transition from a pegged market to a free market in

Govermment securities, and that for the first five years or so of a free
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market they were aimost necessary to the reconstitution of the
Government securities market., OSince that time, however, there may
have been a real question whether the depth, breadth, and resiliency
of the market was being furthered or not by the existence of these
provisions, There were still some schools of thought that fed
material to the press on the subject of the depth, breadth, and
resiliency of the market. One or two writers tended to pick up this
1line, and various people in the market fostered it, Whether they were
right or not, he did not know; there was some question in his mind.
However, the market seemed to be getting along all right at present.
Posggibly, of course, the 3ystem eventually would have to take over
the market in entirety, but the System had been operating in it
reasonably successfully. This he did not think that any thoughtful
person could properly deny,

One might have various predilections, the Chairman observed,
However, he felt that it would subject the Committee to less risk of
misinterpretation simply to take the position that the special
authorization for operations in longer-term securities was given in
February of this year, the Committee had experimented over the balarnce
of the year, the Committee had not come to any clear conclusions, and
the Committee would endeavor for a while, at least, to get along on
the basis of having meetings at three-week intervals, at each of which
it would establish a directive to the New York Reserve Bank and a

framework within which open market operations were to be conducted,
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The Chairman noted that the Committee had been giving 2 great
deal of latitude and leeway to the Account Manager. The Committee had
eonsidered various possibilities for giving more specific instructions,
In his opinion the Committee must give the Manager a certain amount of
latitude, but it might be, as time went on, that a more satisfactory
method of issulng instructions could be evolved. There seemed to be
almost a unamumity of opinion teday in wanting to give up the corncept
of free reserves as a gulde, yet it was not easy to give up that
concept becanse the public had gotten so attached to it, The point he
was driving at was that if the Committee should terminate the statements
of operating pelicy, it could start over again with a clean sheet of
paper.

The suggestion had been made, Chairman Maritin noted, that the
Committee might experiment with having the Committee Secretary, the
Account Manager, and the Commitf{ee Economist sit down immediately
Tollowing each meeting to draft s current economic policy directive,
which would be submitted within the next day or so to the Committee
members for comment and would be finally approved at the follewing
meeting of the Committee. This would place a heavy burden on the
staff, and an additional burden on the Committee. However, it
probably was not feasible for a large group of people to draft s

directive around the table at each meeting.
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Also, the Chairman said, it was necessary to face the fact
that the drafting of the Committee's policy record entries was again
about six months in arrears, That was not a good position for the
Committee %o be in, and some procedure should be worked out whereby
the preparation of the policy record entries would be kept current.

The Chairman said that he thought the Committee was fairly
close together today in its views on policy for the forthcoming period,
although there were some questions of emphasis. There were some who
would not want to make any change in the degree of ease at this
particular time, He (Chairman Martin) certainly would not want any
agegrassive easing or aggressive tightening. He was concerned about
the bill rate, and about the handling of the market in such manmer as
to minimize overt actions in light of the pressures that he thought
were going to develop.

After commenting on certain developments in corporate finance
that might have been contributing to the moderateness of loan demand at
this particular juncture, the Chairman commented that he would have no
objection to changing the policy directive in the manner suggested by
Mr, Hayes,

Mr, Balderston made the comment at this point that although he
did not want to anticipate the discussion of operating procedures, it
might be, as the Chairman had intimated previously, that the Committee

would like to consider making, effective with this meeting, a change



12/19/61 =35~

in the form of the directive, If this was 3o, pesrhavs the consgidera-
tion of the revised clause (b) suggssted by Mr. Hayes should be
deferred,

There ensued a discussion of the procedure tnat it would seem
advisable to follow at this meeting, during which the Chairman referred
to material that had been distributed to the Committee by its Secretary.
This included, under date of December 8, 1961, a collation of comments
received from eleven Regerve Bank Presidents on the draft standing
rules and directives of the Open Market Committee that had been
circulated under date of September 6, 1961; a check list of specific
issues raised in response to the September & drafts; and a version of
the September 6 draft of standing rules that incorporated editorial
and minor substantive changes suggested by Committee members and
others, and congidered by the Secretariat to be noncontroversial,
Also, under date of December 13, 1961, there had been distributed to
the Committee a revised draft of contimuing authority directive to the
Federal Reserve Bank of New York,

Chairman Martin then suggested that the next order of business
be a go-around of comments on the basis of the materaal that had been
distributed, and it was agreed that this procedure would be followed,

Ascordingly, the Chairman first called upon Mr, Hayes, who
stated that he had a great deal of sympathy with what the Chairman had

gaid about the desirability of getting away from the formal statements
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of operating policy. He was inclined to agres with the thought that
perhaps the best disposition of the matter would be to sbandon the
operating policy statements., If that were done, he noted, there would
be the question of what to do about publicizing the matter., Certainly,
there ought to be a clear statement in the poiicy record of the Open
Market Committee concerning the reasons for the action., In the thought
that it might be helpful, the New York Bank had drafted some language
for this purpose and would transmit it to the Secretary for consideration.
Continuing, Mr. Hayes said it seemed to him, as it apparently
did to the Chairman, that at the time the Federal Reserve was getting
away from pegging the prices of Government securities the statements
of operating policy probably served a useful purpose, However, times
and circumstances change, and the greater frequency of meetings of the
Open Market Committee had altered the situation somewhat, As he had
said many times, he was concerned that the existence of the operating
policy statements might put the Committee in a box, The Committee ought
to have a concern for a well-functioning Govermment securities market,
but he did not think that this concern should ever be bullt up to a
point where it took precedence over the primary responsibility for the
formulation of monetary policy. There were new prcblems in the
international field that might make flexibility even more important in
the future, Whether one liked it not, there were going to be serdious
international problems to cope with for some time to come, and this

prospect alone suggested maximum flexibility of action,
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If the Open Market Committee should decide teo terminate the
operating policy statements, Mr. Hayes said; it might nevertheless
be a good idea to state for the record that the Committee believed
in certain basic principles; for exsmple, thabt it had no intention
of returning to a system of pegging and that, although 1t was a
legitimate function of the central hank to have an interest in
interest rates, they should reflect the decisions of market forces,
Also, it should be made clear in explanatory material that there would
be no change in the Committee's peolicy of conducting open markei
operations during periocds of Treasury financing in such mamner as to
change as little as possible prevailing money market conditions., It
occurred to him that it might be desirable to have explanatory material
on reasons for dropping the operabing rulss not only in the policy
record but in the Federal Reserva Bulle$in, The language should be
carefully worked out, and the full Open Market Committee should have a
chance to review any explanatory statement before it was finalized,

Turning te the directive, Mr, Hayes expressed aggreement with
the proposal for a separation of the directive, as it now existed,
into a conbinuing authority directive and a current economie policy
directive. He had no changes to suggest in the draft of continuing
authority directive that had been distributed most recently by the
Secretary, As to one question rzised by that draft, it was his

opinion that the continuing direetive should authorize the purchase,
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under repurchase agreements with nonbank dealers, of United States
Government securities having remaining maturities of 2l months or
less, rather than the 15 months or less that had been specified in
an earlier draft.

Mr. Hayes noted that the Open Market Committee had tried to
use clause (b) of the present directive both as an instruction to the
New York Bank and as the bagis for its published policy record. In
his opinion the form of directive that had been used was deficient in
both respects. It had been necessary to develop alongside clause
{b) a consensus of each meeting as a guide %0 the Desk. This consensus,
and no% the broad statement in clause (b}, really provided the guide
to the Management of the Open Market Account in conducting open market
operations during the ensuing period. It would be his suggestion, in
effect, that the consensus become the current policy directive.
Farther, the shortcomings of clause (b) as a vehicle for communicating
to the Congress an’ Lne public had been pointed up in memoranda from
Messrs. Knipe and Broida of the Board's staff and in the recent report
of the staff of the Joint Economic Committee., The major cause of the
deficiency was that clause (b) was so general and compressed in form
that it could not raflect many subtle shifts of emphasis in the
development of policy. To overcome this deficiency, he would favor
experimentation along the lines that the Chalrman had mentioned.

Along these lines the New York Bank in its memorandum of
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November 3, 1961, had suggested that provision be made for the
adoption, for each meeting, of what it had referred to as a statement
of general policy position, The inclusion of such a statement in the
pclicy record, along with the current poliey directive, would help to
provide an adequate record showing the Conpress and the public what
the Commiites's policy had been and how 1t had developed,

ks to the current policy directive, Mr. Hayes said he believed
it would be a mistake to try to include quantitative guides. Generally
speaking, he felt that the dirsctive should be in terms of more ease or
less ease, When appropriate, reference might perhaps be made to items
such as the bill rate or the feel of the market, but he would avoid
making the directive a quantitative measmure having any degree of
strictness, That would be likely only to create new difficulties for
the Committee,

As to the procedure for developing such a directive, Mr. Hayes
felt that the Committee could properly request the Secretary of the
Commiitee, the Manager of the Open Market Account, and perhaps the
GCommittee Economist to get together aftmr each meeting, draft a
directive couched, generally speaking, in terms of more or less ease,
together with a draft statement of operating rationale; and submit the
draft promptly, say the following day, using leased-wire transmittal
in the case of the Reserve Bank Presidents, The Secretary then could

obtain comments and approval, and the approval could be ratilied at
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the next Commitiee me=ting, He would favor the icdea of getting
approval promptly, while the matter was still fresh in the minds of
the Committee,

Mr, Balderston said he had been impres:zed by the careful
thought reflected in the letters from the Presidents, Also, although
the members of the Beoard had not submitted letters or memoranda, they
had been in touch with the Secretary and had submitted ideas to him.
In view of the work and analysis that had preceded this meeting, he
would perscnally be prepared to move shead on the basis of the latest
revised draft of continuing authority directive thst had been distributed
by the Secretary and on the basis of the suggestion of Chairman Martin
that the statements of operating policy be terminated,

In order to provide a focus for the discasiion, Mr. Balderston
said he would propose that the current form of Adirective to the New
York Bank be abandor<d and that instead there be twn separate directives,
The first would be a continuing authority directive in the form distributec
by the Committee Secretary under date of December 13, 1961. The second
would be the current economic poliey directive, which would be drafted
after each Commitiee meeting by the Secretary, tte Zconomist, and the
Manager of the Open Market Account. The draft wuld pe forwarded
promptly, within the Aay if possible, for confirmaticn by the voting
members of the Committre. The current directive tlen would be in such
form ag to be included in the Annual Repeort of the Soard of Governors

to the Congress.
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Mr. Ellis expressed agreement with the proposal outlined by
Mr. Balderston. He recalled having expressed in his written comments
on operating procedures the fealing that the operating policy statements
might best be lefi in suspense and that the Committee should operate
as it had for approximately the past nine months. As to the continuing
authority directive, he agreed with the draft distributed under date
of December 13, 1961, Mr, Hayes had suggested that the continuing
directive shovld authorize the purchase of Govermment securities,
under repurchase agresment, having remsining maturities of 2l months
or less, He (Mr. Ellis) had suggested in his letter 18 months or less,
but this was not too important and he had no strong feeling.

