A meeting of the executive committee of the Federal Open Market
Committee was held in the offices of the Board of Governors of the Fede
eral Reserve System in Washington on Tuesday, March 29, 1955, at 103hS a.m.

PRESENT: Mr. Martin, Chairman
Mr, Sproul, Vice Chairman
Mre. Leach
Mr, Mills
Mr, Vardaman

Messrs. Balderston, Fulton, Ircns, and Szymeczak,
Members of the Federal Open Market Committee.

Mr, Riefler, Secretary

Mr. Thurston, Assistant Secretary

Mr, Vest, General Counsel

Mr. Thomas, Economist

Msssrs. Daane and Young, Associate Economists

Mr. Carpenter, Secretary, Board of Governors

Mr. Sherman, Assistant Secretary, Board of
Governors

Mr. Koch, Assistant Director, Division of
Research and Statistics, Board of Governors

Mr. Miller, Chief, Governmert Finance Section,
Division of Research and Statistics, Board
of Governors

Mr. Roosa, Assistant Vice President, Federal
Reserve Bank of New York

Mr. Gaines, Securities Department, Fedasral
Reserve Bank of New York

Before this meeting there had been sent to the members of the ecom-
mittee a report of open market operations covering the period March 15 to
March 2k, 1955, inclusive, and at this meeting there was distributed a sup-
plementary report covering commitments executed March 25-28, 1955, inclue-
sive, Copies of these reports have been placed in the files of the Federal
Open Market Committee,

Upon motion duly made and
seconded, and by unanimous wvote,
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the open market transactions during
the period March 15 to March 28,
1955, inclusive, were approved, rat-
ified; and confirmed,

Mr, Young made a statement with respect to recent economic develop-
ments concerning which a staff memorandum had been sent to the members of
the committee under date of March 25, 1955, Mr. Young summarized the
situation by stating that during recent weeks additional data becoming
available supported earlier evidence of vigorous and broadly based expansion
in the United States economy., Production has risen further, unemployment
is declining, and buying by consumers and businesses is strong. Inventory
accumulation has not yet developed on an important scale-—probably because
final sales have been larger than anticipated. Average wholesale prices
declined slightly from mid~February to early March, but since then have
recovered as prices on farm products have advanced and prices of soms in-
dustrial materials have risen, Average consumer prices have continued
stable, Fluctuations in stock prices have been large in recent weeks, Mr,
Young said, but investor and business confidence appears little affected.
Abroad, expansion continues in Western Europe with no evidence that the
strong monetary actions taken in Great Britain are having abrupt repercus-
sions on industrial activity,.

In response to a question from Mr, Vardaman, Mr., Young stated that
unfilled orders had been rising since September of 195L4 and that there now

was a backlog of around $50 billion, compared with a total of unfilled
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orders of around $75 billion at the peak in 1953, Mr. Young expressed
the view that while the curremt backlog was 1/3 below the 1953 peak, it
wag a very substantial volume in terms of its economic sighificances.

Mr, Sproul inquired regarding the quality of current figures or
estimates of unemployment, and Mr. Young stated that the present method
of obtaining information on this phase of economic activity was definitely
strengthensd over methods in use prior to a few months ago, He felt that
the figures being made available today were better in quality although all
the difficulties inherent in measuring this kind of activity had not been
overcome, Also, he believed that comparisons of current figures with those
for a few months ago were fairly well adjusted so as to indicats significant
changes in unemployment or whether unemployment had ceased to rise, but he
did not feel that toec much reliance could be placed on total estimates of
unemployed, for example, whether the total was closer to 3 million or to L
million persons, Mr. Young also said, in response to a question from Mr.
Vardaman, that part-time work schedules in major industries had been reduced,
that the average hours of work per week was now about 40-1/2, and that on
the whole it appeared that industry was operating pretty much on a full
tims schedulse.

Mr, Balderston inquired whether turnover of unsmployed had been
increasing or decreasing, to which Mr, Young responded that he thought it
had been decreasing in terms of the average period of time that individuals

now unemployed have been out of work, This reflected the fact that
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additions to the number of unemployed have been decreasing, He alsc said
that separations of workers in industry have been decreasing and hiringe

of new workers have been increasing since last September,

Mr. Thomas stated that the securities markets and the credit
situation had been affected during the past month by several specizl
factors which had brought about erratic movements, some of which were sea-
sonal and some of which were associated with the tax paymsnt period. An
important development has been a much larger Treasury balance at the Fed-
eral Reserve Banks than had been expscted., Issues of new securities have
been large, although smaller recently than earlier in the month. Corporate
bond yields have levelled out after reaching higher levels early in March,
Governnent bond yields declined during most of the month.

