A mesting of the Federal Opsen Market Committee was hsld in the
offices of the Board of Governors of the Federal Reserve System in
Washington on Tuesday, February 13, 1962, at 10:00 a.m,

PRESENT: Mr, Martin, Chairman
Mr. Baldersion
Mr, Irons
Mr. King
Mr, Mills
Mr. Mitchell
Mr. Robertson
Mr. Shepardson
Mr. Swan
Mr. Wayne
Mr. Fulton, Alternate
Mr, Treiber, Alternate for Mr., Hayes

Messra, Ellis and Deming, Alternate Members of the
Federal Open Market Committes

Messra, Bopp, Bryan, Scanlon, and Clay, Presidents
of the Faedersl Reserve Banks of Philadelphia,
Atlantae, Chicago, and Kansas City, respectively

Mr, Young, Secretary

Mr, Sherman; Asslstant Secretary

Mr, Kenyon, Assistant Secretary

Mr. Hackley, General Counsel

Mr, Thomas, Economist

Massrs, Baughman, Coldwell, Einzig, Garvy, Noyes,
and Ratchford, Associate Economists

Mr. Rouse, Manager, System Open Market Account

Mr. Molony, Assistant to the Board of Governors

Messrs. Holland and Koch, Advisers, Division of
Research and Statistics, Board of Governors

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

Mr. Knipe, Consultant to the Chairmsn, Board of
Governors

Mr, Yager, Chief, Government Finance Section,
Division of Research and Statistics, Board of
Governors

Mr, Broida, Fconomist, Government Finance Section,
Division of Resesarch and Statistics, Board of
Governors
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Mr, Francis, First Vice President, Federal Reserve
Bank of St, Louis

Messrs. Coombs, Bastburn, Hestetler, Jones, Parsons,
and Tow, Vice Presidents of the Federal Reserve
Banks of New York, Fhiladelphia, Cleveland, St.
Louis, Minneapolis, and Kansas City, respectively

Mr, Brandt, Assistant Vice President, Federal Reserve
Bank of Atlania

Mr, Eisermenger, Acting Director of Research, Federal
Resarve Bank of Boston

Mr. Sternlight, Manager, Securities Department,
Federal Reserve Bank of New York

Upon motion duly made and seconded,
and by unanimous vote, the minutes of the
meatings of the Federal Open Market Com=-
mittes held on Jamary 9 and January 23,
1962, were spproved,

Upon motion duly made and seconded,
the action of the members of the Commitiee
on February 5, 1962, approving the recome
mendation of the Manager of the System Open
Market Account that Account holdings of
Treasury notes maturing February 15, 1962,
and April 1, 1962, be exchanged in entirety
through subscription for approximately
$3,305,000,000 3-1/2 per cent certificates
maturing February 15, 1963, and approximately
$1,500,000,000 ) per cent notes maturing
Avgust 15, 1966, was ratified,

Before this meeting there had been distributed to the members of
the Committes a report of open market operations covering the period
January 23 through February 9, 1962. A copy of this report has been
placed in the files of the Committes,
In supplementation of the writien report, Mr. Rouse made the follow-
ing commentss

Open market operations since the last meeting of the Commit-
tee have been directed mainly toward maintaining an even keel while
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the market focused on the Treasury's February refunding operations,
The over-easy reserve situation which had prevailed as a result of
a high level of float was rapidly unwound and money market condi-
tions becams more normal with a drop of average free reserves to
somewhat over $400 million., At these lower levels of reserve
availability, Federal funds fluctuated between 2 and 2-3/L per
cent and Treasury bill rates have held arcund 2,70 per cent for
9l-day bills, Althoupgh there has been less downward pressure on
bill rates frem banks trying te put their surplus reserves to
work, there has besn a continuous nonbank demand from a variety
of sources, notably from corporations. Dealers, however, are
still wary of current bill rates and have reduced their bill
holdings substantially, evidently expecting a sharp rise in
short~term rates after the completion of the Treasury's refunding
operation, This caution was reinforced by the comments of
Secretary Dillon in his testimony before the Joint Economie
Committee, which suggested that a further rise in short rates,
including the Federal Reserve discount rate, might be in order if
the balance-of-payments situation demands it. An additional
factor has been injected in each of the past two weeks by rumors
in the market of an imminent reduction in the British bank rate,

Attitudes toward the long~term bond market have been
prograssively more optimistic with the feeling growing that
long-term interest rates may not move much hicher in the present
seconomic environment, a view which was strengthened by Secretary
Dillon's remarks indicating that the Administration weuld not
look with favor on a gignificant rise in longer-term rates,

The Treasury's February refunding has bsen an outstanding
success, with attrition at a minimum, A significantly large
exchange was made into the L per cent L4-1/2 year notes, confirming
that many banks because of their heavy position in very short
maturities are moving into 8 longer position, particularly because
of the higher interest rates that they are paying as a result of
the greater latitude now permitted under Regulation Q. In this
exchange the larger banks were heavier subscribers for 'the inter~
mediate issue than was the case with the recent cash offering of
Ls of 1969, The exchange operation will be completed with the
final settlement on Thursday, February 15,

Indications are that the Treasury will try an advance refunding
shortly to take advantage of the present improving market conditions,
The market, too, is expecting something of this kind, Presumably,
an offering would be made as soon as possible after the completion
of the current exchange,
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Thersupon, upon motion duly made
and seconded, the open market transactions
during the period January 23 through
February 9, 1962, were approved, ratified,
and confirmed.

Mr, Noyes presented the following statement with respect to
sconomic developmentsi

Since mid-summer, economic expansion has been less
vigorous, You will recall that the rate of expansion
slackened in late August and September, and that industrial
production, in fact, declined twe points.

This was followed by an upsurge in October and November,
especially in retail sales, but it alse carried with it an
important and long-awaited drop in the rate of unemployment,

Since November there hss been another period of slower
expansion. Retall trade declined a little from the advanced
November level in December, and again in January. Industrial
production gained only a point in December and is not expected
to advance further in January. It might even decline,

While the over-all unemployment percentage improved a little
from December to January, a more detailed analysis of the under-
lying data suggests that there has been very little change in the
basic employment picture in the last two months. If anything,
factory employment is off a iittle.

Construction activity has been substantially unchanged in
December and January at the advanced level reached in November,
At the same time, surveys of consumer buying intentions show
very little real strength in housing or durable goods markets
in the period shead. Auto demand appears to be stronger than a
year ago, but this is counterbalanced by weakness in household
durables, House purchase intentions sre close to year=-ago levels.

One bright spot is the relatively good showing of corporate
profits in thes fourth quarter, which perhaps provides, in turn,
an explanation for the improvement in the stock market in the
last several weeks,

Prices have continued stable, both in terms of the latest
available comprehensive indexes and the recent behavior of the
commodity markets,

At best, industrial production in January was less than two
per cent above the August level, After a fast run-up last sprimg,
nonfarm employment has increased by only about 100,000 since July.
Housing starts in December, at 1,3 million annual rate, were well
below the high reached in the fall,
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It would certainly be a mistake to place undue emphasis on
the relatively sluggish performance of the economy in two
winter months. On the other hand, the reduced rate of advance
in key economic indicators over a period of six months is a
faet that cannot be gainsaid, and should not be discounbed.

In the fourth quarter the advance in gross national preduct
was well maintained, but it now appears unlikely that the first
quarter will show as much further gain as would be consistent
with the goals for 1962 set forth in the President's Economic
Report.

At this point, the question certainly does noit appear to be
one of imminent downturn, nor indeed of excessive demand pressures
on scarce resources--but rather of maintaining a rate of advance
that will enable us to discharge the domestic and international
commitments we have undertaken, We can certainly expect to be
reminded often in the pericd ahead that our position of leadership
in the free world does not depend solely on our ability to stem
the drain on our gold reserves arising out of short- and long-term
capital outflows, but also on our capacity to make our economic
system perform at a sustained high rate, Whether it was wise or
not, the United States took strong leadership in rallying the
OECD countries to pledge themselves to a high and sustained growth
rate for the decade ahead. We took much the same pesition in
promoting the Alliance for Progress. To allow our own still
moderate economic recovery to falter within less than a year after
these events would be embarrassing.

As things now stand, much will depend on the rate of
expenditure for new plant and equipment that emerges as the year
progresses, Plans reported in the last survey--which indicated
a l} per cent increase over 196l--would not be sufficient to carry
the economy forward to levels of activity which have been widely
accepted as within its potential., It is generally assumed that
these plans will be revised upward, but we will not know for about
a month,.