Mr. Ellis said he had been impressed by the Commitiee's
difficulty in using c¢lause (b) both to reflect changes in the economic
situation, as the Committee saw them; and to reflect shifts in the
emphasis of monetary policy., He did not think that both things could
e done adequately in one phrase. Therefore, he was anxious to see the
Committee devalop a curreni economic policy directive that would permit
it to recognize changes in the effect of credit policy, as applied to
the economy, and also to state how the Committes wished open market
operations to be conducted in the ensuing period. A move in the
direction he had in mind would be aided by the separation of the
contimueing avthority directive and the current economic policy

directive.
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Mr, Ellis said he would like to suggest again that it might
be helpful for the Committee to have before it at each meeting some
auggested language for the current economic policy directive, This
would provide a pattern for the discussion around the table in much
the same way that Mr. Balderston's proposal had provided a background
against which comments could be made during the discussion now taking
place. Accordingly, he would suggest asking the staff to prepare in
advance of each meeting one or two versions of a current economic
policy directive., He was pleased with the suggestion that a final
directive be drafted immediately following each meeting by the
Gommittee Secretary.

In summary, Mr. Ellis said, any move that the Committee might
make to separate the continuing authority directive and the current
economic policy directive in such manner that the latter could fulfill
the two purposes he had mentioned would in his opinion ba desirable,

Mr. Irons commented that he could see the problems involved
in the development of statementsg of operating policy that would be
generally acceptable at this time, as contrasted with the conditions
that prevailed when the existing statements were first adopted. At
that time there was need for operating policy statements that were
rather rigid and restrictive. Conditions had changed, however, and
there was now a need for greater flexibility, As between a rigid

statement of operating policies that would limit the Committee's
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flexibility and abandormmeni of such rules, he would lean toward the
latter course. In his written comments on an earlier draft of
standing rules thal had been distributed by the Secretary, he had
suggested broadening them in a few places to cover what it seemed to
him the Copmittee had actually been doing, His concern was illustrated
by the statement in the draft of standing rules dated December 8§, 1961,
that "open market cperations are conducted to supply or absorb bank
reserves consistent with the credit and monetary needs of the United
States, in the light of both the domestic economy and international
developments." 3Such a statement might have been appropriate when the
statements of operating policy first went into effect, but he questicned
whether it was appropriate now. The Committee had engaged in
cperations for other purposes arising out of the international situation,
As he had szid, ag between a rigid statement and no standing rules ait
all, he thought that he would faver the latter, This would, of course,
throw an increased burden on the Committee at each meeting, far it
would have to decide, in effect, what the rules were going to be until
the next meeting,

As far as the conbtinmuing authority directive to the New York
Bank was concerned, Mr, Irons said that basically he was not sure that
he saw much difference in the need for such a directive and the need
for standing rules. In other words, he was not sure that there was

too much reason for having a continuing authority directive to the
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New York Bank. There might be times that such a directive would be
too rigid, If there was to be a conmtiming authority directive,
however, he would not object to suthorizing purchase of Government
securities, under repurchase agreement, having remaining maturities of
either 18 months or less or 2L months or less,

Turning te the current eccnomic policy directive, Mr, Irons
noted that it had been felt for public relations purposes that such a
directive was a good thing to have, He did not think personally that
it was necessary, with the Account Manager sitting in the meetings and
hearing the full discussion, However, it was hard to make a convincing
case to an outsider, This led him to favor a current policy directive
that would be fairly specific; he did not think that he would favor a
directive couched just in terms of more or less ease, Figwres were not
too good either, but it would seem better to have a few figures than
for the Committee to become involved in arguments about whether there
should be more or less ease, He did not know whether the Committiee
actually could do much better than it had done, The directive would
simply represent a boiling down of all that had been said around the
table, Possibly, however, there would be some public relations value
in composing and approving a current policy directive for each meeting,

Mr, Irons said he would not favor the suggestion that the staff
be requested to submit draft language for the directive in advance,
He felt that this might have a poor public relations effect. Instead,

the directive ought to be developed out of the discussion at the



12/19/61 w}i5-

meeting., In going around the table, the Committee ought to arrive

at a decision zs to whaft the current policy directive should be for
the period ahead, Then, although he was not sure that the procedure
would work effectively, the Commiittee might authorize the Secretary,
the Manager of the Open Market Account, and perhaps some other staff
person or persons to put down, not in one or two pages but in two or
three paragraphs, some coverage of the economic situation, along with
the consensus on policy for the perlod ahead,

Mr. Swan recalled that in his written comments he did not argue
specifically for elimination of the statements of operating policy.
Since that time, however, he had found himsell questioning some points
in the draft of standing rules that had been distributed. The draft
was well drawn, but if it was a matter of choice between what had been
drafted and having nc operating policy statements, he would favor the
latter course, He would not want to create an impression that the
Committees was, so to speak, amending its constitution. As an example
of the questions he would have regarding the standing rules, as drafted,
he noted that the most recent draft would state that "although
operations in United States Government securities are ordinarily
conducted in short-term issues, the Committee may authorize transactions
in all maturities when desirable because of economic or financial
conditions." It would be his preference to turn the statement arcund

and say thalt "operations may be conducted in all maturities, but
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ordinarily are conducted in shorteterm issues.®™ If that thinking
were carried further, it would result in a choice between a very
general set of standards and the elimination of the statements of
operating policy. If they were eliminated, then as Mr, tayes had
menticned, there were a few principles that he would like to have
on record somewhere. At the game time, he would not want to have
so many documents that it would be difficult to keep track of them,
Therefore, if the operating policy statements were to be eliminated,
he wondered if gsome basic principles such as he had in mind might
not be incorporated in the continuing authority directive,

Mr. Swan said he would favor having a separate continuing
authority directive, He would have no quarrel with the draft
distributed under date of December 13, 1961, except that in it
there appeared at several places the words "except as otherwise
authorized, " and he questioned the inclusion of such language,

Mr, Swan wenit on to express the view that the Committee
might be running into the danger of trying to accomplish too much
in the current econamic policy directive, and possibly confusing
this directive and the policy record, He wondered about the
possibility of hindsight criticism of the current directive if it
was too detailed, yet the purpose of a directive is to direct.
The directive should reflect what was now expressed in the

consensus, and if some gquantitative measures were included, he
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did not think that that would We objectionable, This would
provide a more sensible directive, and one that would avoid the
criticism that the Committee’s directives did not mean anything.
Therefore, although the directive sheuld not be too elaborate, he
would not hesitate to include some quantitative expressions and
provide a true directive rather than a review of the economic
situation,

On the manner of formulation of the directive, Mr. Swan
indicated that he would be concerned about having one or ssveral
draft directives prepared in advance., This procedure might lead
to ¢riticism., While he doubted that the specifiec wording of the
directive could be hamuered out arcund the table at ecach meeting,
he felt that the direstive could be drefted after the meeting,
distributed, and approved quickly amough so that it would actually
be a directive for the succeeding three weeks., If the steps he
had mentioned could be completed by the day following the meeting,
he would consider such a schedule gatisfactory.

The preparation of the dire¢tive should not be confused with
the writing of the policy record sntry, Mr. Swan noted. The policy
record entries should be written separately. It would be desirable,
of course, if the Committee could receive drafis of the policy
record entries prompily, and reach agreement on them, He assumed

that it would be intended that the policy record would be
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published only in the Annual Report of the Board of Governors,

but he felt that the release of some kind of information more
frequently than once each year would be desirable, What he would
have in mind would be a rather extensive discussion, and not the
same thing as the policy record prepared for purposes of inclusion
in the Annual Report.

Mr, Mills said that it was his disposition to be slow to
change and that he would leave substantially as they stood both
the present directive and the statements of operating policy.

The directive was valuable, as the public and persons in academic
life had become accustomed to it, Clause (b) of the directive was
of special importance becsuse changes in it reflected the judgments
of the Committee and the direction of policy in a very important
and desirable way. If the Committee went cver tc an amorphous
general policy, it would be too easy for the Committee to hide
behind generalities and not give a clear report to the Congress

on what it had done and the reasons., As to the statements of
cperating policy, they might best stand in their present form,

with continuation of the special authorization covering operations
in intermediate- and longer-term Government securities, except that
in his opinion the temms of the special authorization should be
modified, In this connection, Mr, Mills presented the following

statement:
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From cbserving the resulis of conducting open market
operations in U, 8, Governmen®t securities other than
Treasury balls, matured conclusions have been reached:

{a) Operations in longer-term securaties, in
particular long=term bonds, have been harmful rather
than helpful and should be diseontinued.

(b) Cperationz in short~term securities of maturities
of two years or less have had limited success in
achieving the objectives sought after and could be
continted experimentally for another year,

The cobjections to opersting in longer-ferm securities
focus on the falge market expectations and damaging
consequences that have resulted from these ftransactions.

By the end of the year it seems clear that the market has
come 10 regard operations in bonds and other longer-ierm

U, S, Goverrment securitiss azs patent efforts to suppors
the market rather than as a means of inflinencing interest
rates., The obvicus fact that long-ferm securities acquired
by the System Open Market Account have been very largely
retained sustain the market's belief and give rise to the
complaint that abstention from supporting purchases is
allowing the market to drift uncontrollably., 211 in all,
the System's longer~term securities transactions have set
the stage for a full-fledged pegging cperation that will
ultimately ourst from its chrysalis full~grown, unless
discontinued promptly. Any economic benefit to the flow
of funds tnat is inherent in longer-term operations is so
obscure alt best that the disadvantages of engaging in this
speculative atiraction far outweigh any presumed advantages.

The limited suceess achieved from operating in short-
term securities attaches largely to the influerce such
transactions have had in holding up the short-ferm interest
rate structure for balance of psyments reasens, ZRven in this
respect, the benefits obtained may have been illuscry to the
extent that System Open Market Account short-term transactions
outside of Treasury bills have interfered with and delayed
market adjustments ineviitably required to refiect the
changing character of economic, domestic, and international
financial developments, However, further expsrimentation
in ¢pen market operations in shori-term U. 3, Government
securities is a reascnable attempt.