Mr, Thomas stated that bank credit and monetary supply factors
have been affected by tax and other temporary influences during March.
loans generally have increased more, while holdings of Government securities
have declined more this year than last, The changes this year have been
more nearly like those of the same perind in 1953, Business loans in the
four weeks ending March 23 increased about $500 million at reporting eity
banks whereas last year the increase was less than $400 million. loans on
securities and on real estate and other loans also increased more thies year
than last, although security loans declined sharply during the latest wesk
for which figures were available. During the four weeks ending March 23
this year the decrsase in demand deposits at reporting city banks was
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somewhat less than in the same period last year-—a difference that may
reflect merely the fact that with a ons~day earlier report date fewer
tax checks have been debited against the account,

Ur. Thomas also commented on figures given on a sheet which was
distributed containing projections of reserve changes during Jamuary-May
1955, He stated that in the absence of Federal Reserwve action it appeared
that, chiefly because of an unusually large Treasury balance at the Reserve
Banks, there would bs negative free reserves during the week ending March 30,
which would continue during ths following week, reflecting im part higher
required reserves resulting from tax and loan account credits im connsction
with the new Treasury tax certificate issue. Except for the third wsek
of April, negative free reserves might continue for a period of sewveral
weeks, in the absence of System operations, On the other hand, Mr., Thomas
said the New York money market has not been as tight recently as had been
anticipated. New York banks have been borrowing relatively little, but
substantial borrowings have taken place in Chicago and at reserve ecity banks,
These banks appear to be rathsr complacent about their borrowings, Mr.
Thomas said, and do not seem to be under great pressure, but this may bs &
temporary attitude. In sum, Mr. Thomas felt that there were all the ele-
ments for a tight money market during the next few weeks.

In response to a gquestion by Chairman Martin, Mr. Sproul statsd
that the estimates of free reserves for the current statement week and the

two following weeks prepared at the Federal Reserve Bank of New York were
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reasonably close to the estimates prevared in the Board's offices. Mr,

Sproul then made a statement substantially as followss

1.

2,

3.
L.

5e

There is clearly continued vigorous improvement in the busi-
ness situation, and the improvement is broadening out—not
Just automobiles and housing and their immediate derivatives,
although these continue to move forward at a rapid--perhaps
too rapid—pace,

At the same time there are no clear and present signs of
broadening out of speculative influences in the economy.
There are still question marks about the performance of the
automobile and steel industries over the year as a whole,

as to whether housing has gone too far too fast, as to what
agricultural income may be, and as to whether expansion of
the economy will be largse enough to avoid worsening of un-
employment., These question marks are not mo big as they
were, but they are probably still helpful in preventing a
boom psychologye

There is virtually no change in price indexes at any level
or stage of the process of production and distribution.

On bank credit expansion, commercial loans have gone up &
little bstween end of year and the March 15 tax date, when
seasonally there is usually no change and last year there
was a declins. The increase this year was to be expected,
however, as a reflection of continued recovery from reces-
sion, and it gives little or no indication of undus use of
credit, The continued rise of real estats loans and consumer
loans is disturbing. But perhaps the most significant aspect
of the data on bank credit is that total loans and investments
of weekly reporting banks are down $1.6 billion in the first
eleven weeks of this year, whereas they declined only 500
million in the same period last year.

The Treasury has just completed a successful borrowing of

$3 billion, plus, to be paid for April 1. It will probably
need to borrow another $1.5 billion sometime before the
middle of May and then, in the last half of the calendar
year, it will again be a heavy borrower--perhaps for $10 or
$11 billion.

During the past week "free reserves"™ have been negative as
often as they have been positive, but signs of credit strine
gency have not developed in the money market, This has been
partly due to the better mobilization of available funds
from all parts of the country., As one consequence of firmer
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but not stringent money conditions, the Treasury bill rate,
at the auction, has coms up to 1-3/8 per cent, so that the
discount rate is now in touch with market rates, and mem-
ber bank borrowing has become more active. These are de-
sirable developments at this stage of economic recoverys

Te After a temporary run-up of reserves between now and April
1 (the payment date for the new Treasury certificates), it
looks as if there will be a lean period for about two wesks,
or until the middle of April, with "fres ressrves" in a
negative position most of the time, and then another lean
period of two or three weeks after ths middle of April.