In summary, the business situation does not yet show signs of
need for restraint, currently or in the foreseeable future, Nor,
on the other hand, is there any evidence that limited credit
availability has inhibited the advances thus far. If the situation
can be characterized in a few words, they would seem to be that the
disposition of the public to hold liquid balances rather than to
make expenditures is still high. This disposition may change, but
until it does, restriction on the availability of liquid balances
could result in an unnecessary and undesirable curtailment of the
demand for goods and services~=and would have to share the blame
for any short-fall in the economy's performance in 1962,

My, Thomas presented the following statement with rsspect to

credit developments:
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When allowance is made for the wide-~and often variable--
seagonal movements thalt oceur around the turn of the year, it
appears that on balance during the past two or three months
bank credit has continued to show a moderate expansion. Total
demands on capital markets have been fairly large. The money
supply, seasonally adjusted, lost in January most or all of its
very large December gain, but at the same time there has been a
striking increase in time deposits at commercial banks,

Interest rates generally have remained relatively firm,
after rising in the last few weeks of the year, Rates on
Tressury bills, which rose much more than seasonally in December,
have subsequently declined much less than seasonally. TYields on
medium- and leng-term U, S, securities have generally maintained
the highetr levels reached in December or early Jamary, Yields
on the high-grade corporate bonds have continued to show little
change,

In contrast, yields on State and local goverrment issues
have declined sharply, amnd the spread between the average yield
on high-grade municipals and that on long-term U, S. bonds is the
largest on record. This contrast is attributed to bank buying of
longer-term tax-exempt issues as a medium for investment of their
growing time deposits, Evidence of any large-scale buying, how-
ever, hags not yet appeared in the banking figures. To the extent
that the buying has been of currently offered new issues, some lag
in actual settlement is to be expected, The volume of new State
and local government issues has been exeeptionally large. Yield
declines, however, have occurred in outstanding issues,

The calendar of new securities offerings for February indicates
a continued large volume of offerings in the corporate, municipal,
and Govermnment agency sectors of the market. The corporate calendar
is swelled by the $300 million A.T.&T. issue scheduled for this
week. The total of all new corporate issues is expected to equal
about $950 million and the total for State and local government
securities is almost as large.

The Treasury has raised $1.8 billion of new cash in January
and TFebruary, in addition to refunding maturing obligations with
little atirition and some debt lengthening. It will need to
raise cash again in Mareh and April--between $4.5 and $5 billion--
but will retire $3.5 billion of maturing tax bills. After April,
further cash berrowing will probably not be needed until July.
The net increase in the debt for fisecal 1962 will be about $8
billion,

The Treasury may need to borrow as much as $7.5 billion to
raise cash during the last half of 1962, but the net increase in
the debt for this calsndar year as a whole, after allowing for
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redemption of maturing issues, may be less than $5.5 billicn,
For fiscal 1963, current budget estimates indicate the possibility
of a small net redusction in the public debt,

On a seasonally adjusted basis, the cash budget continues to
show deficits during the first two gquarters of calendar 1962, but
will be approximately in balance during the latter half of 1962,

A surplus is projected for the first half of 1963, The national
accounts budget, which allows for the effect of tax accruals, is
estimated to show a small but growing surplus throughout 1962,
aggregating about $2.5 billion for the year. These accountis,
however, do not include scme $li or $5 billion of credit operations
by Govermment agencies, the funds for which must be provided by
the Treasury. On balance, therefore, it may be said that the
Federal Govermment's fiscal operations are likely to be a stimulat-
ing factor in the economy through most or all of 1962, but that the
degree of stimulation will be diminishing,

Bank coredit data for January, together with partial figures
for banks in leading cities for the first week of February,
indicate a decrease in total loans and investments of at least
customary seasonal amounts., Because of the very large December
increase, however, there appears to be a net increase since
November, which may be considered contraseasonal.

For the past ten weeks as a whole, the net decline in business
loans at city banks was apparently somewhat smaller than usual,

The figures show no indication of borrowing by fabricators of metal
products to build up steel inventories. Loans to finance companies
showed about the usual seasonal increase and decrease over the
period. ILoans on securities, mostly to brokers and dealers, also
declined sharply following a large seasonal increase in December,
Banks added moderately to their holdings of U. S. securities in
both months and also increased holdings of other securities--
substantially in December and only slightly in January.

The most striking development in banking since the turn of the
year has been the sharp increase in time deposits; accompanied by a
smaller but substantial decline in demand deposits af'ter adjustment
for seasonal variation, The increase in time deposits at all com-
mercial banks during the five weeks ending Jamuary 31 amounted to
about $2.5 billion--distributed among all classes of banks, Ab
weekly reporting member banks in leading cities, about a third of
the increase was in savings deposits; practically none was in the
reported categories of foreign deposits,

At the same time, private demand deposits adjusted for usual
seasonal variations declined by $1,9 billion. U. S. Govermment
deposits declined by about $1.5 billion--close to the usual
seasonal decrease, There was a less than seasonal decline in
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currency in circulation. On a seasonally adjusted daily average
basis, the private money supply in the last half of Jamary was
over $1 billion less than in the last half of December, and

later data would indicate some further decline to below the
November level of about $1Lk billion, This would mean an increase
of less than 2 per cent from the average level generally maintained
from late March until early September,

The total of money supply and time deposits at commerecial
banks, however, is abeout $15 billion, or 7 per cent, larger than a
year ago., In addition, it appears that nonbank holdings of U, S,
Govermment, securities have increased somewhat during the past two
months. Hence, 1liquidity in general has contimued to increase,
though 1t cannot be viewed as excessive in relation to expanding
econonic activity.

Reflecting the combined effect of the time deposit increase
and the decreases in private and Government demand deposits,
required reserves declined by more than the usual seasonal amount
in the first three weeks of January, following the much greater
than ssasonal increase in December., During the past three weeks,
changes in required reserves have conformed closealy to the
seasonal pattern., The seasonally-adjusted figure for required
reserves against private deposits is now close to the l per cent
per anmm growth line projected from November, and not much below
the S per cent line projected from last February or from mid-1960,

Total reserves available to be held against private deposits
have declined somewhat more than required reserves since early
January and have decreased somewhat since late November, while
required reserves increased. These differences are reflected in
the lower level of excess reserves that has prevailed during the
past two weeks. Reserves have been absorbed since the begimning
of the year by a decline in float, which exceeded the post-holiday
return flow of currency, and by a moderate reduction in Federal
Reserve holdings of Govermment securities,

Customary variations in regquired reserves and in factors
affecting the supply of reserves would indicate little need for
other than temporary Federal Reserve open market operations during
the next ten or twelve weeks., The projections presented include
an expansion allowance of about $60 million a monthe=or L per cent
a year-~in required reserves, A variation of one per cent a year
in this increment would make a difference of about $15 million a
month, or less than $L4 million a week.

Turning to broader questions of Federal Reserve policy in the
immediate period ahead, it would appear from the report and analysis
of the current econcmic situwation in this country that there has
been some slackening or lag in economic expansion relative to the
rate that may be viewed as desirable. Under the circumstances,
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there would seem to be little need for imposing any particular
restrictions on the availability of bank credit, If attention
is paid only to events, without an assessment of underlying
causes, one might even conclude that some stimulants were degir-
able, This conclusion, however, is of doubtful validity, when
consideration is given to our balance-cf-payments situation and
to the likelihood that that situation and also the slackening in
the rate of domestic economic expansion are probably due in large
part to structural difficulties that could not be remedied by
fiscal deficits or easy credit, They might even be worsened by
such palliatives,

Such an analysis leads to a conclusion that credit should
continue Lo be available to meat any further expansion in demande
of a moderate nature, but that additional reserves nesd not and
should not be supplied in amounts that wovld result in a decline
in interest rates or encourage speculative commitments. If
demands should develop at a pace that seems excessive, then some
restraint would need to be exercised in supplying reserves to
banks, In that event interest rates may be permitted to rise,

Mr. Furth presented the following statement with respect to the

United States balance of payments and related matters:

According to incomplete data for January, net transfers of
gold and dellars to foreigners declined sharply from the monthly
average for the last quarter of 1961l. The improvement may be
exaggerated by statistical quirks, which probably made the
December figure appear a little worse than it was, Still, the
December-January average, corrected for extraocrdinary receipts
from foreign year-end payments to the U, S, Treasury, was much
smaller than the October-November average, though far too high
for comfort. Preliminary and fragmentary data for the first
week of February suggest further improvement.

Another encouraging sign is the fact that the December
deficit was accounted for by extraordinarily large increases in
claims on foreigners as reported by U.S, banks. As stated before,
a deficit is a deficit, whether caused by an unfavorable trade
balance or by an outflow of capital. However, an cutflow that
leads to increases in liquid claims on foreigners, such as bankers!
acceptances or deposits with foreign banks; hardly affects the net
liguidity position of the U.S. economy, and therefore does not have
the same adverse connotation as a deficit in the so-called "basich
balance,

less encouraging are the continuing net gold sales to foreigners,

which still seem to be running at a monthly rate in the neighborhocd
of $100 million,
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Developments abroad are on the whole favorable to U,S.
trade prospects in the developed countries, but less so in
underdeveloped areas. Canada's recovery seems to parallel our
own, In Britain, the downturn may have run its course, and
inmternational reserves have increased, Until recently, the
market expected some relaxation of monetary policy, especially
in the form of a decline in bank rate, but it has apparently
given up that hope for the time being,

France, the Netherlands, and Austria acknowledged the
continuation of boom conditions by taking mildly restraining
actions, On the other hand, Ttaly and Belgium relaxed monetary
restraint a little, presumably in view of their continued
balance-of-payments surpluses. In Germany, economic activity
has been no higher than lzst spring, but the labor situation
continues extremely tight., A spectacular drop in official
reserves in January reflected not so much a change in the
country's basic international payments, but rather the shifting
of foreign exchange holdings from the Federal Bank to the
commercial banks, encouraged by forward cover granted by the
Federal Bank at lower than market rates,

In Japan, restrictive policies have apparently succeeded
in improving the balance~of-payments and reserve positions, at
the cost of ending; at least temporarily, the rise in industrial
production,

In less developed countries, inflation remains the main
danger., The Philippines have started on a stabilization program,
but the most important councvries of South America, Argentina and
Brazil, are still {or again) unable or unwilling to check
inflationary pressures, These pressures may tend to inflate
imports from the United States for the time being, but their
continuation will force these countries to take more drastic
restrictive action in the future,