The great objection to System open market operations
in both long- and short-term U. 8. Covermment securitiies,
other than Treasury bills, is that they have the effect of
impairing the usefulness of ithe U, 3, CGovernment securities
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market a3 a sounding board for recording economic and
financial movements that should be recognized by appro-
priate monetary and credit policy treatment., Operations
confined to Treasury bills previocusly permitted the market
to reflect the economic responses that monetary and credit
policy formulation must take into account,

In the light of the background outlined, the general
wording of the directive to the Manager of the System Open
Market Account should not be changed nor shotld the
operating procedures be altered, other than to allow
continued operations in short-term U. S. Government secturities
up to maturities of a two-year maximum,

Mr, Mills asked that there be recorded in the minutes his
dissent from the implementation of policy according to the consensus
of this meeting, as that consensus was suggested earlier by Chairman
Martin, He also would dissent from the change proposed by Mr. Hayes
in the wording of clause (b) of the directive, for he did not think
that it reached the nub of the situation.

Mr, Mills then withdrew from the meeting,

Mr. Deming expressed the view that the Commititee shouid
abandon the statements of operating policy and that this action
should be accompanied by an explanatory article seti{ing forth the
reasons. He would hope that such an article could include what
might be termed s broad-gauged explanation as to how a central bank
operates. As he had said in his written comments, he did not see
how the Committee could rewrite its operating policy statements

without the disadvantage of having to explain the changes., Therefore,

he would favor elimination of the stated operating poliecies,
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As to the current policy direcitive, Mr, Deming said his
thinking would start with the premise that the major difficulty
had resulted from lack of adegquate current explanation of what
the Committee was doing rather than from a lack of explanation to
the Desk, In his belief, there was need for a quarterly article
in the Federal Reserve Bulletin stabting authoritatively what the
System had been trying to do, This article would not need fo be
official in the sense of being signed by the Open Market Committee,
but it should be authoritative, This would conform generally to
the practice followsd in many other countries,

As to the content of the current policy directive, Mr,
Deming suggested that it be relatively simple so that the directive
could be voted upon rather easily, If the directive included s lot
of specifics, it might be difficult to come o any agreement, He
would not have any particularly strong objection %o writing a
directive at this Jjuncture in terms of total reserves, bui he
would not necessarily want to continue on that basig over a period
of time, If there could be an improvement in pubiic uwnderstanding
about what the directive meant and how it was voted upon, then he
thought it could be constructed in rather simple terms, The most
feasible procedure might be to cagt the directive in tewms,
generally spesaking, of more or less ease or about the same degree

of ease,
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Mr, Deming said he would endorse Mr. Hayes! guggestion
for a statement of general policy position, which would put a
1ittle flesh on the bones of the current policy directive, This
statement need not be long; it could be as brief as the samples
Mr, Hayes had submitted. If the Committee could vote on a
relatively simple current policy directive, and there was also a
statement of general policy position, he felt that its record would
be in reasonably good shape.

Mr, Deming indicated that he was quite satisfied with the
draft of continuing authority directive that had been distributed
under date of December 13, 1961, He had no strong feeling on
whether the continuing direciive should authorize ithe purchase of
securities, under repurchase agreement, with maturities of 15
months or less or 2 months or less. As to procedure, he suggested
that the continuwing directive could be adopted at each meeting of
the Committee, In the alternative the continuing directive could
remain outstanding wntil the Committee wanted to change it, In
any event, he saw no need for inclusion of the phrase "except as
otherwise authorized"™ at several places in the draft directive,
If the Committee wanted to make a change in the directive, that
could be done at any meeting,

With respect to the mechanics of drafting the current

policy directive, Mr. Deming expressed the view that it was highly
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important that the drafting be done prompily and that acvion by

the Commitise be taken as quickly as peossible, He would prefer, if
possible, that this action be isken on the day that the Cormittee
met. In many cases, he thoughi, the drafting of the directive would
not be too complicated., Where the drafting was complicated, there
might be difficulties involved in attempting to obtain approval by
mail or wire, In his opinion, therefore, the Comrittes should try
to have a relatively simple current policy directive and a statement
of general policy position drafted during a recess following the
first part of each Committee meeting, with the thought that in most
cases the Commitiee could reconvens afber lunch and take action.

Mr., Clay noted that he had stated in his written comments
that he would prefer to continue to have standing rules covering
open market operations. His basic reason was that he thought the
Commitbee must consider around the table the hard problem cof
breadening the scope of its standing ruiles, He felt definitely
that the Committee should adopt a2 more flexible approach, not only
in view of the balance-of-payments problem but also the problems
of the internal economy., To face the need for a more flexitle
approachy he had thought that perhaps it would be a geod idea for
the Committes ic apply iiself to & broadening cof the standing rules,

On the other hand, the proposition of & more flexible approach
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perhaps was agreed upon generally, On that agsumption, he would

say that the statements of operating policy were put into effect
under conditions different from those now existing, that the Committee
did not really need them in its continuing operations, and that he
would be willing to abandon them,

Mp. Clay expressed the view that a continuing authority
directive along the lines of the most recently distributed draft
might well be in order. As to the separate current policy directive,
he felt that this was going to require quite a bit of experimentation
on the part of the Commititee., Many terms were used in discussion
that had different shades of meaning to each individual., In time
the Committee might arrive at a better ability ito communicate its
instructions to the Desk, but there would no doubt be a difficult
period involved, Nevertheless, he felt that the Comittee cught
to attempt it; the Commititee ought to try to give the Desk somewhat
more definitely an indication of its feelings., Perhaps, also, the
Committee should experiment with a procedure such as had been
suggested by Mr. Deming. This could involve some difficulties, but
it might well be worth while.

Mr. Wayne said that he wonld favor the continuance of
standing ruies, for the reason that rules actually would exist
whether the Committee formally adopted them or not. He recognized

the difficulty of operating under such rules and would prefer in theory



12/19/61 55

to abandon them. However, the Open Market Commititee was an agency
of such importance that before long he felt it would be called upon
by some committee of the Congress to state its principles, Trus,

he felt that it would be better if the Committes had something that
might be called standing rules, These could provide for altermative
methods of operation to the extent feasible.

Mr. Wayne indicated that he concurred in the sugrestion
that it would be desirable to publish an authoritative ariicle
guarterly on the direction in which policy was moving and the
reasons, He also concurrved in the suggestion that the staff might
be reguested to prepare some possible language for a current policy
directive in advance of each meeting of the Committes as the basis
for discussion. Today both Mr. Noyes and Mr. Thomas had made
sugegestions in their statements regarding the pelicy that might
be appropriate for the peried shead, and he saw no difficulty
in asking the staff to spell this ocut in words that could be used
a8 a bagis for disecussion,

Mr. Wayne also indicated that he would favor a separate
gontinuing avthority directive, which seemed to him essential
from the standpeint of the New York Bank, As to the current
economic policy directive, he felt differently from some of his
colleagues, In his opinion the directive was valuable primarily
from an historical standpoint and not as the bagis on which the

Open Market Account was managed, and it should be so written,
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Mr, Robertson said he was inclined to agree generally
with the view that there were going to be standing rules of some
kind in any event. Thers could be formally-adopted standing rules,
or the various rules could be dealt with at each meeting of the
Committee, bui there must be some rules or the Commitiee would be
abdicating its responsibility by turning the whole job over to the
Management of the Account, The "rules,"™ of course, could be put
into the contimuing authority directive, In sither way, i.e.,
using standing rules or incorporating them into z continuing
authority directive, the objective of greater flexibility could
be achieved.

Mr. Robertson expressed agreement with the suggestion
that there be a separation of the continwing authority direective
and the current pelicy directive, As to the latter, it seemed bto
him that the Account Manager should not be asked to share in the
respongibility for the drafting, on the theory that it would be
inappropriate for the person to whom the directive was directed
to participate in formulating it. Instead, the drafting ought to
be done by the Committee Secretary, with the assistence and advice
of such other Committee staff as the Secretary micht desire to use.
The current policy directive would bhe a reflecticn of the consensus
reached by the Commititee at each meeting, and in his opinion it

would be unwise to have the confimation of the directive delayed



12/19/61 a5 7=

for three weeks. Consequently, he agreed that the drafbing of

the directive should be done prompitly and that action on the
directive should be part of the Committee’s job before each meeting
adjourned,

Mr, Roberitson also expressed the view that the Commitlteels
operating rules, whether they were contained in standing rules or
in the continuing authority directive, ought io achieve as much
flexibiiity as seemed desirable., In his opinion that flexibility
had been achieved in the drafts of standing rules and continuing
authority directive tnat had been distributed to the Committee,
while there were parts of the drafts with which he would not agree,
he thought they did achieve flexibility, As he saw it, there must
be some rules with respect t¢ matters such as swap transactions,
pegging operations, and the conduct of open market operations
during periocds of Treasury financing, As drafted, the continuing
authority direcvive would permit transactions in securities of any
maturity, To that be would objeet simply because, as the Committee
was aware, he had objected to the so-called "Operation Nudge." In
this connection, Mr. Hobertson presented the following statement:

The so-called "Uperation Nudge® has not been successful
in achieving the twin goals of pushing up short-~term rates
and pushing down leong=term rates. If the operation had
been pursued to the extent necessary to achieve those twin
goals, its defects would now be cbvious, The deleterious

effects of such operation vpon the long-term market for
Govermment securities will become more apparent when the
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Treasury seeks~-as it some time must--to extend the maturity
pattern of the Federal debt by attempting to sell Jong-term
securities for cash or in exchange for maturing securities,

Fuarthermore, while it is pogsible for the Federal Reserve
to acquire long~term securities during a period such as 1963,
when Treasury financing was chiefly short-term, without
immediately and clearly impeding Treasury operations, the
sale of such securities by the Account would present real
problems. Such selling action on our part would not conly
absorb long-term funds from the limited supply, but would
alzo aggravate the uncertzinties which already plague the
long«term market, weakening its supporting structure and
atbtenuating its appeal teo investors.

I cannot foresee any time, when monetary policy would
be calling for the sale of securities to absorb reserves,
that such longer-teym securities could be scld from the
Federal Reserve's holdings without impairing the ability
of the Treasury to lengthen the maturity pattern of its
publicly held securities. This would be unfortunate, in
view of the real need for the Treasury to achieve a more
manageable maturity distribution of the public debt,

For these reasons, I believe the special cperaition--
"Operation NudgeN==should be terminated forthwith,

In further comments, Mr. Robertson said he felt that the
Committee ought to reserve in its rules the right to change them
at any meeting for any purpose. There should be a rule on swap
transactions. That might be included in the continuing authority
directive, with greater flexibility, but it should be there in
some form, With respect to repurchase agresments, he would
continue to object to making loans in the guise of repurchase
agreements to nonbank dealers al lower rates than loans could be
made to member banks, However, the rule could be as flexible as

the Committee wanted,
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Mr, Shepardsen said that in general he would favor the
suggestion that the Committee do away with the statements of
opsrating policy. However, he thought that Mr. Robertson had
made a point., On some matters there were guidelines, written or
unwritten, that would continue o be in everyonels mind. At some
future time it might be desirable to try to reformulate some
general principles, for there must be some guidelines in one fom
or another., In his opinion, however, the difficulty involved in
trying to explain changes in the statements of operating policy at
this time would be greater than the difficulty involved in terminat-
ing those statements.