8. Would like to test and probe the situation during the next
two weeks by seeking to allow the market to work out its
ovn adjustments as far as possible. Day-to-day decisions
as to whether or not relief action is desirable should take
into account the apparent adequacy of reserves, the level of
member bank borrowing, changes in the level of money market
rates of interest, particularly the Treasury bill rate, and
the prevailing tons of confidence or uncertainty.

9. If temporary situations develop which need to be relieved,
repurchase agreements can be employed, If the pressure
seems to be getting too great, between now and mid-April,
some outright purchases may be necessary. But I would pré-
fer to hold back on outright purchases as long as seems
prudent--to see if repurchase agreements and increased use
of the borrowing privilege won't get us over the hump. That,
it seems to me, would be a proper extension of the policy
we have been following in the light of the developing eco-
nomic situatlon.

Mr, Vardaman stated that he had no comments to add to those made
by Mre Sproul.

Mr, Leach stated that there had been a slight change in his
appraisal of the situation since the meeting two weeks ago. There had
been an increased regard for the strength of the recovery reflecting a
number of factors including the continued strength of consumsr purchases,
some evidence of increases in inventories, and data on plans for increased

equipment and plant outlays during the second quarter of this year,
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Residential building continued very strong in spite of some reluctance
on the part of lenders with respect to thirty-year mortgage commitments,
Mre Leach felt that on the basis of the instructions from the full Com=
mittee and the developing economic situation, the executive committee
should not be concerned if interest rates moved a little higher and
borrowings at the Federal Reserve Banks rose a little more. Mr. Leach
added that he would not like to see interest rates rise a great dsal,
however he would hope there would be more discounting if conditions got
as tight as now appear likely. If more reserves were needed, he would
favor resorting to repurchase agreements, He would much prefer the use
of repurchase agreements to outright purchases of securities partly be-
cause they terminate themselves and partly because they have less effect
on the market since over a period of time they offset themselves, Also,
and more important, repurchase agreements and their subsequent termination
have less psychological effect in the market than outright purchases and
sales of securities, Summing up, Mr. leach would like to have the market
get somewhat tighter than it is but he would hope that discounting would
take care of the situation, after which repurchase agreements would be
made available, with outright purchases of securities to be used only if
the other two means of providing reserves failed to take care of the
situation,

Chairman Martin then called upon Mr, Mills who made a statement

substantially as follows:
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It seems to me that we have a very difficult situation,
with a strong business background and strains in residentisl
building mortgage credit and possibly in consumer credit and
the securities market, but with a very difficult problem of
how to restrain overoptimism in those areas at a later dats,
Mr. Sproul!s discussion would seem to point at tactics, Per-
haps we might also look at the strategic area of policy. At
the last two meetings, there has been passing comment at the
lag that takes place between a positive Systsm action and
results that stem out of that action, and the bearing thoss
results have on the economy. Messrs. Young and Thomas re-
ferred to the fact that there are points of similarity be=-
tween 1953 and the immediate 1955 period that we are moving
throughe To carry that back against the lag bstween cause
and effect, is there not a case that in 1953 at the beginning
of the year, System policy was a policy of neutrality, in that
the major restrictive effects on credit were coming from &
very rapid growth in commercial bank credit at the time, The
restrictions the Committee made effective at the beginning of
1953 may not have flowsred into results until the climactic
events which confronted the Committee in May, when the market
was undoubtedly distressed and credit became unavajlable, If
history is repeating itself, with contractive effects of with-
drawals of reserves during Jamuary and February, as we come
into mid-May and June of this year it may be that for the
first time the committee will realize the effects of its pre-
vious policy. If thoseeffects and the stringency imherent in
the earlier action should come at a time when we have an auto-
mobile industry strike, or when the bloom would have gone off
the real estate market, we might have invited a difficult
problem during the summer and later, if it then becomss neces-
sary to encourage business activity through an easier credit
poliey.