On the foreign exchange and gold markets, the past three
weeks were on balance favorsble to the U,S. dollar, The spot
dollar rate strengthened slightly in relation to the main
Continental Furopean currencies, in particular the Netherlands
guilder and the Swiss franc., For the first time in many weeks,
the dollar was quoted approximately at par with the Netherlands
guilder. Sterling was very strong, reflecting heavy commercial
demand and some capital inflow from the Continent; there does
not seem to have been any sizeable movement of U.S. capital to
Britain, The London gold market showed very active private demand
late in Jannary, reportediy because of gold purchases connsctied
with the activities of the French "secret army" organization,
Since then, the market has been quiet and has not required
substantial support by the Bank of England at the expense of our
gold stock.
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After noting that Mr. Hayes had been unable to attend this meeting
because of illness in his family, the Chairman called on Mr, Treiber,
who presented the following statement of his views on the business outlook
and eredit policy:

The domestic business situation is about unchanged from
three weeks ago. Despite the very sizable rise in gross national
product in the fourth quarter, the statistics for December, and
apparently for January, show signs of a slight hesitation; and
the pronounced business optimism that was beginning to appear
around the turn of the year is now somewhat tempered, Consumer
buying in the past two months has slowed somewhat from the very
high pace reached in November, and industrial preduction has
leveled off., Nevertheless, apart from the uncertainties connected
with the steel wage negotiations and a possible steel strike, the
probabilities continue to favor a further business expansion.
Yet the employment situation does not show further improvement.

There are indications that the upward trend of business
gpending on plant and equipment is likely to continue, As for
inventories, steel stockpiling does not appear toc have been as
extensive as some ohservers had expected earlier. Nevertheless,
some rise in the rate of total inventory accumulation may be
looked for during the first guarter., Prices continue to be
generally fairly stable, with perhaps a bit more upward pressure
than earlier,

As for eredit, an unusually sharp loan contraction took
place at weekly reporting member banks in Jamuary, following the
pronounced upsurge in December. For the two months together,
however, loan expansion at weekly reporting banks was better
than seasonal, and the January loan picture at all commercial
banks may be somewhalt better than at the weekly reporting banks
alone, Visibility with respect to the strength of bank loan
demand is obscured in Januwary by seascnal factors, but the
recent sluggishness of demand fits logically with our general
impression of conservative inventory policies on the part of
business concerns and perhaps with the bolstering of corporate
liguidity brought about by a large total of security issues
floated last year. Loan officers of the major New York City
banks have been disappointed by the absence of sizable demand
for loans since the turn of the year. However, the capital
markets are showing considerable stirength,

The relatively satisfactory domestic picture continues to
contrast sharply with the gloomy balance-of-payments outlock.
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The latter shows signs of further deterioration, while
domestic conditions continue strong. Therefore, may we not
be Justified in giving somewhat greater relative weight to
international considerations than we were giving three, six,
or twelve monihs ago?

It is hard to find much cheer in any analysis of the
recent balance-of-payments figures. The so-called "basic
deficit" was at ar annual rate of about $3 billion in both the
third and the fourih quarters--a rate about half again as high
a3 the "basic deficit® for the full year 1960 and clearly far
higher than we can afford to see continue. Yet the probability
of higher imports, as the domestic expansion continues, high-
lights the difficulty of achieving an early correction of this
heavy imbalance, Meanwhile the outward flow of short-term
capital has been far too high, accounting for the increase in
the over-all deficit from an annual rate of some $3 billion in
the third quarter to one of nearly $6 billion in the fourth
quarter. To a considerable extent the British economic
difficulties of the first half of the year and the subsequent
Berlin crisis shielded us temporarily~-~that is, until the
fourth quarter--from the impaect of strong influences working in
the direction of a seriously adverse flow of short-term capital.
In view of the wery heavy total deficit of the last six months,
it is bardly surprising that we are experiencing a continuing
drain on our gold stocky and the publication of the fourth
guarter figures within the next week or so could accentuate our
difficulties and lead to further gold lesses,

Relative interest rate levels and relative credit avail-
ability here and abroad certainly have an important bearing on
the capital flows cof recent months, The faet that our over-all
balance-of -payments problem cannot be solved by monetary policy
alone does not relieve us of the responsibility for contributing
to a solution. Our failure to do so could subject the System to
severe and justified criticism if the situation should deteriorate
to a state of crisis, While domestic conditions, considered by
themselves, certainly do not call for any change of policy, the
momentun of domestic expansion seems strong enough to reduce to a
minimum whatever risk to that expansion may be involved in a
pelicy of reduced monetary ease,

For soms time we have been looking towards the latter part
of February and early March as a "free period" for monetary
policy, i,e., a peried in which we would not be forced to maintain
an "even keel" because of Treasury financing programs. Now there
seems to be a strong possibility that an advance refunding
operation may be anncunced in the very near future, If so, our
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hands may bs tied until clese to the time of tha next mesting.
On the other hand, if the advance refunding program is not
undertaiken, I belisve we should now move moderately but clearly
towards a policy of less sase,

In terms of open market operations, thia would mean an
objective of a short-term bill rate in the 3 per cent rangs,
with a reduction in free ressrves to the extent necessary to
bring this about,

Probably our most diffioeult decision over the next few weeks
will concern the discount rate, Assuming that the Committes
would agree to move toward less ease-=to the extent to which the
Treasury's program might leave us free to do soswthere would
still be the question at what point the discount rate might be
raised, say by 1/2 per cent, We could, of course, wait until our
open market operations had been reflected in & rise of short-term
narket rates above the present discount rate., Perhaps the
upward trend in mayrket rates by itself would be regarded abroad
as clear evidence of our determination to adjust monetary policy
to our international needs. And a delay to this extent in a
discount rate increase would make our tightening action much more
easily reversible in the event that the risks on the domestic
gide should loom larger than they do now, On the other hand, a
discount rate increase that would lead rather than follow the
market rate rise would constitute & more decisive and dramatic
signal clearly understoocd abroad, and would point dramatically
to the need for more forceful coordinated measures of other kinds
in this couwntry t¢ cope with our bad balance-of-payments deficit,
There 1is, of courss, a middle ground betwsen these extremes, with
discount rate action coming soon after the tightening process had
gotten under way. I think this is sbout where I come out,
although I recognize that our directors may be reluctant to meke
& move which might seem premature in the light of the needs of
the domestic business situation, taken by itself. It will not
be an easy decision, but I believe we can't escape the logic of
the System!s heavy responsibility for the defense of the dollar,

Mr, Ellis reported that economlic conditions in New England had
been favorably affected by unusually mild weather, which had stimulated
construction activity and retall trade., At the same time, weather
conditions in the upper part of New England were conducive to good

business at the ski resorts, Manufacturing osutput was up in December
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from the year-age level and the average work week in manufacturing was
substantially longer than a year earlier in all States, Gains in
earnings were coupled with a pronounced leaning on the part of consumers
to use oredit more freely, and both department stores sales and
automobile sales exceeded the previous yeart's levels, Leas favorable
developmenta included a seasonal incresse in unemployment, which had
resulted in two labor market areas being moved downwsrd in classification,
and the fact that nonresidential oconstruction contract awards were lagging
bshind a year ago,

As to the financial picture in the Districi, Mr, Ellis noted that
demand deposits rose rapidly over an extended period ending in November
and since that time had been relatively level, District banks had
continued to buy Federal funds and to shorten the maturity of their
portfolios of Govermment securities. A study of the rates of interest
being paid on savings deposits indicated that the chief factor in
deciding on increases was whether the bank had a large proportion of its
deposits in the form of savings deposits, along with the proximity of
savings banks competing for those funds,

Turning to policy considerations, Mr., Fllis commented that although
the most recent statistics showed some hesitation in the pace of economic
expansion, economic visibility always tended to be low at this time of year.
On balance, the weight of evidence suggested to him that economic

expansicn was proceeding satisfactorily in relation to the standard
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cyclical pattern., At the same time, the weight of evidence on the
balance of payments suggested that a critical imbalance was contimuing,
In the circumstances, it seemed appropriate to ask whether monetary
policy was making its maximum contribution to the balance~of=-payments
problem while at the same time avoiding serious disturbance to domestic
expansion, His opinion was that there could afford to be some further
adjustment in monetary policy in recognition of the balange-of-payments
problem,

Mr. Eillis said that he had been comparing the situation in
February 1961 with the most recent three weeks, from the standpoint of
the general posture of System policy. The average of free reserves wes
almost identical, borrowings from the Federal Reserve Banks were down,
the Federal funds rate was running at around the same level, and the
90=day bill rate was slightly higher. In the meantime, the System had
greatly expanded its portfolic of Govermment securities and the total
amount of available credit. In summary, after a period of 12 months
System policy was now substantially the same as it had been at the
bottom of the recession, Therefore, it could not be claimed that policy
had been altersd to make any real impact on the balance-of-payments
problem, except perhaps in the way of support given to the short-term
Tressury bill rate,

Mr, Ellis went on to say that he had come to this meeting

prepared to argue that the Committee should try to make some visible
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progress in the next three weeks in trending toward less ease. In

view of the prospect of an imminent Treasury advance refunding, it
might be necessary to postpone such progress, but he would like to feel
that the basic position of the Committee was one of trending toward less
ease, Such a position might mean that free reserves would fall to a
target range of $350-$400 million, that the growth target for nonborrowed
reserves would be slowed down o perhaps a 3 per cent anmual rate, that
the target for the Treasury bill rate would be raised above 2-3/L per
cent, and that the Federal funds rate would hold occasionally at 3 per
cent, As to the discount rate, he would prefer to withhold action
until short-term interest rates had advanced. The current policy
directive might be revised to eliminate the reference to Treasury
financing and refer instead to a slower expansion of reserve credit,
with increasing attention to the aveidance of declines in short~term
interest rates,