With regard to the continuing authority directive, Mr,
Shepardson said he would agree with the suggestion that the
Committee take a lock at the directive at each meeting, even bthough
1t might not want to make any change. A4s to the current policy
directive, he thought it important that the Committee try to develop
more of an explanatlon than it had heretofore made, He would have
in mind a directive that would provide some basis for explanation
to people outside the System and that also would be an effective
instruction to the New York Bank, A point that impressed him was
that the Committee had s responsibility to give the New York Bank
and the Account Manager some instruction that both the Accound

Maviager and the Committee could check on reasonably. For that
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reason he would feel that the current policy directive should be
expressed more definitely than in terms of greater or lesser ease,
Recognizing the difficulty of using target figures, it seemed to
him that the Committee would have to develop something tangible
enough so that the Committee, the Account Manager, and the general
public could appreciate what was baing done. As had been suggested
today the kinds of Iigures used in the dirsctive could be changed
from time to time depending on the prevailing circumstances, but
he was inclined 1o feel that some figures should be included.
Further, he would like to have the directive incorporate a summary
statement of basic economic conditions, The directive should be
prepared promptly, and he would be inclined to favor a procedure
under which the Committee would recess and reconvene after lunch
to adopt the current policy directive,

Mr., King said that the arguments for and against discarding
the operating policy statements seemed to him very nearly in
balance, He could convince himself sither way without difficulty.
In his opinion, however, there would be an adverse psychologieal
effect from dropping the statements of operating policy entirely
at this time, Accordingly, with emphasis on the psychological
effect that he foresaw, he would prefer to retain the standing
rules and broaden them as necessary. Although he was not entirely
happy with that conelusion, it was the conclusion to which he felt

that he must come.
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Mr, King indicated that he would favor the adoption of a
gontinuing authority directive, 4s to the current policy directive,
he ssid that he had always been dissatisfied with the {b) clause in
the present form of directive. He would hope that the Committee could
use some quantitative guides, with variations from time to time. As
to procedure, he concurred in the suggestion that the whole process
of drafting and adopting the current policy directive should be
completed before each Committee meeting adjourned.

Mr. Mitchell said he had been impressed by the comment that if
the Committee did not have formel statements of operating pelicy, it
would nevertheless have some kind of rules, possibly by inadvertence.
if an article was published in the Federal Reserve Bulletin, perhaps
that wuld be the new dogma, Personally, he would want to have a set
of standing rules,

As to the continuing authority directive, Mr., Mitchell indicated
that he would have n~ objection to any of the suggestions that had been
made on that score., As he saw it, the current economic policy directive
was the crux of the problem, The views of the Committiee members might
be stated in all kands of ways, but the Manager had to leave each
meeting with an impression of what the Committee wanted, The
Chairman tried to lighten thab burden by stating a consensus, yet the
Account Manager could not help but be influenced by what had been said

arcund the table., For example, for the past seversl meetings he
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{Mr. Mitchell) had said that he would not rock the boat, that he
would avoid creating any impression of a change in monetary policy.
In his o¢pinion that was enough of a directive under existing
conditions., When it came to fipgures, every man sitiing around the
table would tend to use whatever figures he liked, and there might be
some question as to the importance of these guantitative suggestions,
It was important, he thought, tc have the interpretation of the
consensus put down in black and white promptly, and the Committiee
should remain in session until the job of adopting a current policy
directive had been completed,

On the matter of attempting %o state the reasons why the
directive had been adopied, Mr. Mitchell commented to the effect that
he would consider this an extremely difficult job, particularly if iy
was expected to be completed within a short period of time. Time was
needed o think the matter over and look at the record of the meeting,
On the other hand, the instruction to the Account Management had to be
determined immediately. In his opinion, the Account Manager should
participate in the preparation of the directive because it was his
understanding of what the Committee had been saying that really counted.
The problem of the directive was an important matter from the stand-
point of public relations and alsc from the standpoint of the Committee's

dealings with the Manager of the Account,
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Mr, Fulton said that he would faver abandoning the statements
of operating policy on the premise that they were conceived at a time
when the System had stopped pegging the price of Government securities
and at a time when the Open Market Committee was utilizing an executive
committee, He noted that the opening paragraph of the proposed
conbinuing authority directive would sauthorize and direct the Federal
Reserve Bank of New York, to the extent necessary tc carry out the
current economic policy directive, to do certain things., If any
unusual circumstances deveioped, they could be brought to the attention
of the Committee by tne Account Manager, and the Committee could write
a prescription every three weeks, if it wished, to change the methods
followed up to that time, Therefore, he would approve the continuing
authority directive in the form of the draft distributed under date of
December 13 and abandon the statements of operating policy,

Mr. Fulfon indicated that he wonld favor a form of current
economic policy directive that would include a brief referance to the
gconomic atmosphere and then an instruction to the Management of the
Open Market Account. In his opinion the staff presentations made to
the Committee at the beginning of each meeting could be translated
into brief form for presentation to the Committee at the time of each
meeting., Then the Chairman counld draw a conclusion regarding policy
from the comments made around the table, With that background, he did

not feel that it should be too great a burden for the Secretary to
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develop language that the Committee could agree upon before the
meeting adjourned as an instruction to the Account Management,

Mr. Bopp said that he would faver elimination of the statements
of operating policy. He was impressed by the supggestion that an
explanation be given concerning the reasons why the statements were
initially adopted, why they were being eliminated, and what should not
be inferred from their elimination., Such an explanation could also
refer to certain basic principles under which the Committee operated,
including the maintenance of an even keel during periods of Treasury
financing.,

With regard to the drafi of continuming authority diresctive, Mr,
Bopp indicated that he would favor elimination of the phrase "except as
otherwise authorized" on the theory that the Commitiee could make such
changes from time to time as it desired., With regard to the current
econcmic policy directive, he envisaged that it might begin with a
brief discussion of the economic enviromment, with the thought that
growing out of that discussion would come the instruction to the
Account Management, He would hope that different words might be used
in the directive at almost every meeting; in his opinion the Committee
had tended to keep clause (b) of the present directive unchanged for
too long a time, He was somewhat concerned, however, that the Commities
might get itself into a box if it emphasized in the directive any

specific quantitative targets. The directive should be stated in terms
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of goals that the Account Mansger could reascnably be expected to
achieve, On occasions the Commithes might want to refer to some
quantitative target or to indicate that the Manager should pay more
attention than usual to some factor such as the bill rate, GCensrally
speaking, however, while it was nice to be precise, he had some
concern about the resulis of using quantitative targets. As to timing,
he ncted that the directive would not actually be a directive until it
had been voted on by the Committee, Therefore, this should be done as
part of the Committee’s job at each meeting despite any inconvenience
involved,

Mxr, Bryan said that the two statements most nearly reflecting
his own general philosophy were those of Messrs, Mills and Rebertson.
In regard to the statements of operating policy, he noted that the
comment had been made several times that they had been evolved as a
regspongse to a specizl situation peculiar to the Federal Reserve System,
In some ways that was a btrue statement; one could argue, therefore,
that they were no longer necessary, The statements of operating policy,
however; referrad to a number of matters, some important and some
relatively unimportant. In his opinion they should be considered not
merely as a response to a particular situaticn in the Federal Reserve
System, but in some sense as a sort of self-admonition, including an
admonition to bear in mind one of the classical canons of central

harking that nearly everyone had viclated from time to time, to the
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injury of self and country. The canen to which he referred was that
a central bank should deal only in paper of short term and of
unquestioned goodness, Accordingly, in the operating policy statements,
the Committee indicated that it would deal in the securities that were
most nearly the equivalent of cash. This rule need not always be
adhered to rigidly, but it must be adhered to generally, The Bank of
England had violated this canon from time to time, to the injury of
itself and its country, and so had the Bank of France, During the
1520's the Federsl Reserve System had gotten itself into trouble,

and its country alsc, because ithe Reserve Bank discount windows were
making capital loans under the guise of discounting eligible paper.
Thus, the statements of operating policy were something more than an
ad hoc response to a particular situation.

With regard to the current policy directive, Mr, Bryan said he
agreed with the view that the directive should not be a command, only
a target, Moreover, the directive, even as a target, wonld be meaning-
less if applied to sc short a period as a week, TFrom time %o time
various quantitative guides in the field of reserves might have
considerable importance, and at other times they might have less
importance, Essentially, however, it would be unfair to the Account
Management and to the Agent Bank to issue a directive in terms of means

that were not at their command,
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The meeting then recessed and reconvened at 2:30 p.m, with
the same atiendance as at the conclusion of the morning session
except that Mr., Mills was present and Mr. Bryan was not present,

Chairman Martin raised for consideration the question of
procedure from this point., After some discussion, Mr, Balderston said
that, as he had indicated earlier, he would be willing to put in the
form of a motion a propesal that the Committee terminate the three
statements of operating policy that had existed since 1553, discontinue
the use of the existing form of policy directive, adopt a continuing
authority directive in the formm of the draft distributed by the Com-
rittee Secretary under date of December 13, 1961, and agree to the use
of a current econcmic policy directive, which would be prepared and
acted upon in connection with each meeting of the Committee,

Question was raised wheither this should be understood to mean
that the Commitiee would not have any formalized standing rules, and
My, Balderston replied that this was correct., Chalrman Martin commented
that, as he understocd 1%, the continuing authority directive would be
essentially the statement of standing rules, Mr, Hayes noted, however,
that although the draft of contimuing anthority directive dated
December 13, 1961, would refer to certain mechanical details relating
to operations for the Open Market Account, it would not embrace the
subjects now covered in the statements of operaling policy. If he

understood correctly the sffmct of Mr, Balderston's proposal; the
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material embraced in the statements of operating policy, or at least
most of it, would be =liminated, Chairman Martin replied that this
was correct, However; the continuing awtherity directive could be
amended at any time by the Commitiee to include any of the matters
now covered in the statements of opsrating policy, or other matters,
if the Committee so desired, In effect, the Committee would be
starting over again with a new base,

There followed further references to the content of the draft
of contimuing authority directive dated December 13, 1961, and the
effect of having to vote for or against so inclusive 2 motion as had
been cutlined by Mr, Balderston, Ceriain members of the Committee
indicated that they would favor parts of the proposal, but not others,
and that they would prefer to have an opportuniiy ito vcte on a
different basis,

Mr-e Shepardson then moved that the three statements of operating
policy, reaffirmed most recently at the meeting on March 22, 1960, be
terminated, and this motion was seconded by Mr. Balderston., These
statements of operating policy read as follows:

a, It is not now the policy of the Committee to support
any pattern of prices and yields in the Government securities
market, and intervention in the Govermment securities market
is solely to effectuate the objectives of monetary and credit
policy (including correction of disorderly markets).

b. Operations for the System Account in the open market,
other than repurchase agreements, shall be confined %o short-

term securities (except in the correction of disorderly
markets), and during a pericd of Treasury financing there shall
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be no purchases of {1) maturing issues for which an exchange
is being offered, (2) when~issued securities, or {3) out-
sbanding issues of comparable maturities to those being
offered for exchange; these policies to be followed until
such time sg they may be supepseded or modified by further
action of the Federal Open Market Committee,

ce Transactions for the System Account in the open
market shall be enteresd into solely for the purpose of
providing or absorbing reserves (except in the correction of
disorderly markets), and shall not include offsetting
purchases and szles of securities for the purpose of aliering
the maturity pattern of the System'!s portfolio; such policy to
be followed until such time as it may be superseded or modi-
fied by further action of the Federal Open Market Committee.