Looking back to 1953, the System moved promptly in May
and June in providing reserves and in reducing reserve require-
ments in July. But those actions did not have their effect
until the fall and later, while in that period we drifted into
& lower level of economic activity. If we should move through
a similar sequence of events through the later spring and sum-
mer, we might find that resuscitating action we might take
would lose some of the benefits intended. It is remotely pos-
sible that we will have added exuberance to an alresady active
business situation, but it would seem that the committes
should keep a very careful eye on developments and on the
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reserve position in order to prevent a stringency that is la-
tent in the actions it has taken already this year.

To that end, where in 1953 we wisely led the situation
by providing reserves in advance of need to stimulate the
economy, perhaps in this period we have led sconomic davelop-
ments with a tightness that might be embarrassing later on,
and we might be wise from this time on to follow rather than
to lead in putting pressure on the market—let the market
put on the pressure rather than have positive System actilon.

I find myself in quite complete agreemsnt with Mr.
Sproul that we should proceed on "feel", but that should be
so sensitive that we should come promptly to the assistance
of the market, and positively, if the occasion should suggest
such action, I would differ from Mr, Leach with respect to
his view that aid should not be through direct purchases of
bills. I would prefer, if the projections of free reserves
are borne out by developments, not to have a deficiency in
reserves over a period of time, Bubt I would agree with Mr,
leach, howsver, that when and if we might put in reserves
through direct purchases, it should be on the basis that those
reserves would be allowed to remain in the market, rather than
for us to "fidget back and forth" in the market,

Mr, Sproul said that in terms of historic analegy, there was a
difference between 1953 and 1955. 1953 came after 1952, and the System
was then building up a policy of credit restraint during a period when
economic activity was expanding at levels above those of a previous active
period. 1955 follows 1954, and while currently activity is approaching
the peak of 1953, the economy is still recovering from the recession that
started in that year and may be said not to have recovered the growth that
was lost during the recession period. Mr. Sproul thought the committee
should not be too concernsd with either the high level of activity that
had been reached, or with the possibility of letting pressures exert them-

selves in the market in accordance with policy followed recentlye.
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Chairman Martin suggested that in a rising picturs, the rising
pressure on credit was actually helpful rather than a hindrancs. In
late 1953, the committee thought that $100 million was quite a substantial
level of free reserves, but the figure had been rumming much higher during
recent months. In Chairman Martin's judgment, some of the "froth" in the
present picture was due to "easy money." He did not think that any one
could accuse the committee of having pursued a "tight" monsy policy during
the recent period.

Mr, Irons said that his impression of the situation was that there
was evidence of growing strength in theeconomy. There was a marksd increase
in confidence among leading business men in the Dallas district regarding
the strength of the recovery, if "recovery" was still the proper word to
describe developments-~the situation might be getting closs to the point
where "recovery" no longer applied. Mr, Irons added the comment that he
agreed with Mr. Sproults statement as to credit policy and would not be
disturbed if there were some fiming in the market.

Mr. Balderston said that it seemed to him that the committee had
two problems to consider: the immediate and what may obtain in the future,.
As to the immediate situation, it seemed to him that the committee might
pressrve the status quo as to its own actions, letting the market tighten
of its own accord, That meant he would prefer not to see any dramatic
action with respect to the discount rate or margin requirements at the
moment. But looking forward to the surmer and fall, the committee faced
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two possible situations: (a) an absence of war, and (b) the existence
of a shooting war, In the absence of war, Mr., Balderston said that he
would like to see the mortgage expansion abated somewhat by another long-
term bond if the Treasury could discovar an appropriate way of issuing
one, And if ebullience continued, under that situation he supposed the
committee would find some change in margin requirements and upping of the
discount rate advisable. Looking to the other possibility, if a shooting
war should coms this spring, then we are faced with an entirely new set
of circumstances,

Mr. Fulton said he agreed basically with Mr. Sproul's summation
of the situation., This so-called recovery is pretty solid, he said, and
he did not think it so tender that it would be disturbed by a little tight-
ness in the market. He would like to see banks make adjustments in their
reserve position at the discount window, with any wider swings of a tempo-
rary nature being taken care of through repurchase agreements.

Chairman Martin called for other comments and, in their absence,
he said there appeared to be general agreement that we should continue
about what the committee has been doing. None of the members of the com-
mittee disagreed with this statement.