Mr. Irons reported that Eleventh District conditions were showing
the mixed movements typical of this season of the year, Expansion was
progressing satisfactorily, though with perhaps a little hesitation,
Figures for the past 3 or 6 weeks indicated that some items were steady,
gome were moving up, and some were drifting downward, in line with
typical seasonal movements, This was true also on the financial side,
During the latest period for which figures were available, loans and

demand deposits were down about seasonally, investments were up slightly,
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and time and savings deposits were up substantislly. The last-mentioned
development was due in considerabls measure to the fact that a relatively
large proportion of the banks had increased their rates of interest,
About 70 or 75 per cent of the banks had announced some kind of increase
since the first of the year, with a substantial number going to 4 per cent,
Borrowings from the Reserve Bank were negligible, Purchases of Federal
funds had exceeded saless, but not in large amount,

As to policy, Mr. Irons stated that he would not want to argue
for any substantial change; that is, for anything in the way of
dramatic or overt action, For some time, however, he had felt that as
the opportunity presented itself, it would be desirable to trend toward
a little less ease., On balance, therefore, he came out at approximately
the same position as Mr, Ellis, He would still follow & policy of
providing reserves as needed, at the same time striving to maintain
the covered bill rate in a balanced position with foreign short-term rates.
During the past three weeks, this kind of balance had prevailed, The
prospect of the Treasury coming into the market shortly was a factor that
argued for holding steady. Even without that prospect, however, he
would do no mere than trend toward less ease unless there was some
dramatic factor in the international situation of which he was unaware
that might call for prompt and forceful action.

In summary, Mr, Irons said, that he would come out that System

policy should stay roughly about as it had been, with some slight %trend
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toward less ease as and when the opportunity presented itself, He
would have in mind a bill rate of 2-3/L4 per cent or somewhat higher,
but mors particularly a level that would be in satisfactory relationship
tc foreign short-term rates, He would not raise the discount rate at
this time. A8 to the directive, it might be well to include some
refarence to ths possibility of an imminent Treasury financing, although
at present it was not know with certainty whether or not that would occur.

Mr, Swan said that the Twelfth District had continued in
January with conditions a little better, perhaps, than in the country
as a whole, This situation was true through the latter part of 1961 and
represented & reversal of the situation earlier in the year, Although
District figures for January were still incomplete, it sesmed doubtful
that there had been any significant developments during recent weeks.
Department store saless achisved a record for January, but were down
slightly from the December figures., Similarly, new car registrations
in California, after reaching an all-time high for the month of December,
wera off somewhat in early January, The lumber market sppsared to have
strengthened a little in January, according to preliminary figures,
However, if there was a lack of ebullisnce anywhera, it was in the
lumber-producing areas.

Continuing, Mr, Swan said that District weekly reporting banks
reflected the usual loan decrease in January, virtvally all in commercial

and industrial loans, There was little change in other categories, except
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for some further increase in real estate loans, Savings and time
deposits continued to rise through the end of January, while demand
deposits declined, Along with the decline in loans went a small
reduction in the security holdings of the weekly reporting banks. So
far this year these banks had basn net buyers of Federal funds in every
woek except one,

Turning to policy, Mr. Swan said he recognized that seasonsl
factors were difficult to weigh at this time of year. However, in temms
of what he sensed to be the general behavior of the business situation,
it did not seem to him that the Committee should take any deliberats
action to induce a substantially less sasy situation, Rather, the
Committee should continue about as it had been, at least since the weak
ended January 24, when the theretofore excessive free reserve figures
were reduced, He would think in terms of a bill rate of 2-3/L per cent,
certainly not below that figure, and free reserves of arcund $L0O-$L450
million, In other words, he would try to meet ordinary seasonal demands
for reserves, with perhaps a very moderate growth factor added. If
there should be a much more significant inerease in credit demands than
appeared likely at the moment, he would allow that increase to exert an
effect on interest rates and on free reserves, However, in the present
situation the 8ystem should allow any tightening to come from the market
rather than from positive actions on the part of the Federal Reserve,

Although recognizing the problem involved in the balance of payments, it
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seemed to him that with a bill rate of 2-3/4 per cent there was
probably not a great deal more that the System should or could deo

under present conditions, There had been references at the January 23
meeting to the gquestion of borrowing from abroad, but he had some doubt
whether the Federal Reserve could affect that situation significantly
without a considerably more sizable interest rate increase, both in the
short-term rate and out through the rate structure, than would be
appropriate in view of the domestic situation,

Mr. Swan concluded by saying that, as suggested by his previous
comments, he thought this was not the time to raise the discount rate,
He would rather wait until there was a somewhat clearer signal from the
credit markets than at present,

Mr, Deming commented that January figures on Ninth District
business conditions were not yet complete. However, the availsble
statistics did not indicate as much economic pause in the District as
apparently had occurred in the nation as a whole, Except for retail
sales, which were affected by severe winter weather, the indexes watched
in the District showed a continuation of some strength., In January,
bank debits were 13 per cent ahead of a year earlier, and construction
contracts were up raether sharply, HNonagricultural employment in
Minnesota showed a 2-1/2 per cent gain from a year earlier, and
manufacturing employment in the State was up 5,3 per cent. The gains

were better than had been predicted in December on the basis of employer
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interviews, and stronger than the trend then anticipated by State
employment officials. Prospects for the next several weeks were viewsd
as moderately optimistic.

On the bpanking side, Mr. Deming said there was some strength
in the District loan picture and considerable strength in the daposit
picture, City banks reported a seasonal loan decline equal to ahout
one-third of the average decline for the past five years, while the
pattern at country banks was fairly normal for this time of year,

As to policy, Mr. Deming said he had gone through an analysis
not greatly different from that presented by Mr. Treiber. As he saw it,
however, the pause in the general economic advance argued for no change
in the posture of policy. While the credit picture showsd no significant
gains in strength, it was stronger than the economic situation and
stronger than normal for this time of year. This could be said to argue
for caution and perhaps a mild trending toward a little less ease, but
any further tightening should come through market forces rather than a
deliberate policy on the part of the System,

Accordingly, Mr, Deming said, his prescription would be for no
change in open market policy in the next three weeks, This left him
vaguely unhappy because a period when the Federal Reserve would be free
to act had seemed at hand, and such periods are relatively scarce at
this time of year. Of course, if there was an advance refunding, the

opportunity would be foreclosed, In fact, however, an even keel was
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what he thought the general economic situation called for at this time
Consequently, he would favor "staying where we are" even if the

Treasury should not be in the market, With respect to the directive,
there would =cem te be no resason to make a change if it was certain that
the Treasury was going to undsctake an advance refunding., If it was not
certain, there was a question whether the final sentence of the directive
could be retained in its present form, but otherwise he saw no reason

to change the directive, The view on policy that he had expressed would
argus for making no change in the discount rate at this time,

Mr. Scanlon said that he thought the prospects were gecod for
further moderate gains in business activity in the Seventh District,
Production, employment, and manufacturing were continuing to rise,
although production schedules for passenger cars had been reduced
somewhat as dealers' inventories approached the one million level, New
orders were rising in the capital goods industries. Purchasing agents
in the area reported scme tendency for order lead times to stretch out,
and one out of five reported higher prices in January than in December,
This was similar to what had developed in 1959, but the increases were
much less widespread than in 1955, when an inflationary boom was taking
shape, Some small manufacturers of construction machinery had been
ancouraged by incrsased demand to raise prices, but most capital goods
producers saw little prospect for price increases unless current orders

strengthened considarably, Prospects for heavy construction continued
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to improve., Apartment building was stirong, but the construction of
individual homes showed little, if any, improvement., Savings and loan
associations had an abundance of funds for mortgages, and banks and
other lenders were showing greater interest in Government guaranteed
and insured mortgages as well as conventional mortgages. Those banks
that increased their interest rates on time and savings deposits to
3-1/2 or iy per cent, mainly in Illinois, reported that such deposits
had increased sharply. However, it was not clear what proportion of
those deposits had come from demand deposits in the same banks, Those
banks that had raised the rate of interest only on time certificates
of deposits reported sizable shifi{s from regular savings accounts, In
Indiana, where the State authorities had retained a 3 per cent maximum
rate, there had been some shifting of funds to out-of-state institutions,
The Increase in share accounts at savings and loan associations in
January in those places where commercial banks were now offering L per
cent was about one-fourth less than a year ago. Savings and loan
associations had moved rather cautiously in adjusting their dividend
rates, with many apparently experiencing some difficulty in finding
favorable outlets for their funds.