In discussion of the motiom, Mr., Irons raised the guesiion
whether it was the sense of the motion to terminate the statements of
operating policy, as such, or to say that the Committee would not have
any standing rules,

Chairman Martin replied that adoption of the motion would mean
the termination of the statements of operating policy as such. However,
the proposed continuing authority dirsctive could in his opinion
properly be called a rule. What it might be called later would depend
on its possivle growth,

Mr, Shepardson sard he had assumed, in making his motion, that
an appropriate explanatory article would be developed for publication
concerning the discontinuance of the operating policy statements. This
would be in accord with the suggestiion that had been made earlier
during this meeting.

Chairman Martin then indicated that the voting on the motion

would be with the understanding that if the operating policy statements
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were terminated, such an article would be prepared for publica-
tion,

There being no further questions, the Chairman called for

a vote and the motion was carried,

Votes for this action: Messrs. Martin,
Hayes, Balderston, Irons, Mitchell, Shepardson,
Swan, and Fulton, Votes against this actions
Messrs. King, Mills, Robertson, and Wayne,

Messrs. Bopp, Clay, Deming, and Ellis indicated that if they
had been mémbers of the Committee at the present time they would have
voted for the motion,

The Committee then turned to the draft of continuing authority
directive to the Federal Reserve Bank of New York that had been
distributed under date of December 13, 1961, and agreement was reached
on certain changes in the draft., The first change was to specify that
the Federal Heserve Bank of New York was authorized to buy United
States Govermment securities with maturities of 2k months or less at
time of purchase from nonbank dealsrs for the account of the Reserve
Bank under agreements for repurchase of such securities in 15
calendar days or less. (The number of months had not been inserted
in the December 13 draft,) The second change was to eliminate, at
all places where they appeared in the draft of continuing authority
directive, the words "except as otherwise authorized." The third

change was to eliminate the word "best" from the portion cf the draft

directive which stated that the Federal Reserve Bank of New York was
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authorized to buy or sell United States Goverrment sscurities in the

open market for the System Open Marlket Account at best market prices,
A motion then was made by Mr. Hayes, and seconded by Mr,

Balderston, that the following contimuing authority directive to the

Federal Reserve Bank of New York be adopted, effective immediately:

1. The Federal Open Market Committee authorizes and
directs the Federal Reserve Bank of New York to the extent
necessary to carry out the current sconomic policy directive
adopted at the most recent meebing of the Committee:

{a) Teo buy or sell United States Goverrmend
securities in the open market for the Jystem Open
Market Acccunt at market prices and, for such Account,
tc exchange maturing United States Government securi-
ties with tre Treasury or ailow them to mature without
replacement; provided that the aggregate amount of
such securities held in such Account (including forward
commitments, but not including such special shorit-term
certificates of indebtedness as may be purchased from
the Treasury under paragraph 2 hereof} shall not be
increased or decreased by more than $1 biilion during
any period between meetings of the Committee;

(b) To buy or sell prime bankers’ acceptances in
the open market for the accound of the Federal Reserve
Banlc of New York at market discount rates; provided
that the ageregate amount of bankers’ acceptances held
at any one time shall not exceed $75 million or 10 per
cent of the total of bankers! acceptances cutstanding
as shown in the most recent acceptance survey conducted
by the Federal Reserve Bank of New York;

(c) To buy United States Government securities with
maturities of 2L months or less at the time of purchase,
and prime bankers® acceptances, from nonbank dealers for
the account of the Federal Reserve Bank of New York under
agreements for repurchase of such securities or acceplances
in 15 calendar days or less, at rates not less than (a)
the discount rate of the Faderal Reserve Bank of New York
at the time such agreement is entered into, or (b) the
average issuing rate on the most recent issue of 3J-menth
Treasury bills, whichever 1s the lower.

2. The Federal Open Market Committes authorizes ard
directs the Federal Reserve Bank of New York to purchase directly
from the Treasury for the account of the Federal Reserve Bank of
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New York (with discretion, in cases where it seems desirable,
%0 issve participations to one or mors Federal Reserve Banks)
such amounts of special short-term certificates of indebted-
ness as may be necessary from time to time for the temporary
accommodation of the Treasury; provided that the total amount
of such certificates held at any ones time by the Federal
Reserve Banks shall not exceed $500 million,

No further discussion being requested, the Chairman called for

a vote and the continuing authority directive was adopted,
Votes for this action: Messrs. Martin,
Hayes, Balderston, Irons, King, Mitchell,
Shepardson, Swan, Wayne, and Fulton, Votes
against this action: Messrs, Mills and
Robertson,

Messrs. Bopp, Ulay, Deming, and Ellis indicated that if they had
been members of the Committee at this time they would have voted for
adoption of the continuing authority directive.

Mr. Robertson stated that he had voted against the adoption of
the continuing authority directive for several reasons. First, he
objected to the inclusion of the authority to buy United States
Govermment securities from nonbank dealers under repurchase agreements
at rates that could be lower, in certain circumstances, than the
discount rate of the New York Reserve Bank., OSecond, he objected on the
ground that the continuing authority directive did not include certain
rules within which the Management of the Open Market Account must
operate on behalf of the Open Market Committee. Specifically, the

document did not include any directive to the effect that open market

cperations were %o be conducted primarily to supply or absorb bank
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regserves; it did net 1limii open market operations to shori-term
securities and instead permitted operations in Govermment securities
of any maturity; and it contained no restriction against conducting
operations for the purpose of supporting any patitern of prices or
yields in the Govermment securities market, Also, the contiming
authority directive contained no language specifying that during
pericds of Treasury financihg open market operations were to be
conducted in such manner as to change as little ag possible prevailing
money market conditions. Finally, the contimuing autherity directive
contained no prohibition against swap transactions (offsetting purchases
and sales of securities for the purpose of albering the maturity pattern
of the System’s portfolic).

Secretary's Note; Later in the

meeting, Mr, Robertson requested that

the statement he had presented during

the morning session on operations in

intermediate- and longer—tarm securi-

ties also be regarded ag a part of the

explanation of his dissenting vote,

The Chairman inquired of Mr, Mills whether he wished to include
any comments in the record concerning his voie on the motion, and Mr.
Mills replied that comments in explanation of his position had been
presented by him at this morningfs session,

There followed a brief discussion, in light of a question raised

by Mr. Thomas, which brought out that certain special authorities most

recently reaffirmed by the Committee at its meeting on March 7, 1961,
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such as the asuthorities in respect to repurchase agreements and

bankers! accepiances, continued in existence and wers not terminated

by the action of the Committee terminating the three operating policy
statements, Mr, Hayes noted in this commection that at some subsequent
meeting, if it were found that some of the special authorities needlessly
duplicated what was in the continuing authority directive, the Commitliee
could terminate those authorities if it so desired,

The discussion then turned to the content of the current
economic policy directive and the procedure envisaged for its preparation
and adoption,

Mr, Hayes sugpested that the consensus as to policy, in whatever
form it might be stated by the Chairman and accepted by the Committee,
constitute the basis of the current policy directive, He also suggested
initiating a procedure whereby the Secretary of the Committee, the
Account Manager, and the Economist of the Committee would formulate a
general statement of policy position giving the raticnale underlying the
consensus and that this statement, in draft form, be distributed to the
members of the Committee for vote by wire or mail. The consensus,
however, should be vobted upon before the adjourrment of the meeting,

Chairman Martin stated that the consensus today was not as clear
as it had been on a number of occasions, However, he thought the
consensus was clearly not to become easier and instead, perhaps, to

trend in the direction of slightly tighter monetary conditions,
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although without any overt change in policy, with emphasis placed on
maintaining the Treasury three-month bill rate in the range of 2-1/2 -
2~3/l1 per cent.,

Mr. Hayes inquired whether the consensus did not favor keeping
nearar the upper part of the 2=1/2 = 2-3/L per cent range, o which
Chairman Martin replied that he would say there was some inelination
to keep nearer the upper portion of the range.

The Chairman then inguired whether the members of the Committee
agreed that the consensus was as he had stated it.

Mr. Shepardson referred to the suggestion that had been made by
several persons during the meeting that the itarget for further growth
of total reserves be reduced fron an annual rate of 5 per cent to L per
cent, or even as low as 3 per cent, He inquired whether that would be
considered a tightening, Chairman Martin commented that he would prefer
to say a "irendaing," and after some discussion Mr, Shepardson said that
he would not interpret the suggested reduction of the growth target for
total reserves as a tightening, Mr. Hayes suggested that this might be
regarded as a trend toward a bit tighter situation, and Chairman Martin
suggested that it might be referred te as a trend toward a less easy
situation,

Mr, Thomas commented that this disecussicn i1llustrated the
problem involved in using the word "tightening.® Much would depend on

what credit demands developed, In his statement this morning he had
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been suggesting that the Committee indicate that it would supply
through open markei operations the amount of reserveg that would he
adequate for a certain amount of growbh in total reserves and let the
market decide whether or not there would be a tightening. The L per
cent growth rate that he had mentioned was after allowance for seasonal
variations., Whether interest rates would rise or the money market would
tighten would depend on whether credit demands pressed against the
available supply of reserves,

Chairman Martin then said it seemed to him that 1t would be wiser
for the Committee to use some reference to the bill rate than to specify
quantities of reserves for growth or to specify something in terms of
the money supply. He did not believe that it would be feasible to try
to pin down such factors.