In response to Chairman Martint®s question, Mr. Sproul said that he
thought no change was needed in the directive to be 1ssued to the Federal
Reserve Bank of New York at this time,

Thereupon, upon motion duly made and
seconded, the executive committee voted
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unanimously to direct the Federal Raserve
Bank of New York until otherwiss directsd
by the executive committees

(1) To make such purchasss, sales, or exchanges (in=
cluding replacement of maturing securities and allowing
maturities to run off without replacement) for the System
account in the open market or, in the case of maturing se-
curities, by direct exchange with the Treasury, as may be
necessary in the light of curremt and prospective economic
conditions and the general credit situation of the country,
with a view (a) to relating the supply of funds im the
market to the needs of commerce and business, (b} to foster-
ing growth and stability in the sconomy by maintaining con-
ditions in the money market that would encourage recovery
and avoid the development of unsustainable expansion, and
(c) to the practical administration of the account; provided
that the total amount of securities in the System account
(including commitments for the purchase or sale of sscurities
for the account) at the closs of this date shall not be in-
creased or decreased by more than $750 milliong

(2) To purchase direct from the Treasury for the ac-
count of the Federal Reserve Bank of New York (with discre-
tion, in cases where it seems desirable, to issue partieipa-
tions to one or more Federal Reserve Banks) such amounts
of special short-term certificatss of indebtednsss as may
be necessary from time to time for the temporary accommoda-
tion of the Treasury; provided that the total amount of such
cortificates held at any one time by the Federal Reservs
Banks shall not exceed in the aggrepgate $750 milliong

(3) To sell direct to the Treasury from the System
account for gold certificates such amounts of Treasury se-
curities maturing within one year as may be nscessary from
time to time for the accommodation of the Treasury; provided
that the total amount of such securities so sold shall not
exceed in the eggregate $500 million face amount, and such
sales shall be made as nearly as may be practicabls at the
prices currently quoted in the open market,

Chairman Martin stated that, for the information of the committsee,
he wished to report a telephone call which he received yesterday from
Mr. Erickson, President of the Federal Reserve Bank of Boston, in which

Mr. Erickson said that from the point of view of the Nation's over-all
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economy, he and the directors of the Boston Bank would favor an increase

in the discount rate in the near-term, but that they thought the Boston

Bank should not lead in making an increase since conditions in that Dis-
trict reflected nothing of a gpecial nature to call for such action.
Chairman Martin went on to say that he had replied to Mr. Erickscn that he
would mention these views at this meeting today, particularly since Mr,
Erickson also said that the directors of his Bank felt that a little
tighter money market position in the near future would be desirable. Chair-
man Martin also said that he pointed out to Mr. Erickson that in view of
the payment for the Treasury!s tax anticipation certificates coming dus
next week, this was not an opportune time for a recommendation on the dis-
count rate,

Chairman Martin then referred to the draft of resolution with re-
spect to bankers? acceptances as tentatively approved in form by the execu-
tive committee at its mesting on March 15, and to the proposed authorisza-
tion to be issued by the executive committee to the Federal Reserve Bank of
New York which would carry out the principles approved by the Fsderal Open
Market Cormittee at its meeting on March 2, 1955 regarding bankers® accept-
ances, namely, that the System acquire a portfolio of bankers acceptances,
that it discontinue the procedure approved on June 19, 1952 under which a
minimum buying rate on bankers!?! acceptances was established by the full
Committes with authority for the Manager of the System Open Market Account
to specify effective buying rates, and that the authorization for such
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purchases of bankers?! acceptances include authorization for entering

into repurchass agreements. Copies of the resolution of the full Commit
tee and of the proposed authorization to be given by the executive com-
mittee had been sent to all members of the full Committee and to all other
Reserve Bank Presidents on March 21, Chairman Martin went on to say thet
unless there wers suggestions for change in the form of the resolution of
the full Commitiee, as tentatively agreed upon at the meeting of the exscu~
tive committes on March 15, 1955, pursuant to the request of the full Come
mittee on March 2 that the executive committse consider the wording and
form of resolution to carry out the policy approved on March 2 by the full
Committee, he would suggest that the resolution now be formally approved
by the executive committee on behalf of the full Committee, to become ef-

fective today,

Thereupon, upon motion duly made and
seconded, unanimous approval was given te
the following resolution, approved in prin-
ciple by the Federal Open Market Committes
on March 2, 1955, with the understanding
that it would become effective when formally
approved as to wording by the executive coms-
mitteas