Mr, Scanlon said that his views with regard to policy, so far as
the international situation was concerned, were similar to those of
Mr, Ellis, Domestically, except for the possibility of an excessive

build-up of steel inventories, the current business expansion in the
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Seventh District seemed to be orderly and balanced, There was still

no strong rise in the demand for credit. In view of the amounts of
unused labor and plant capacity, he saw no need for any material
change in pelicy at this time., Accordingly, he would favor maintaining
essentially the same posture as in recent weeks., He would not favor
changing the discount rate at this time,

Mr. Clay expressed the view that the weight of recent evidence
on the performance of the domestic economy indicated clearly the need
for a monetary policy designed to encourage further expansion in the
volume of economic activity., Moreover, the available evidence made it
equally clear that the domestic economic situation did not Justify any
lessening in the degree of stimulation that had generally been the
objective of Federal Reserve monetary policy in recent weeks. The
Committee would need to remain alert to the international balance-of-
payments problem, but, so far as the Treasury bill rate was concerned,
it would not appear appropriate at this time to 1ift the rate above the
range previously determined, In keeping with this policy posture, no
change should be made in the Reserve Banks! discount rate,

While hs would not favor pushing the Trsasury bill rate to
higher levels at this time, Mr. Clay noted that such action was
suggested at the last meeting of this Committee and had again been
suggested abt this meeting, If that wers done; it would tend to tighten

credit and, in the present state of ths economy, he felt that this should
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be avoided if pessible. If, in the judgment of the Committee, it could
not be avoided, offsetting open market operations in longer maturities
should be undertaken in order to maintain the necessary reserve position
and to minimize upward pressure on interest rates in those sectors of
the market.

It should be borne in mind, Mr. Clay suggested, that actions
affecting interest rates in the Govermment securities market would also
have repercussions upon interest rates in the private capital markets.
The progress of the domestic economy toward a satisfactory level would
depend to an important degree upon substantial expansion in those very
sectors of the eccnomy that would be adversely affected by higher
long-term interest rates.

Mr. Wayne said that recent weeks had produced little change in
the plodding progress of Fifth District business into new high ground,
The unevenness of the advance was apparent in both employment and man-
hour statistics. A slight ebbing of seasonally adjusted nonfarm
employment occurred in December, occasioned by the first decline in
the number of nomanufacturing jobs sinece last February. At the same
time, both factory employment and man-hours, which had been lagging,
turned upward again, Variety in the mamfacturing sector was readily
apparent, The current outlook, judging by trade reports, statistics,
and the Reserve Bank's latest opinion survey, was moderately good for

most Distriet mamufacturers, Furniture manufacturers closed 1941 with
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orders, production, and shipments well above year-end 1960 (close,
in fact, to December records set in 1959), and dealers attending the
January furniture shows made substantial additions to factory backlogs,
showing that they expected the expansion in sales which began last
summer to develop further strength this spring. Textiles, on the other
hand, had recently shown only slight improvement and faced many
uncertainties as spring drew nearer, while the lumber business still
waited for real evidence that the recession had ended. In contrast to
the generally uncertain pattern of progress, retail trade had
consistently done rather well since about the middle of the fall,
construction activity had retained its vigor, the coal business viewed
the future with growing optimism, and agriculiural prospects were good
for the coming year, Most respondents to the Bank's latest survey were
fairly confident about business volume, but many were skeptical about
the outloock for profits.

Turning to banking, Mr. Wayne commented that recent activity at
Fifth District weekly reporting banks paralleled closely the situation
in the rest of the country. Seasonzl forces and the Treasury's January
refinancing appeared to have been the dominant factors. Lean volume
fell off about seasonally, with only real estate loans showing better
than usual strength., Sizable increases in holdings of short- and long=-
term Govermments accounted for a contraseasonal rise in total investments,

In the policy area, Mr. Wayne noted that the Desk had been quite

successful in the past three weeks in maintaining an even keel despite
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wide fluctuations in market foreces and some downward pressure on bill
rates during part of the time, He was disturbed, as he felt sure the
Desk was, by the great difficulties encountered in compiling reliable
estimates to be used as a guide to the Desk in day-to-day operations

and by the large adjustments frequently made in free reserve figures

after they were first released. He hoped that ways could be found to
improve techniques in this area,

Now that a pericd of even keel in the financial markets for the
accommodation of Treasury financing was nearing completion, Mr. Wayne
said it appeared to him that the Committee might follow an even-keel
policy to accommodate the economy. The domestic economy was showing no
signs of speculative activities or overexpansion that needed to be
curbed, In fact, the incomplete evidence now available suggested that in
recent weeks the upthrust of business activity may have lost just a
little of its momentum, Internationally, the situation seemed to be
fairly stable, and there appeared to be nothing in the immediate picture
that would override consideration of domestic conditions,

Mr. Wayne said he found himself in almost compleie agreement with
Messrs. Swan, Deming, and Scanlon. For the next three weeks, he would
favor a policy that would in general be a continuation of recent policy.
A free reserve target between $L00 and $L450 million seemed to him
appropriate, He would hope this would produce a bill rate within five

or ten basis points of 2-3/l, per cent, He would not favor any change
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in the discount rate at this time and would renew the current economic
directive after eliminating the references to Treasury financing. He
had come prepared to suggest the addition of a phrase reading: "and
allowing slightly higher rates to develop if they are generated by
market forces," but he would not now urge that such wording be included
in the directive,

Mr. Mills noted that, as already mentioned, the first quarter
of each year tends to be dull and s time when commerce and industry
regroup thelr positions in advance of a new sortie, If history was
repeating itself in 1962, there was seemingly no reason for the Federal
Open Market Committee to take alarm and attempt to inject undue credit
ease into the economy. Instead, advantage should be taken of this pause
to review and observe developments carefully before positive actions
were taken,

In that connection, Mr, Mills said, he thought the Committee
might do well to look back to the deeper past, In one or two of the
papers that had been prepared by economists amd submitted to the Joint
Economic Gommittee, the observation had been made that the primary
difficulty that must be contended with was a lack of demand. Transferring
that line of reasoning back 30 years, the terminology used in that period
was oversaving and underconsumption, He did not think it had been clearly
determined whether that phase of history was being repeated. Transfer

payments, including social security and unemployment compensation, had
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tended to sustain the economy, but it was not impossible that structural
unemployment and the problems associated with it were more deep-seated
problems that must be reckoned with and went back teo the lack of demand
emphasized in the papers he had mentioned, Whether the slack at the
present time was seasonal or whether it was of a more deep-seated nature,
the Federal Reserve had an opportunity to wait and observe rather than to
Jump the gun and attempt to stimulate the economy with excessively easy
credit, because there was no reason to believe that credit could be a
substitute for demand., In fact, excessively easy credit could produce,
if it had not done so already, the situation that was referred to by
economists some years ago as repressed inflation, At present the economy
was not strait-jacketed by wage and price controls, but there was the
possibility that the growing liquidity in the hands of the public was in
a sense a type of repressed inflation that, subject to economic influence
and consumer attitudes, might break out into inflationary pressures at
some time not long distant,

Therefore, Mr. Mills said, looking both at the near term and the
historical references for examples that were worthy of review and
analysis, he could not feel there was any occasion for permitting
greater ease in the credit structure or for placing a greater supply of
reserves at the disposal of the commercial banking system for some time
to come, On the contrary, with Govermment securities markets having

been conditioned by official utterances leading to the anticipation of a
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somewhat firmer interest rate structure at the short end, there was an
opportunity to take advantage of that psychology to move in the direction
Mr. Treiber had recommended (in which recommendation Mr, Mills joined),
to produce somewhat higher rates of interest, approaching 3 per cent at
the short end, as an indication that the United States had not relegated
the balance-of-payments problem to a subordinate position inits peoliey
making. As far as higher interest rates were concerned, he could not
believe that they would be any detriment to the kind of sustainable
economic growth that was belng sought, and which could be derived from
the use of idle resources and the spplication to more dynamic uvaes of
the liquid holdings now in the possession of all sectors of the economy.
Mr, HRobertson said he was not overly concerned about the apparent
slippage in economic activity recently. This was something that
frequently tended to occur at this time of the year, He saw a need for a
continued availability of credit to permit growth in the economy, tut he
would not favor a greater degree of ease than had been achieved recently.
As a matter of fact, he felt that the Committee was getting near to the
point at which policy must tend in the opposite direction. He would
faver, therefore, permitiing some growth of total reserves, but only at
approximately the same rate as during the past two or three weeks--not
at the rate which was permitted somewhat before that time. Until credit
demands pushed interest rates upward, the System should do nothing toward

that end. On the other hand, if credit demands did exert that effect, he
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would not attempt to offset it, Further, in his view it would not be
appropriate to change the discount rate before that circumstance
occurred, I1If it did occur and rates moved up, then a change in the
discount rate should be considered,

In view of the statements that had been made concerning the
possibility of Treasury operations in the near future, it seemed to
Mr, Robertson that it would be advisable for the current policy directive
to make provision for the maintenance of a steady money market should the
progpective refinancing take place, This might be accomplished by
changing the last sentence of the existing directive to state that in
view of the possibility of Treasury financing in the immediate future,
emphasis should be placed on maintaining a steady money market,

Mr. Shepardson said he shared the view of those who felt that the
apparent pause in economic activity could not be disassociated from the
seagson of the year, which was one frequently marked by a development of
this kind, In general, it seemed to him that the outlook for continued
economic growth and expansion was encouraging. As to the recent
operations of the Desk, which had achleved or permitted some slowing down
of the rate of growth of bank reserves and the money supply, he felt that
such operations were desirable and that the Committee should contimue to
press in that direction, not with a view to actual tightening but with a
view to reducing the rate of growth of total reserves, In other words,

while he did not feel that the Committee should take a strong position
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at this time, it should, in his opinion, aim at allowing a somewhat
lesser rate of growth, If the demands for credit developed as he
thought they were apt to develop in the period ahead, such a peolicy
would be reflected in a somewhat lower level of free reserves,

Mr. Shepardson also sgald that he did not think the Committee
could afford to overlook the continuing sericusness of the balance-of-
payments situation. He was not at all optimistic at this time about the
prospect of meeting the competitive problem as successfully as it should
be met or about the prospect of obtaining the needed ad}ustment of items
in the balance of payments outside the trade accounts.