Following additional discussion, Chairman Martin restated his
sonception of the consensus of this meeting. As he saw it, the consensus
was along the lines of concentrating on a bill rate in the upper part of
the range of 2-1/2 - 2.3/l per cent and trending toward a slightly less
easy mohetary condition, without overt action,

Chairman Martin inguired whether there was disagreement on the
part of members of ihe Committee with his statement of the consensus,
and no comments to such effect were heard,

The Chairman then called for a vote on the implementation of

policy according tc the stated consensus,
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Cf the members of the Commitiee, Messrs, Martin, Hayes, Balderston,
Irons, Shepardson, Swan, Wayne, and Fulton woted for the implementation
of policy along such lines, while Messrs, King, Mills, Mitchell, and
Robertson voted in the negative,

Messrs. Bopp, Deming, and Eilis indicated that if they had been
members of the Committee at this time they would have voted for the
implementation of policy according to the censensus, while Mr. Clay
indicated that he would have voted in the negative,

Mr. Robertson stated that he opposed the implementatvion of policy
according to the consensus cn the basis that he did not believe in tying
monetary policy to the bilil rate.

Mr, Mills stated that he had dissented because the policy would
not be as strongly restraining as he believed conditions reguired. He
added that at every juncture where there had been some tendency toward
even a modest tightening, that tightening had not cccurred; at the first
shadow of any market disturbance, the Committee had turned and moved in
the other direction.

Mr. King said that his dissent was largely on the basis that he
thought this was the wrong time for any trend in the direction of less
ease. In his opinion 1t would be wiser to wait until after the Holiday
shopping period was out of the way., He felt; however, that a month or
a month and a half from now he would be 1ikely to come to the same

conclusion as the majority of the Committee,
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Mr. Mitchell said that his dissent was on the ground that he
did not think this was the right time to start tightening.

Mr. Clay said he did not believe that this was the time to
start even a slight movement toward tightening.

In further comments on the policy reflected in the consensus,
Chairman Martin said that he ¢id not view it as representing a tightening.
Mr. Swan said he would regard it as reflecting essentially a centinuation
of what had been going on, and Mr. Hayes suggested that it reflected a
slight change of emphasis. Mr. Balderston referred to a “deceleration
of acceleration.!

The Chairman then commented that the next matter for consideration
would appear to be the question of writing a current economic policy
directive to the New York Bank. The question was whether to reguest the
Secretary, the Accocunt Manager, and the Economist to drafi a directive
that would reflect the consensus.

Mr. Robertson made the suggestion that such a procedure might be
instituted at the next meeting, when the staff weuld be betier prepared,

Mr. Hayes said he would interpret this suggestion as ccntemplating,
in effect, that the Committee would reinstate clause (b) tempararily. He
went on to bring out that his earlier suggestion on procedure had been
that the Committee adopt the consensus as the current policy directive,
and that it cause to be prepared following the meeting a statement of

general policy position. Unless the Committee had those twe things
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together, he felt that it would not have proper evidence to repori to
the Congress what it had done.

Mr, Robsrtson then clarified that his suggestion would be, for
the purpose of this one meeting, to take out clause (b} of the old
directive and insert language that would fit in with the statement of
the consensus,

Mr, Shepardson noted that today's meeting presumably would be
the last meeting of the Committee dwring the current calendar year. At
this morning's session there had been interjected, prior to ithe deter-
mination of policy for the forthcoming period, a discussion of operating
procedures. In his opinion it might be better to conclude the action
cn policy teday according to the procedure that had been in existence
at the beginning of the meeting., For this meeting, 1n other words, the
Committee would issue a directive the same way that 1t had in the past.
The new procedures could then become effective with the first meeting
of the Commititee in the new year.

Mr, Balderston said he had been concerned about the impression
that the Committee!s published policy record had made on the academic
fraternity and other sophisticated groups. He had been hopeful that
this year the Committee could adopt a new set of directives that would
be more intelligible to those who had encugh interest in the Federal
Reserve System to read the Annual Report of the Board. He would like

the report this year to put the Committee!s best foot forward.
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Mr. Hayes noted that the comsensus of this meeting had been
agreed upon by the Committee., It would be his suggesticn that the
Committee now ask the Secretary to transmit a statement of policy
position to the members of the Cormittee, with the thought that this
could then be approved and embodied in the directive.

Chairman Martin commented that such a procedure would seem to
raise the question of taking another vote, and Mr. Hayes responded that
the purpose of the so-called statement of policy position would be 1o
present the reasons why the Cormmittee had come to the consensus that
had been agreed upon. Those who did not favor the policy expressed in
the consensus presumably would not agres with the statement of policy
position,

Chairman Martin then inguired whether such a procedure would
be generally agreeable to the majority of the Committee, and there were
no comments to the contrary. Accordingly, Chairman Martin stated that
it would be understood ihat the procedure would be along such lines.
The Secretary would have to do the best that he could by way of
experimentation and the Committee would have %o consider the probiem
in detail at its next meeting.

Mr. Sherman cormented that it would appear that the vote on
implementation of the consensus, as stated by the Chairman, was the
policy action of the Committee at this meeting. That vote was what

would go into the policy record.
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No difference of opinion with this comment was indicated.

Mr. Shepardson then moved that, beginning with its next meeting,
the Committee foliow a procedure whereby promptly after the morning
segsion of each meeting the Secretary, the Manager of the System Open
Market Account, and the Economist would prepare, bearing in mind the
suggestions as to content expressed during teday!s discussion, a draft
of current economic policy directive on which the Committee would act
before the meetang adjourned. This motion was seconded by Mr. Balderston.

In discussion of the motion; Mr. Swan said he understood that
the statement to be drafted would be more limited in scope than the entry
that would subsequently be prepared for inelusion in the Committee's
policy record.

In reply, Vr. Hayes called attention to the draft statements of
general policy position that had been submitted with the New York Bank's
letter of November 3, 1961, In substance, the statement he envisaged
would be a brief resume indicating why the Committee reached the conclusions
that were embodied in the consensus. 3Such a statement would indicate the
factors to which the Committee had given weight, and what it was irying
to stress.,

Mr. Swan said he would not object to the conitemplated procedure.
He had simply been wondering how much substance it was envisaged would be

incorporated in the proposed statement.
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Chairman Martin replied that he would have in mind getting as
much substance into the statement as feasible, He went on to say that
those who dissented from the consensus would have their votes recorded
in the mimutes of the particular meeting. The statement of the majority
position on policy would then be drafted by a group consisting of the
Secretary, the Account Manager, and the Economist,

Mr. Robertson suggested that there might be 2 situation where
the Secretary, Economist, and Account Manager would not agree among
themseives. The Account Manager, he said, certainly should understand
exactly what was involved and should be fully consulted. The Economist
also should be fully consulted, However, the responsibility for the
drafting should be placed with the Becretary, There should never be an
occasion where no draft was submitted simpiy because the group could
not reach agreement.

Mr. Mitchell noted that the principals would be at hand, and
Chairman Martin sajd it would be expected that the staff group would
bring in some draft. He agreed, however, that the respounsibility for
placing a draft before the Committee should be centered in the Secretary,
even though other staff members would be involved in the drafting process.

There being no further discussion, vhe Chalrman called for a vote
on the motion as to procedure made by Mr. Shepardson, and the motion was
carried, Messrs. Martin, Hayes, Balderston, Irons, King, Mitchell,
Robertson, Shepardson, Swan, Wayne, and Fulton voting in favor of the

motion, and Mr, Mills voting against it.
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Messrs, Bopp, Clay, Deming, and Ellis indicated that if they
had been members of the Committes at this time they would have voted
in favor of the moticn,

Mr. Mills stated that a faverable voie on his part would not
have been consistent with his pesition, sxpresssed eariier during this
meeting, favoring retention of the form of policy directive that had
been used up to this time.

Chairman Martin turned to Mr., Rouse zt this point and inquired
whether there were any prospective developments in the period ahead on
which he would like to comment, and Mr. Rouse indicated that he had no

comment, .

Secretary's Note: Pursuant to the procedure that had
been agreed upon for this meeting during the foregoing
discussion, the Secretary, the Account Manager, and
the Economisi subsequently drafted a current economic
policy directive to the Federal Reserve Bank of New
York which the Secretary transmitted to the members of
the Committee, who were asked to indicate their
approval or disapproval of the wording, including an
indication as to which of two alternates they would
prefer for the last clause of the [irst sentence in
the second paragraph (see directive below). On the
basis of the replies received, certain minor changes
were made in the draft, On December 21, 1961, the
Secretary advised the President of the Federal Reserve
Bank of New York by telegram that ab the meeting of
the Federal Open Market Committee on Dacember 19, 1961,
the Federal Reserve Bank of New York had been author-
ized and directed, until otherwise directed by the
Committes, to execute transactions for the System Open
Market Account int accordance with the following current
economic policy directive:

It is the current policy of the Committee to permit further
bank credit and monetary expansion so as to promote fuller
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utilization of the economy's resources together with money
market conditions consistent with the needs of both an
expanding domestic economy and this country's international
balance=cf=payments problem,

To implement this policy, operations for the System Open
Market Account shall bhe conducted with a view to providing
reserves for bank credit and monetary expansion (with allowance
for the wide seasonal movements customary at this time of the
year), but with a somewhat slower rate of increase in total
reserves than during recent months, Operations shall place
emphasis on continuance of the three-month Treasury bill rate
at close to the top of the range recently prevailing, No
overt action shall be taken {o reduce unduly the supply of
reserves or Lo bring about a rise in interest rates.

The votes recorded on the foregoing directive
were the same as those recorded during the meeting
concerning the implementation of policy according
to the consensus, as stated by Chalrman Maritin,
However, Mr. Hayes and Mr. Swan, while voting for
the above current economic policy directive,
indicated they would have preferred, as the language
of the last clause of the first sentence in the
second paragraph, "but with a slight shift in
emphasis in the direction of less ease.”

At this point Mr, Hexter, Assistant General Counsel, joined the
neeting.