(1) That the authority granted by the Federal Open Mar-
ket Committee at its meeting on June 19, 1952 and thereafter
amended from time to time with respect to the purchase in
the open market of prime eligible bankers?® acceptances, in-
cluding the authority to the Manager of the System Open Mar-
ket Account to specify currently effective rates at whiech
such purchases shall be made, bs and the sams hereby is
cancelled;

(2) That the exescutive committee, until otherwise di-
rected by the Federal Open Market Committee, is hereby



3/29/55 «16=

authorized to direct any Federal Reserve Bank to buy from
and sell to acceptance dealers, for the account of such Fed-
eral Reserve Bank, prime bankers?! acceptances of the kinds
designated in the regulations of the Federal Open Markst
Committee, at such times and in such amounts as the exscu~-
tive committee may deem advisable and consistent with the
general credit policies and instructions of the Federsl Open
Market Committes;

(3) That purchases and sales pursuant to the foregoing
authorization shall be made by the Federal Reserve Banks at
market rates of discounts

(L) That the executive committee, until otherwise di-
rected by the Federal Open Market Committee, is hereby au-
thorized to direct any Federal Reserve Bank to enter inte
repurchase agreements with nonbank dealers in bankers? ac-
ceptances at such times, in such amounts, and at such rate
(or rate ranges) as the executive committee shall prescribe,
covering prime bankers! acceptances of the kinds designated
in the regulations of the Federal Open Market Committee, sube
Ject to the same conditions on which the executive committee
is now or may hereafter be authorized from time to time to
direct the Federal Reserve Banks to enter into repurchase
agreements in United States Government securities, except that
the maturities of such bankers! acceptances at the time of
entering into such repurchase agreements shall not exceed six
months, and except that in the event of the failure of the
seller to repurchase, such acceptances shall continue to be
held by the Federal Reserve Bank or shall be sold in ths open
market,

Chairman Martin then inquired whether there were suggestions re-
garding the draft of authorization to be issued by the executive committee,
specifically, whether the authorization should be to the Federal Reserve
Bank of New York only or whether it should run to all Federal Reserve Banks,

Mr. leach suggested that, for reasons which he stated, it would
be preferable for the authorization to be given to the Federal Reserve Bank
of New York only for the time being.

In a further discussion of the limitation to be placed on the

amount of bankers! acceptances to be acquired, it was suggested that a
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limit of $25 million be specified at this time and that the rate on re-
purchase agreements covering bankers? acceptances be set at the sams

level as the rate applicable to repurchase agreements covering U, S. Gov-
ermment securities, presently 1-1/2 per cent in accordance with the action
of the exscutive comittee on November 23, 195L.

Thersupon, upon motion duly made and
seconded, and by unanimous vote, the exscu-
tive comittee approved an auvthorization
as follows, with the understanding that i%
would be effective until superseded by
further action of the committes.

Pursuant to authority granted by the Federal Open Markst
Committee, effective March 29, 1955, the executive committee
hereby authorizes the Federal Reserve Bank of New York for
its own account to buy from and sell to acceptance dealasrs,
at market rates of discount, prime bankers?® acceptances of
the kinds designated in the regulations of the Fadaral Open
Market Committee, at such times and in such amounts as may be
advisable and consistent with the general credit policies and
instructions of the Federal Opsn Market Committee, provided
that the aggregate amount of such acceptances held at any ene
time by the Federal Reserve Bank of New York shall not exceed
625 mi]l:lon.

The executive committee further authorizes the Fedaral
Reserve Bank of New York to enter into repurchase agreemsnts
with nonbank dealers in bankers?! acceptances covering prime
bankers® acceptances of the kinds designated in the regula-
tions of the Federal Open Market Committes, subject to the
conditions provided in the authorization as to repurchase
agreements covering bankers? acceptances granted by the Fed-
eral Open Market Committee, effective March 30, 1955. Such
agreements shall be at the same rate as that applicable, at
the time of entering into such agreements, to repurchase agree-
ments on U. S. Government securities,