In summary, Mr. Shepardson said, his view on open markst policy
for the ensuing three weeks would be %o continue along about the same
lines as in the past three weeks, with the aim of bringing about, to the
extent possible, some lesser rate of growth in reserves and the money
supply,., With respect to the prospect of a Treasury advance refunding, he
recognized that such an operation, if undertaken, would have some impact
on the course that the Committee should fellow, In the present circum-
stances, however, he was not certain as to how the current policy directive
might best be phrased, One possibility would be to include a conditional
statement along the lines that if the Treasury should engage in financing

cperations during the forthcoming period, any tendency toward lesser easa

should be foregone.
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Mr, King said he did not profess to know a4 this time the
significance of the recent pause in some economic indicators, Nevertheless,
if attention was paid to these indicators when they were moving up, he felt
that attention must also be paid to them when they were declining. As to
policy, he would atign himself with the several persons who had spoken in
favor of no basic change at the present time,

Mr. Mitehell commented that the latest information with respect
to the domestic economy seemed to him o have Justified the cautious
policy that the Commi%tee had been pursuing. Even hefore Jarmary data
became avalilable, he had had some guestion about the basic strength of
the vpswing that the sconomy had been experiencing., These questions
related particularly to consumer spending, including home buying, and
business outlays. In this connection, Mr, Mitchell cited certain
statisties which seemed pertinent to the question whether System policy
should become more or less restrictive, First, retail sales had declined
both in December and in January on a seasonally adjusted basis, Second,
industrial production at best was level, with possibly some decline,
Against this backdrop of what had been going on, he felt that there was
reason for considerable pause when dealing with the problem of what the
System's policy ought to be.

Mr. Mitchell said it seemed to him that the Committee was now
in a position where it was going to have to spend more time on the

international situation as a major factor in determining credit policy
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in this country. In this connection, he read the following portion of
a paper that had been presented by Mr. Reynolds of the Board's staff
at an economic review presented to the Board yesterday:

Net gold and dollar transfers to the rest of the world
appear to have been substantially smaller in January than in any of
the preceding three months, 4t this early date, our January data,
which show net transfers of only $50 million, are still very
incomplete and could well be in error by as much as $150 million,
Alsc, the erratic behavior of ithe monthly series in the past
argues against over-stressing results for a single month. But
despite these twe caveats, we know enough, I think, to feel sure
that the sudden swelling of our over-zll balance-of-payments
deficit in the fourth quarter was a temporary phenomenon,

For the fourth quarter, the over-all deficit is now estimated
at $1-1/k billion, or $1-1/2 billion, seasonally adjusted, This
can, of course, be blown up tc¢ an annual rate of $6 billion, and
we are likely to be sseing that figure frequently as fourth quarter
data are publishad over the next few weeks, The third quarter
anmal rate of deficit had been $3-1/2 billion, and I think that
figure gives a better indication of the magnitude of our balance=
of -payments problem than does the swollen fourth quarter figure,

The sharp and temporary deterioration from the third to the
fourth quarter had two main causes, First, there was a great
bulge in outflows of U. S. capital., Second, foreign aid payments
increased very sharply.

Foreign economic aid has increased substantially in the last
two years, from a rate of about $2-1/2 billion a year (net of
repayments) in the first half of 1960 to a rate of about $4 billion
a year in the second half of 1961. In the fourth quarter alone,
the rate seems to have gone above $4-1/2 billion, While it is
likely that net aid outlays will stay above the $4 billion level,
it is unlikely that there will be further sharp increases,

Turning to capital outflows, we can see several ways in which
heavy outflows in the fourth quarter were clearly excepbionally
large. Claims on foreigners rsported by U, S. banks increased
$700 million in that quarter, compared with only $50 million in
the third quarter. Only about one-third of that change was
seasonal; the rest was not, There were credits of $150 million
to Japan, including $100 million drawn on a $200 million lean
from three New York banks, There were credits of $110 million
to the Philippines. Long~term bank loans were extended to
Norway, Austria, and Belgium, There were increases in bank
acceptance and other short-term credit to a number of Latin
American countries,
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Additional capital outflows, not included in these bank
claims figures, inciluded large deposits made by U, S.
corporations with Canadian banks. These deposits were
denominated in U, S, dollars, and placed in Canada to take
advantage of higher Canadian interest rates on time deposits,

None of the increase in the over-all balance~of-payments
deficit from the third to the fourth quarter was explained by
merchandise trade, In fact, the export surplus, seasonally
adjusted, increased to an anmal rate of $5 billion from
$L~1/2 billion in the third quarter, as exports rose and
imports were little changed, Neither imports nor exports
changed significantly from November to December,

Continuing, Mr, Mitchell expressed the view that the contribution
monetary policy could make to the balance-of-payments problem, unless the
System was prepared to introduce stagnation in this country in order to
push down prices, probably was limited to the impact on confidence and an
influence on interest rates. At the present time, interest rate develop-
ments seemed to him not too unfavorable, and he did not see a need to
make many small changes in domestic interest rates to meet interest
rates abroad. On the question of the confidence factor, it seemed to
him thet with unrest and political instability sweeping from one country
to another in Europe, the time might be coming when confidence in
America was about to be restored. The United States might hegin to look
like a more stable place and a better place for funds, This would be
particularly true if the domestic economy could be kept strong,

Further, unless the domestic economy was kept strong, there could not
be a balanced budget, If a gross national product of $570 billion could

be attained this year, the budget could be balanced on & conventional
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basis, with a surplus on the income and product account basis.
Accordingly, it seemed to him that this country had gotten its house
fairly well in order., With the budget on a balanced basigs and inflation
stopped, an enviromment had been produced that should inspire confidence
among foreigners,

Mr. Mitehell noted that at the January 23 meeting the Commitiee
had adopted in principle a new technique of operations, namely, dealing
in foreign currencies. He had not been enthusiastic, However, the
action had been taken, and he wanted to see the program work as well as
possible, The Committee ought to give this new tool a vote of confidence
and look for it to help make a contribution to the international problem,
At the same time, it should stop trying to edge up the short-term rate,
which might jeopardize the recovery and growth of the domestic economy.

Mr, Fulton said the economic summary presented by Mr. Noyes
fitted the Fourth District situation quite well, There had been a slow=-
down in many of the sectors of business. As to unemployment, reductions
had taken place almost wholly in the steel centers, with increased
unemployment in many of the other areas of the Disitrict. Department
store sales were holding up quite well; for the year to date they were
5 per cent above a year earlier, Time deposits at banks had risen very
substantially, Construction--in Cleveland and Cincinnati particularly--
had been gquite good in terms of heavy engineering projects and some

school building, but this did not extend to the residential sector,
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In the steel industry, Mr. Fulton said, operations were being
conducted at a very high rate, There were beginning to be some doubts
about the occurrence of a strike, but a substantial number of users of
steel were proceeding with inventory accruals. A survey among users
indicated that about 85 per cent were putting in greater inventories
than their current needs would require, Also, some suppliers were
requiring parts contractors to stock up against a possible strike, As
a consequence of doubls about a work stoppage, however, new orders had
dropped to less than 1/3 the volume of ten days ago. In this connection,
Mr, Fulton noted that orders can be cancelled without penaliy to the
purchaser provided they are not on the schedule for rolling,

After further comments on the likelihood of a strike and various
factors that might influence the terms of a settlement, Mr. Fulton
turned to the current pause in business activity and expressed the wview
that one could hardly be guided by happenings of the past in analogous
situations because this country was now in a completely different position
among the industrial nations of the world., Unless this country was ready
to maintain a fully competitive position, the things that happened before
would not necessarily indicate what might happen now, Many businessmen
did not appear to feel that the country was in a situation of real boom.
They were hopeful that the present rate of activity would be fairly well
maintained, However, in nearly every instance they claimed, guite
naturally, that the profits picture was not what they would like from the

standpoint of ability to invest funds in plant modernization,
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As to policy, Mr. Fulton indicated that he would favor
maintenance of the present posture, The Desk had done a good job, he
thought.,, in maintaining the bill rate at about the target that the
Committee had felt was appropriate. He would not want to suggest a
free reserve target, preferring that attention be directed more closely
to the bill rate, but he did feel that the availability of credit should
not be restricted until the economic visibility became more clear. He
would not favor changing the discount rate at this time. As to the
current policy directive, it was not known at this time whether Treasury
financing was in the offing. Except for that question, the existing
directive minus the last sentence would seem to him appropriate.