With reference to the question of Federal Reserve operations in
foreign currencies, Chairmsn Martin noted that there had been distributed
to the members of the Committee copies of a letter addressed to him under
date of December 18, 1961, by the Secretary of the Treasury. This letter
had been obtained as the result of discussions with the Secretary that he
had undertaken in accordance with the amthorization given to him at the

Committee meeting on December 5, 1961, The text of the lstter referrad

to by the Chairman was as follows:
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As you know, I have besn much interested in the work
of the Open Market Commitiees and itsg staff in exploring the
possibility of Federsl Reserve operabions in and holdings
of selected convertible foreign currenciss. The proposal
which has been developed seems to be highly constructive,

The Treasury, rslying upon the Federal Reserve Bank of
New York az fiscal agent, has experimented with foreign
currency operatiocns and holdings over the past nine months,
with very useful effects on the funciioming of the foreign
exchange markets and degirable effects in safeguarding the
international value of the dollar. During this short pericd,
our recently attained convertible international payments
syctem has been going through ite first real test. From
time to time, we have had to deal with unusnal payments flows
of guite some size, occasioned in pari by unceriainty about
the relationship of currency values,

I share the view of many European financial leaders that
we must not allow these volatile flows of funds to undermine
the international financial mechanism we have all struggled
so0 hard te rebuild during postwar years., As you are aware
from last week's press announcement regarding the IMF, we
have just negotiated an important supplement to the Fund's
resources te help us deal with any developing disequilibrium
in balance of pavments relationships among the larger industrial
countries that tnreatens an impairment of the monetary system,

While the IMY special resowrces arrangement will be a
major reinforcement of the worldls payments system, we must not
overlook other means of kesping that system convertible,
efficient and sustainable, Operations aleng lires in which
the Treasury's Stabilization Fund has experimented are one of
these means,

In view of xts limited resocurces, the Fund's foreign
currency operations have necessarily been on a pilot basis.

Ir my opinion, t.iess pilot activities Justify tne belief that
operations carried out on a2 broader and more adequate scale
will be beneficial to the fumctioning of exchange markets and
to the pivotal role which the dollar plays in them,

At the same time, it is important to recognize that such
operations can best be conducted by the central bank because
only the central bank can make the prompt smooth adjustments
that are called for domestically, In view of the established
responsibility that central banks have for sound and stable
monetary cornditions, the world®s financial community is
naturally looking to them to play an active role in maintaining
a sound payments system., It is surely a proper central banking
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function to engage in temporary operations that will help

to buffer and moderate tendencies towards volatile flows

of funds, Over the longesr periocd, the very existence of a
central banking capability for coping promptly and effectively
with veolatile flows can give confidence to international
traders and investors, and further the orderly evolution of
internationsl market processes.

If the Fedsral Reserve decides 4o undertake foresign
currency operaticns, the Trsasury and the Federal Reserve will
both need to recognize in advance; of course, that they will
have to feel their way; that effective methods of operations
and effective working relationships between them can only be
worked out gradually; and that they need to learn together the
best ways of carrying our mutual responsibilities for a sound
dollar internationaliy, In such an effort, the Treasury on its
part would naturally want to avoid impinging on the independence
of the Federal Reserve System within the Goverrment,

If the Open Market Committee decides to consider its current
proposal further, we will need to consuli together on the details
of any division of responsibilities between the Treasury and the
Federal Reserve.

I realize that the Committee might be hesitant to embark
on operations in which it has not engaged since the establish-
ment of the Stabilization Fund under the Gold Reserve Act of
1934, If the Committee should be interested in the opinion of
the Treasury's General Counsel regarding the statutory
provisions governing foreipn exchange operations by Govermment
agencies, or if the Commiitee desires to obtain some statutory
clarification of these provisions, the Treasurv's lepal staff
will be ready to cooperate with yours.

It would be helpful if questions about the Committee's plans
in the foreign currency field could be resolved before our legis-
lative program for the next session of the Congress has to be
submitted, Before final activation, of course, any specific
proposal will need to be reviewed and discussed with the National
Advisory Council in accordance with the provisions of the Bretiton
Wocds Agreements Act,

In view of the current sensitiviiy being shown by the foreign
exchange markets to the balance of payments problem of the United
States, it is desirable to make progress in this matter as rapidly
as 1g feasible,

In closing, I might add that, according to my information,
foreign currency cperations by the Federal Reserve on a broader
basis than those pioneered by the Stabilization Fund wounld be
welcomed by other central banks.
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Chairman Martin commented that, the letier having been
received, it now appeared to be up to the Committee to decide whether
it wanted to go forward with the matter at thisz juncivre, whether it
wished to delay further, or wheiher it wanied tc turn down the
proposal, That was where the matter stood at the moment. The Chairman
called attention particularly to the portion of tne letter in which the
Secretary of the Treasury sald he realigzed that the Open Market
Committee might be hesitant to embark om operaticns in which it had not
engaged since the establishment of the Stabilization Fund under the Gold
Reserve Act of 1934 and that if the Commititee should be inberested in
the opinion of the Treasuryt!s General Counssl regarding the stavutory
provisions governing: forelgn exchange operaticns by Government agencies,
or if the Committee desired to obtain some statutory clarification of
these provisions, the Treasuryts legal staff would be ready to
cooperate with the legal staff of the Federal Reserve,

If the Commitiee wished to go forward with this matter, the
Chairman said, it would seem to him that it ought to authorize the
legal staff of the Committee to work with the legal staff of the
Treasury on gomething that would bring to the attention of the House
and Senate Banking and Currency Committees the problem with respect to
statutory clarification of the Federal Reserve'!s aubhority to deal in
foreign currencies in the manner proposed. That would seem to be the

logical and orderly procedure, First, however, the Open Market Committese
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cught to decide whether it wanted to go forward with this matter
at all,

His own thinking, the Chairman said, was that in view of world
conditions at the present time the Federal Reserve should be prepared
to deal in foreign exchange, The rationale for such operations had
been set forth quite clearly in a memorandum from ¥r, Thomas dated
December 1k, 1961, copies of which had been distributed to the
Committee, A good case, Chairman Martin thought, could be made that
the central bank was the proper agency to handle such operationz. If
an abttempt was goins to be made to deal with voliatile flows of funds,
the System must be prepared to coperate somewhat like the Open Market
Sommittee in the CGovernment securities market. 1In his opinicn, it
would be helpful to all concerned if the Committee c-uld move forward
cn this matter today because it would take time to work out some of
the necessary relationships. In his opinion, the Committee should go
forward, However, he would now throw the matter open for discussion.

Chairman Martin then turned to Mr, Hayes, who said that he
would not take a great deal of time today because he had spoken on the
subject at previous Committee meetings. In brief, he would 1like to
express concurrence in the memorandum from Mr. Thomas, which provided
a general rationale for the kind of activity under consideration, It
was a fact, Mr. Hayes noted, that this type of operation fell,

generally speaking, within what were considered central banking
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operations in most of the major countries of tne woerld., Therefeore,
1t was quite logical to feel in prainciple that this was an area of
operations on which the Federal Reserve System shouli embark.,

Mr., Hayes s-in he was satisfied that the Federal Reserve dad
have legal authority to conduct such operations., Personally, he would
be ready to move frward on the basis of Mr, Hackles's opinicn, Ab
the same time, he could see distinet benefits in obtaining statubtory
¢larification from the Congress, From where he sat; 1t was rather
hard for him te Judve what length of time would be irvelved in petfting
such clarification. Tne avestion, therefore, was wirther to proceed
while getting such authorization from the Congress or to wairt umbal it
had been obtained, +e would agree that it woulc be appropriate to
enter into discussiens with the Treasury's lepal staff and to take up
with appropriate parties the question of how statutorv clarification
maght best be secured. evertheless, he had scme feeling that the
sooner the System arbarked on this activity the betiter it would be
from a purely pract cal point of view, in that tbe resources of the
Stabilization Fund were ouite limited, Recognizir~ the need, he thought
that the System would o= derelict if it failed to move reascrnably
nromptly. However, he was willing to leave to the chairman the
decision on how promptly that ought fto be done in relation to the new
legislation that woul? be scughte

Mr, Ellis said that the memcrandum from VMr, Thomas had provided

an underiying rationale more appealing %o him than the earlier discussions,
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which were based to a substantial extent on methodoleogy and legal
reiationships. He noted that the proposal had not been presented to
the Committee as a matter of great urgency. If the matter was not one
of great urgency, he felt that in the longer run th- 3ystem would be
on sounder footing if it proceeded carefully and undertook to obtain
some statutory clarification, as suggested in the lstier from the
Secretary of the Treasury. The appropriate procedurc, it seemed to
him, would be to follow the course indicated by the portion of the
letter to which particular reference had been mad= ty Chairman Martin.
This suggested that the Committee should anthorize Jounsel to enter
into discussions with the legal staff of the Treasur -, with the objective
of obtaining a statutory definition of responsibl.iity, sc that System
operations could get off on the right foot.

Mr. Irons sazd that with the receipt of the Secretary of the
Treasury!s letter, his earlier questions had beer partly answered. He
would favor proceeding with the proposal on the vasis of the procedure
suggested in the Secretary's letter, namely, that the legal staffs of
the Federal Reserve and the Treasury get together and work cui ihe
details of statutory clarification.

Mr. Swan indicated that he agreed with the views expressed by
Messrs, BEllis and Irons. Looking further ahead, he would think in terms
of following the plan set forth in the revised draft »apers from the

staff that had been distributed to the Committee under date of December 12,
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1961. This set of documents met the objections that he had previcusly
expressed. }/

Mr, Deming said that he would regard operations in foreign currencies
a8 a proper activity for the central bank if statutory clarification cousid
be obtained, He had several relatively minor points regarding the techni-
caiities of the staff documsnts, and if agreeable he weuld set those forth
in a letter,

Chalrman Martin indicated that it would be anpropriate to submit
these comments by letter.

Mr. Cisy s43¢ that he would favor movang forward to obtain statutery

ciarification.

1/ The revised draft papers embodied several sugrestions made at the

T Commitbee meetinT ¢n December 5, 1961. The propoced instructions of
the Open Market Cormmittee regarding open market transactions in foreign
currencies (Paper Lo. 2} contained an amended enumeration of purposes
of such transactions, and a senience had been added stating expressly
that the operalions should not be used to obscur: basic changes in the
U, S. balance cf payments. The propeosal to establish a subcommittee of
the Open Market Cormittee had been eliminated; instead the Chairman and
Viee Chairrman of the Committee and the Vice Chairman of the Beard would
be autherized, within guidelines issued by the Committee, to set maximur
amounts for individual currency holdings and exchange rate limits, to
review and approve understandings between the lew York Bank and foreign
central banks, and to take action in emergencies vhen the decision of
the Commiitee coula not be sought in time, It was made clear that the
Committee would be continucusly provided with full information on
transactions., The puidelines for open markei ocperations in foreign
currencies (Paper Lo. 4) would now be issued by the Committee itself;
and the pertinent section had been amended to eliminate reference to
seasonal and cyclical swings and thus make it cieszr that System trans-
actions shoulc azim only at moderating or cushicriasz the efrects of
unusual paymenis swings, The proposed explanatery paper on the aims and
scope of System for=ign exchange operations had oezen amendea to conform
to the changes in tne two aforementioned papers. In addition, Mr., Hackley
had submitted a n2. paver (Paper No. 7) embodyiry suggestions for possible
statutory clarifi:aticn of the System's authority fo engage in foreign
exchange operation..
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Mr, Wayne likewise expressed the view that the legal staff of
the Federal Reserve should be authorized to work with Counsel for the
Treasury to obtain statulory clarification. In view, however, of the
phraseclogy of the Secretary of the Treasury'!s letter and the opinion
of the Committee's General Counsel that the Federal rReserve had statutory
authority to engage in foreign exchange operations, ae would be willing,
if time was of the essence, to proceed with such operations while seeking
gtatutory clarification.