At this point Messrs. Bethea, Director, Division of Administrative

Services, and Leonard, Director, Division of Bank Operations, entered the

meeting.
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At Chairman Martint's request, Mr, Riefler made a statement with
respect to meetings which he had attended recently at the office of the
Director of Mobilization concerning plans for emergency operations. Mr.
Riefler said that he had attended these msetings on behalf of the Chairman
in connection with the general program for emergency planning that has been
under way for some time, At the recent meetings, it had been brought out
that because of the uncertainties of the existing Far Eastem situation,
the Office of Defense Mobilization was checking up on the planning for
carrying on operations of Government, including the issuance of any special
orders, if an emergency arose., Mr, Riefler stated that as announced in
the daily press, it was planned to have a full-dress dispersal exsrcise in
June under which representatives of the different Government agencies would
go to relocation centers for a period of several days, While there was
nothing for the Federal Reserve to do that had not been done, he mentioned
that it would be necessary for the Treasury and the Federal Reserve to get
together and decide what monetary and credit and tax policies would bs ap-
propriate in the event of such an emsrgency. The Treasury would, of course,
have to devise appropriate tax measures on the basis of whatever the tax
gituation was at the moment. Consideration would also have to be given to
whether measures for the regulation of consumer and real estate credit

would seem necessary and if so, the manner in which such regulatory meas-

ures should be taken,
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Mr. Bsthea then described the arrangemsnts that had bsen made
for relocating the Board's operations at the Federal Reserve Bank of
Richmond under the plan that had been adopted some time ago. Mr. Bethea
stated that the dispersal exercise to which Mr. Riefler referred wes
scheduled to take effect from June 15 to 17, inclusive, and that it was
contemplated that the first two days of the exercise would be concernsd
also with Civil Defense planning. He noted that the Richmond Bank some time
ago had provided quarters for a nucleus of about 75 persons who were sched-
uled to proceed from the Boardf®s offices to Richmond in the event of an
emergency, and that the Bank was prepared to make additional space availe-
able if necessary. Mr. Bethea stated that while it was contemplated that
there would be a period of activation from May 1 to Jume 15, 1955, the
plans for such period were not yet knom,

Mr. leonard stated that the emergency plan to be activated in case
of an attack on the U, S. was being currently reviewsd in order to bring
the various provisions up to date. This general plan contemplated the
issuance of an executive order by the President, as well as the issuance
of regulations by the Secretary of the Treasury and by the Board of Governorse.
Drafts of the exscutive order and of the regulations to be issued by the
Treasury and the Board had been prepared, Mr. leonard said, the essence of
the regulations being to eliminate so far as possible the legal restrictions
on banks that now existed, to give to the managements of the banks responsi-

bility for taking appropriate action, and to provide legal protection for
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actions the banks might take in good faith pursuant to the regulations,
The dominant tone of discussions at current meetings, Mr. Leonard said,
was one of seriousness, and it was the feeling that the June test should
be a real working test to bring out the manner in which operations of the
various agencies might be carried out from the relocation center,

Chairman Martin stated that while there was nothing new in the
comments regarding the mesetings curremtly being held, he felt it desirable
to have them reported at this meeting in order to indicate the thinking
of some of the responsible persons in Washington regarding the need for
such plans, It was very important for the Open Market Committee and the
executive comnitiee to be aware of the possibilities in the situation,
he said, and to be thinking of problems that might be involved in terms of
general credit controls and all other facets of controls the System might
wish to invoke in the event of what he hoped might be a local disturbance.

Mr, Vardaman commented that while this was probably not the appro-
priate place to raise the question and while he felt that without guestion
Richmond was the logical place to have the exercise in Juns, he still felt
that Richmond did not represent a nontarget area and that some other loca-
tion such as Cincinnati or louisville might be preferable.

Chairman Martin agreed that this was not the place to discuss the
matter, but that it should have careful consideration at an appropriate

time,
Mr, Vardaman and Mr, Carpenter withdrew from the meeting at this

point.
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Mr, Sproul sald he assumed that if commmnications were in exist-
ence after an emergency, the Federal Open Market Committse could guickly
get & sive for its operations, He also assumed that in such an event the
situation would be interpreted as one coming within a definition of a
"disorderly situation" for whatever action was necessary to bs taken to
prevent the Committee's policies from deteriorating.

Mr, Ieach statad that the scheduled days for the dispersal sxer-
cises, June 15-17, would come within the period tentatively scheduled for
the next meeting of the Federal Open Market Committee, the week beginning
June 13, and that this might necessitate a rescheduling of the latter,

It was agreed that the next meeting of the executive committes
would be held at 10:L45 a.m., Tuesday, April 12,

Thereupon the meeting adjourned.