Mr, Bopp characterized the Third District as recovering mildly
from a mild recession. The troubled areas of the District were still in
trouble, although not in quite as bad shape as a year ago. There were
still many areas with large unemployment; Wilkes-Barre, for example, had
moved up in classification, but only from F to E. The healthier regions
of the District were enjoying a good year, but by no means sensational.
Production and construction were continuing to recover, along with
consumer demand. Nevertheless, the absoclute levels of employment, cutput,
and unemployment. left something to be desired. District banks were buying
Federal funds, although not borrowing at the Reserve Bank. They had
holdings of bills and felt that they could handle any increased demands

for credit., They had been disappointed in the failure of loan demand to

pick up.
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Mr, Bopp said that the best evidence of business and financial
conditions today was the kind that had been given by Messrs. Noyes and
Thomas. It was not possible to read the future with certainty. There-
fore, it seemed appropriate to continmue System policy approximately as it
had been. As to the directive, if there was some feeling that Treasury
finaneing, should it occur, would call for a different peolicy than if it
did not occur, then the dirsctive should take that factor into account.
In his own view, he would favor nec change in pelicy irrespective of
whether or not Treasury financing was involved,

Mr. Bryan said he found himself in rather complete agreement with
what he sensed to be the majority sentiment around the table. The few
statistics that had become available recently seemed to him to indicate a
rather more modest advance than the statistics of the immediately preceding
months, However, short-term movements of this sort, particularly when they
came on the heels of an accelerated advance, did not alter his general
impression tut the business expansion was continuing at & satisfactory
pace, although not of boom proportions. The month of January saw less
vigor in bank loan statistics., Unemployment was still on the high side,
and it would be surprising if the rate declined substantially in the near
future. Industrial prices had remained remarkably stable. In his
opinion, therefore, the time had not yet come for a deliberate tightening,
nor were price pressures in the near future so assured as to suggest that

System policy should anticipate them, This was not to say, on the other
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hand, that uwnlimited supplies o¢f reserves should be provided to the
banking system. For some time, he had thought that the System should
be cautious about allowing an overdose of credit availability., He was
satisfied that the rate of growth of reserves had slowed down during the
past two months; this policy should in his judgment be continued., Thus,
the Committee should not take any large overt move toward a further
restriction in reserves. Instead, he felt that System policy should
continue $o allow for some reserve growth. In terms of criteria, he
felt that reserves, rather than interest rates or the interest rate
gtructure, should guide the Committee, He would continue to advocate
that reserve growth be held to an amnmual rate of about 2 or 3 per cent,

Mr, Bryzan indicated that he would concur in the remarks of
Mr, Mitchell regarding the balance~of-payments problem and the contribu-
tion that monetary policy could make to it. If he understood correctly,
Mr, Mitchell was saying--and he thought wisely--that the System could
make no fundamental remedy of that situation without creating economic
stagnation in this country, He believed that on the grounds he had
mentioned, and every other ground he could think of, it would be at
this time a blunder of poliey.

Mr, Francis commented that in the Eighth District business
activity and bank credit rose rapidly in the antumn of 1961, In the past
two months, howsver, the expansion had been less certain and vigorous,

Output of manufacturing firms, employment, department store sales, and
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debits were higher in the fourth quarter of 1961 than in the previous
quarter, Each of these series, however, appsared to have been leveling
off in the last month of 1961 and in the first month of this year,
Preliminary January data displayed a mixed picture. Initial claims for
unemployment compensation were averaging somewhat higher than during
corresponding months of recent years. As in the nation, Eighth District
department store sales, seasonally adjusted, were down more than
seasonally in January. However, bank debits in the District rose from
December to January. Cash farm income in the Distriet states had
continued very strong.

Total deposits in FEighth District banks averaged about the same
in January as in December after adjustment for seasonal factors, This
behavior of deposits was in sharp contrast to the rapid increase that
was characteristic of the previous four or five months. Both loans and
investments of Distriet banks rose from December to January, Business
loans, seasonally adjusted, declined moderately, while most other
categories of loans increased. There was a slight increase in District
bank investments,

Summarizing, Mr. Francis said that recent economic developments
in the Eighth District had been similar to those of the rest of the
country, but on the whole had been less strong,.

Mr. Balderston said he was impressed by the fact that economic

activity, which seemed to be moving intoc a phase of further expansion
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two months ago, was not progressing as he personally had thought it
wonld, In his view, the pause that Mr, Noyes had reported could not

be ignored., He was also impressed by the fact that the price situation
during the past year had been more stable than in any comparable period
he could recall during his {enure as a member of the Open Market Committee.
As noted in the staff memorandum on economic and finsncial developments
that had been distributed prior to this meeting: (1) although the
wholesale commodity price index edged up between November and the end of
January, the total index was estimated at 119.5 (1947-L4$ = 100) eompared
with 119.9 a year earlier; (2) although industrial commodity prices had
risen slightly (about .2 per cent) since November, the level estimated
for the end of January was slightly below January 1961; (3) although the
index of sensitive industrial materials was up 2.0 per cent in Jamuary
from the previous February, this index rose 5 to 6 per cent in the
comparable periods of 1954-55 and 1958-59; and (L) although the consumer
price index rose ,5 per cent during 1961, retail prices of commodities

in December were about the same as a year earlier and the increase of

1.7 per cent in the average price of consumer services was the smallest
of any postwar year. In summary, the pause in the expansion of industrial
activity plus the stability of prices during the past year argued for a
contimiation of scme increase in the supply of reserves to the commercial
banking system. On that kasis, he would be content to see the L per cent

rate of increase in total reserves that had occurred since November
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continued for the next three weeks, except for the fact that he felt
less secure about the international situation than Messrs. Mitchell
and Bryan., Thus, he found himself caught in a dilemma of the kind
that the Committee had been facing for many months. Were it not for
international considerations, he would like to see the System continue
to supply reserves at about the rate that had prevailed in recent weeks,

However, the foreign procblem is before us. And so, despite the
fact that the dealers are short of bills, he would like to see an
effort made to encourage the bill rate to move above 2-3/l; per cent.
This might require letting free reserves fall somewhat below the level
of around $425 million that had prevailed recently. He would be
satisfied with a free reserve target as low as $350-$L400 million if
that were necessary to maintain the bill rate sbove 2-3/l per cent,

In a further comment, Mr, Balderston noted that free reserves
had been running around $425 million if one allowed for float. Yet a
year ago, from February through April 1961, free reserves averaged
around $525 million, which was about $100 million higher than at present,
but which has not prevented the System from being able to contimue the
increase of reserves behind private deposits at an anmual rate of from
4 to 5 per cent., Faced with a choice between the current international
problem and the pause in domestic business expansion, he would chance a
somewha! lewer level of free reserves to help bring about a firmer bill

rate.,
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Chairman Martin said he did not think that the members of the
Committee were very far apart in their thinking this morning. He
would like to make only the personal observation, in respect to the
February doldrums, that he thought there was less urgency today for
tightening than at the time of either the January 23 or the Jamuary 9
Committee meetings, He continued to feel that this was not a good
period of the year on which to base longer-term policy. A Treasury
advance refunding was, he thought, more than a possibility. Instead,
there was a falirly clear probability that the Treasury would go ahead,
in which event the Committee should attempt to maintain a steady money
market, unless it felt compelled to tighten at this juncture, In his
view, an advance refunding would be complementary to monetary policy,
and in line with the thinking of those who had indicated that they would
favor some slight diminution of the availability of funds, Therefore,
the System ought to be glad to see the advance refunding take place,

The Chairman went on to say, however, that he thought the
Committee must anticipate the possibility of further gold losses, That
would also be a factor, perhaps, in the market. It might accentuate the
necessity for the System to look at the discount rate at a later stage
as a confidence factor.

To sum up today's meeting, the Chairman said, he thought the
consensus favored maintenance of approximately the status quo for the

next three weeks, whether on the basis of a Treasury advance refunding
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or economiec policy considerations. Accordingly, he would think that

tne existing directive would be acceptable for the next three weeks,

if the Commititee followed a suggestion such as that of Mr, Robertson's

and said that in view of the possibility of a Treasury financing,

emphasis should be placed on maintaining a steady money market. A minor

adjustment alsoc could be made in the first paragraph of the diresctive,
The Chairman then inguired whether such a directive would meet

the views held by the Commitiee teday, The only reservation expressed

was by Mr. Robertson, who said that he would prefer to see the Committee

tie its peolicy 1o the aquestion of supplying reserves rather than interest

rate considerations,

Accordingly, the Federal Reserve Bank
of New York was authorized and directed,
until otherwise directed by the Committee,
to execute transactions for the 3ystem Open
Market Account in accordance with the follow-
ing current economic policy directive:

It continmues to be the current policy of the Committee to
permit further bank credit and monetary expansion so as to pro-
mote fuller utilization of the economy's rescurces, together
with monetary conditions consistent with the needs of an
expanding domestic economy, taking intc account this country's
adverse balance of payments as well as a possible Treasury
financing.

To implement this policy, operations for the System Open
Market Account during the next three weeks shall be cenducted
with a view to maintaining a supply of reserves adeguate for
further credit expansion, while minimizing downward pressures
on short-term interest rates, In view of the possibility of a
Treasury financing, emphasis shall be placed on maintaining a
steady money market,

Votes for this action: Messrs, Martin,
Balderston, Irems, King, Mills, Mitchell,
Robertson, Shepardson, Swan, Wayne, Fulton,
and Treiber, Votes against this action: None.
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The meeting then recessed and reconvened at 1:00 p.m. with the

following attendance:

PRESENT :

Mr.
Mr.
Mr.
Mr,
Mr,
Mr.
Mr.
Mr.
Mr.
Mr.
Mr.,
Mr.