Mr. Milis said that he would proceed with the proposal, However,
as he had brought out at the December 5 meeting, the mechanism was
experimental and he had seriocus misgivings as to whetner the operations
in foreign currencies would work out toc the benefit of the Federal Reserve
System, Those misgivings went back very importantly to the System's
experience in operating outside the bill market in Governmenti securities.
This operation was to nave been experimental, but 2t had now developed
intc a permanent procedure, one that in his opinion nad not worked out
to the general good,

Mr. Robertson expressed the view that the subject was of such
importance as to warrant thorough analysis by the Congress te determine
what it would want the Federal Reserve to do. Consequently, he would
favor exploration of the matter, as contemplated in the Secretary's
letter, with a view to seeking legislation. He hoped that the matter

would be presented not as an effort to obtain autherity to do something
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that the Federal Reserve thought was right but in such manner as to
let the Congress determine, after welghing all of the facts and
arguments, whether it wanted the Federal Reserve to do the job. 1In
the meantime, he would suggest that prudence be exercised in conversa-
tions with outside parties.

Mr. Shepardson commented that he was not entirely clear about
vhe degree of urgency of the proposed aciiviiy. He noted that the
vecretary of the Treasury, in one portion of his leatter, had referred
to the current sensi.ivitv being shown by the foreipgn exchange markets
to the balance-of-vayments problem of the United States and the desirabilavy
of making progress in tnis matter as rapidly as feasible, He would certainty
Tavor the proposal tnat Federal Reserve and Treasurv Counsel meet with a
riew to exploring tue ratser and developing appropriate proposed legislation.
"lowever, it was not clear to him whether there was a feeling on the part
¢f the Secretary of +he Treasury that the situation was of such urgency &as
to warrant moving ahead prior to Congressional actien., If such was the
case, he would favor moving ahead, If the matter was noi regarded as
urgent, however, he thought it would be preferable to proceed by the
legisiative route before any operations were undertaken.

Chairman Martin replied that he could not speak for the Secrefary
of the Treasury or the Under Secrelary for Monetary Affairs. He expected,
however, that both cof them would share the view of kr. Hayes that the

Federal Reserve ought to go ahead without legislation. On the cother hand,
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he was not entirely convinced that there was enousgh to be gained to
justify giving up the exploration that needed 1o be carried ocut between
Federal Reserve and Treasury Counsel on matters such as the division of
respensibilities., It might be, of course, that there would be a crisis
at any time, but this was difficult to predict, From the svandpoint of
cbtaining general understanding of this problem, he would feel much
better tec have the matter explored with the Treasury in bterms of division
of responsibilities and in terms of obtaining Conpgressional support. In
s opinion, that would be better than jumping the egun. The Treasury
had experimented in this field through Stabilization Fund operations,
but the effectiveness of those operations was open to some doubt. While
the Treasury felt thalt they had been highly successful, there was a
division of opinion within the financial communiiy.

Mr, Hayes commented that there was no such civision of opinion
in foreign central banking quarters, to which Chairman Martin replied
that that was a different story. There was no doubt about the matter
from the standpoint of international monetary ccoperation,

Mr. Shepardscn then stated that he thought Chairman Martin had
answered his question. As he (Mr. Shepardson) had stated, he would
favor exploration of the matter with Treasury Counsel. He weould only
go ahead with operations on the existing basis if there was information
that the problem was more urgent than seemed to him probably was the

case,
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Mr. King said iray he would favor procesdins with exploration of
the matter with Treasury Counsel in the manner outlined in the Secretary's
letter. He added that the Chairman's thoughts, as the Chairman had just
expressed them, coincided with his own. In his opinion, this woula be
the greatest responsibility that the System would have veoluntariiy under-
taken since he began his service as a member of the Board of Governors.

If he were a member of the Congress and the Federal Reserve, in the absence
of a pressing need, undertook such an operation without havaing asked the
Banking and Currency Committees to consider the matier, he felt that such

a procedure might incur his wrath., Accordinglv, he thought that the

matter should be carried forward along the lines suggested in the letter
from the Secretary of the Treasury. In a crisis he would ignore the rule
hook and proceed, bat in the absence of a crisis he would move forward
aleng the lines that had been suggested, It was important, he thought,

if the position was tzken that the Federal Reserve was the proper agency

to conduet such operations, that the System be surc 1t took complete
control of the operaticis, In this connection, he had some doubt whether
the present System crranization--and he would neot asvocate any rearrangement
of the organization-~-lent itself to the control ol such operations. Hever-
theless, he would hold that doubi in abeyance and r—oceed with the explora-
tory discusszons with Treasury Counsel. Absent a crisis, he would like to
be recorded againsi 'ndertaking any operations in iov22gh currencies untii
such time as stabtutory c.arification was obtained. 'le would nol want to

cross bridges ahead of tame.
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Chairman Martin commented that if it was felt that a crisis was
likely in the near future, it was not particularly logical to say that
the Federal Reserve should wait for the crisls to occur. Instead, the
System ought to be acguiring some currencies in order to be in a position
to deal with the crisis. That was a valid point, However, there could
be many differences of opinien on how soon a crisis might occur, whether
ong would occur, and whether the proposed operations in foreign currencies
would be the most effective means by which w handle such a crisis.

Mr, Mitchell said he was encouraged that the Chairman had talked
with the Secretary of the Treasury. As he reaa the Secretary's letter,
the Treasury wanted the Federal Reserve 3ystem tc undertake these operaticns.
However, a crisis did not exist at present. There was no way of knowing
when a crisis might occur, bul the evidence that a crisis was imminent
did not seem strong. There seemed to be time fto develop legislation.,
Therefore, he would consult with the Treasury and develop, as rapidly as
possible, draft legislation that was satisfactory io the Federal Reserve,
1t would be advisable, he thought, for whoever was conducting these
negotiations with the Treasury to report back to the Committee regularly,
even between meetings, as to the kind of program tanat was under consideration.
For example, he was not sure whether the plan would contemplate Federal
Reserve heldings of foreign securities.

Mr. Young replied that this would be contemplated under draft
legislataion. Under the present plan, without legislation, it would not

be contemplated,
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Mr, Mitchell then said that he was iun favor of moving ahead and
that he felt the matter should be pushed forward as hard and as fast as
possible,

Mr. Fulion stated that he would be in favor of proceeding in
accordance with the suggestion in the Secretary's letter. He would
dislike to see the System get into an operation of this kind before the
Congress had unequivocally given the System the authority and had expressed
tre opinion that the Federal Reserve was the agency to do the job.
fxploration with the Treasury seemed to him highly desirable, with a
view to seeking legislaticn on a unified basis.

Mr. Bopp expressed agreement with the comments made by Mr. Fulton,

Mr. Balderston said that he would like to see two steps taken
concurrently., The first would be consultation between the legal staffs
of the Treasury and t.a: “ederal Reserve, as sugyested in the letter from
the Secretary of the Treasiry, The second would be tie development of
guidelines in this are: thit would correspond to the continuing authority
directive in the domes—..c area, Then, as soon as Congress gave the green
light, the System would be in a position to begin operations in foreign
currencies without further discussion and delay.

Mr. Baldersti).: also referred to the point, previously mentioned,
that the System might be ineffectual in meeting a crisis if it waited
until the crisis actually occurred., For this reason he felt that, as a

precautionary measure, action should be taken prcmotly to acquire currencies
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of key countries. A%t various times of ihe year such currencies could
be cobtained advantageously despite the fact that this country was now
in a deficit situation.

Mr., Balderston commented that the aggrepate of dollars spent
in the acquisition of foreign currencies would be small relative to
the amounts placed in foreign hands in the form of investing and
spending abroad. Protective steps should be taken bafore a crisis
occurred, as illustrated by this yeart!s experience of the United
Kingdom,. Had sterling been bought for the Federal Reserve System's
portfolio when it was low in price last spring, perhaps it would not
have been necessary for the United Stateg {to sell the United Kingdom
$300 million of gold in November,

Chairman Martin stated that on the basis of the comments that
had been made, it appeared that the sentiment favorec going forward
with the proposal by autnorizing consulbation with the legal staff of
the Treasury, as sugeested in the Secretary'!s letier. After referring
to the point that had been raised about initiating foreign currency
operations in advance of a crisis, the Chairman indicated that he would
like to clarify his own pesition. He thought that the proposed operations
in foreign currencies would be a very desirable activity. He also thought,
however, that the System ought to be very careful about giving the idea
that these operations were going to solve fundamental problems. It should

be recognized, for example, that if the Federal Reserve had held $300
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million of sterling the Braitish might hawve taken the gold anyhow,
Further, the British might not have taken the steps toward a solution
of their payments protlem that they took in the interim. ¥Xo one ceuld
know such things for certain. In any event, however, 2ither in the
Jovernment securities market or in the foreign exchange market, 1t was
still necessary to dear with fundamenvals, One must not be misled into
thdnking that any of these ideas, good as they were, wers going to sclve
the whole problem, The problem was not that simpie. On the other hand,
every practical device should be used,

With reference to Mr. Balderston!s comment about the need for
working out a directive for foreign currency operations similar to the
contimiing authority directive in the domestic area, Mr. Hayes said he
felt that this had largely been done, The Secretary of the Committee
na9d been working alen  nose Jines for some taime. The only point he
would like to add to the discussion was that he thought the Treasury
should review carefuily the documentation concerning the details of ihe
proposed operations to sece whether it saw anything wrong, The advice of
the Treasury on the technical aspects of the proposal shouild be obtained.

Chairman Mariin said he understood from today's discussion that
Counsel would be authorized to refer any of the documentation to the
Treasury for review, He agreed that the staff had done a good job in
putting this material Together. Further, there had been excellent

cooperation on the part of the Treasury. It was only at the December 5
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Committee meeting that he was authorized to discuss the subject with

the Treasury, and the letter since recejved from the Secretary was in
his opinion a good letter, It provided 2 satisfactory basis on which
to proceed without impairment of the position of either the Treasury

or the Federal Reserve,

¥o disagreement with the commentsg of Chairman Martin was
indicated.

At the conclusion of the discussion, the legal staff of the
Committee was authorized to confer with the legal staff of the Treasury
for the purposes suggested in the letter from the Secretary of the
Treasury.

It was agreed thai the next meeting of the Upen Market Committee
sould be held on Tuesday, January 9, 1962.

The meeting then adjourned,
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