Martin, Chairman
Balderston

Irons

King

Mills

Mitehell
Robertson
Shepardson

Swan

Wayne

Fulton, Alternate
Treiber, Alternate for Mr, Hayes

Messrs, Ellis and Deming, Alternate Members of Lhe

Federal Open Market Committee

Messrs. Bopp, Bryan, Scanlen, and Clay, Presidents

of the Federal Reserve Banks of Philadelphia,
Atlanta, Chicago, and Kansas City, respectively

Mr, Young, Secretary

Mr, Sherman, Assistant Secretary

Mr. Kenyon, Assistant Secretary

Mr, Hackley, General Counsel

Mr. Hexter, Assistant Genersl Counsel

Mr, Thomas, Economist

Mr, Noyes, Associate Economist

Mr. Rouse, Manager, System Open Market Account

Mr, Molony, Assistant to the Board of Governors
Mr, Furth, Adviser, Division of Internaticnal
Finance, Board of Governors

Mr, Francis, First Vice President, Federal Reserve
Bank of 3t. Louis

Mr, Coombs, Vice President, Federal Reserve Bank
of New York

Chairman Martin noted that the next meeting of the Committee,

scheduled for March 6, 1962, would be the annual organization meeting,
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In this connection, he referred tc a matter that mirht come up for
discussion at such time, namely, the Committee's sBy-laws as they
related to ithe selection of the Manager of the System Open Market
Lecount, He then asked Mr. Hackley for a brief backeround statement,
adding that some documentation would bhe provided to the Committee
before the next meeting,

Mr. Hackley commented that the law contains ne epecific nrovisiens
with respect to the selection of an Account Manager or the selection rf a
Reserve Bank to execute transacticons for the Opon Market Account, The law
requires only ihiat the Open Market Committee meet at least four times earh
year and thab the Reserve Bank representatives on the Committee shall be
selected for one~year terms beginning on March 1 of each year, The
practice hal grown up of regarding the first meetins after March 1 as the
annual organization meeting, and the By-laws provide that at such meeting
the officers of the Committee shall be elected for the coming year,
However, the By-laws do not provide specifically when the Manager of the
Account shall be selected; only that a Reserve Bank shall be selected to
execute transactions for the Open Market Account, and that such Bank
shall select an Account Manager who shail be satisfactory tec the Committee,
shall serve at the pleasure of the Commitiee, and shall attend all of its
meetings. Mr. Hackley also pointed out that the Committee's Rules on
Organization and Information, last amended in 1955 when the executive

committee was abolished, state that one of the Federal Reserve Banks,



2/13/62 RIS
selected by the Committee to execute transactions for the Cpen Market

Account, selects a Manager of the System Open Market Account, satis-

factory to the Committee,

Chairman Martin then turned to the subject of Federal Reserve
System operations in foreign currencies, concerning whaich various
additional documents, as follows, had been distributed to the Committee
since the meeting on January 23, 1962:

l. Proposed instructions regarding open market
transactions in foreign currencies, (Draft dated tebruary
2, 1962; revised draft dated February 9, 1962.)

2. Proposed guidelines for System foreign currency
operations. (Draft dated February 2, 1962.) (Revised
draft dated February 13, 1962, distributed at this meeting,)

3. Outline of initial program for System foreign
currency operations, (Draft dated February 2, 1962.)

This was superseded by:

Memorandum from Messrs. Coombs and Young dated
February 6, 1952, attaching (a) a draft paper of the same date
on scope and character of initial foreign currency operations
of the System, as agreed to by Treasury~Federal Open Market
Committee representatives; and (b) a second draft paper, also
of the same date, submitting a proposal for a sherti-term
program of coordinated Treasury and System operations consistent
with this understanding,

L. Memorandum on Treasury and Federal Reserve foreign
currency coperations and policy =~ relationships and coordination.
This memorandum was submitted by Treasury representatives as a
statement of the Treasury's viewpoint on the problem of operating
relationships between the Treasury and the System, It had been
amended by the Treasury representatives under date of February 1,
1962, in accordance with suggestions made by Messrs, Coombs and
Young.

5. Proposed initial directive from the Federal Open Market
Commitbee to the Federal Reserve Bank of New York on System
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foreign currency operations, (Draft dated February 6,
1962,)

6. Letter Irom Robert H, Knight, General Counsel of
the Treasury, transmitting a confidential Treasury memorandum
on Treasury experience in the foreign exchanpe markets,
(Letter dated February 9, 1962,)

7. Memcrandum from Mr, Hackley, dated February 8, 1962,
on an alternative approach to System foreign currency operations
under which such operations would be repulated, directed, and
supervised by the Board of Governors rather than by the Federal
Open Market Committee,

The Chairman stated that he would first review briefly what had
happened since the January 23 Committee meeting, [he day before that
meeting, he recalled, Mr, Hayes had made an address in which he referred
to the possitility of System foreipn currency operations. Then, at Lhe
January 23 meeting, he (Chairman Martin) had been authorized to make
reference to the subject in his testimony before the Joint bconomic
Committee on January 30 in connection with hearings on the President's
fconomic Report. e presumed that the members of the Committee had scen
the testimony. Rather surpraisingly, the Chairman said, there had been
little comment, either favorable or adverse, since that time,

The Chairman also recalled that at the meeting on January 23 the
Commititee, with two dissenting votes, had approved in principle a program
of System foreign currency operations and had reguested Messrs., Young and
Coombs to begin negotiations with the Treasury with a view to drawine
lines of responsibility between the Treasury's Stabilization Fund opera-

ticns in foreign currencies and Federal Reserve activities. Messrs., Youns

and Coombs had since met with Treasury representatives and some prosress
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had been made, although the difficulties involved in a vpioneering
cperation of this kind were considerable,

The Chairman stated that he would ask Mr, Young to report on what
had been done tc date, He would then ask Mr, Coombs to provide scme
orientation on procedures that the New York Bank would have in mind in
connection with foreign exchange operations, This, he thought, would be
helpful to the Committee, and the members should feel free to ask
questions,

Mr. Young said that the persons designated by the Treasury to
consult with Mr, Coombs and himself were Robert H. Kniesht, General
Counsel, and Alan R, Holmes of the Under Secretary's staff. He and
Mr. Coombs met with Messrs. Knight and Holmes for two days following the
Jamuary 23 meeting of the Open Market Committee, and since that time
there had been several further informal conversations, The Treasury
tendered a memorandum setting forth its point of view on the problem of
cperating relationships, which memorandum had been reproduced and distrir-
uted to the Committee substantially as submitted, although with a few
changes, The Treasury had originally included certain reservations that
related to the longer run, and he and Mr, Coombs had raised the question
whether those were important and necessary. Accordingly, the [lreasury
withdrew these points.

Mr, Young said he and Mr. Coombs proceeded by laying on the
table the point of view that had been presented in a memorandum,

distributed previcusly to the Committee, which had been sugpested as a
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beginning point for discussions with the Treasury. In the end,
however, it developed that the fact that the System was proposing to
undertake a new program on an experimental basis handicapped tryine to
pursue the matlter to what might be a fairly definitive allocation of
responsibilities. In the circumstances, it seemed that it would be
desirable to try to reach an agreement on the cutline of a beginning
program to which both the Treasury and the Federal Reserve might agrec,
and it was urderstood that Messrs. Coombs and Young would prepare a
memorandum that would propose a more specifiec program for the beginnine
of Federal Reserve operations in this area,

From that point, Mr, Young said, the discussion backtracked into
the documents that had been prepared earlier for the Committee,
particularly the sugeested guidelines, in an attempt tc work things out
in a way that seemed from Treasury experience and what the Federal
Reserve had in mind ‘o be appropriate for System operations. The Federal
Reserve representatives showed the Treasury representatives the proposed
"action" memorandum and the various implications of that document were
discussed. The memorandum was subgsequently revised in the 1light of that
discussion, and some further suggestions had resulted from Jdiscussion
within the Board of Governors. Likewise, there had been some further
discussion within the Federal Reserve regarding the guidelines, and as
a result there were one or two fresh suggestions. Mimeographed copies
of the guidelines in a fomm reflecting those suggestions were now

available for distribution, (Distribution was made at this meeting.)
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Mr, Young also referred to the report that had been furnished
by the Treasury on the operations of the Stabilization Fund in the
exchange markets since March 1961, From the standpoint of the Treasury,
he noted, this was a highly ccnfidential document. The Treasury was
much concerned that it be so regarded within the Federal Reserve System,

Mr. Young then reverted to what had been agreed upon by the
Treasury and Federal Reserve representatives as the appropriate character
and scope of an initial program of foreign currency operations by the
Federal Reserve System. This provided for the System to acquire in the
market or direct from foreign central banks small amounts of authorized
foreign currencies whenever pressure on the dellar relaxed and the rate
of one of those currencies fell from recent high levels, This would be
with the thought of developing a modus operandi, The System would
dispose of this inventory only on such occasions as market conditions
might make sales desirable, Also, tc facilitate the breaking into the
business by the Federal Reserve System, the Secretary of the Treasury
would stand ready to sell to the Federal Reserve modest amounts of
currencies already held by the Stabilization Fund. The amounts mentioned
were not necessarily the amounts that the Federal Reserve would be
expected to purchase to get into business; they were arrived at rather
arbitrarily as amounts that it seemed appropriate for the Treasury to
offer at this particular time, The System would be free to take whatever

it wished, The Treasury would be free to contimue operations under
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existing agreements with four countries (Germany, Switzerland, the
Netherlands, and Italy)}, but the System, according to the program
described in the paper that had been distributed, would stand prepared
to acquire currencies ol those countries from the Treasury, either
outright or under mutually satisfactory resale agreement, in the event
that adverse exchange market developments caused the Stabilization Fund
to exhaust its available resources, The Treasury and the System would
consult before either entered into any agreements with foreign central
banks or govermments regarding possible foreign currency operstions,

To be in a position to meet any unusual demands for foreign
currencies that might arise, the System would stand ready, within
agreed-upon limitations, to enter into reciprocal currency transactions
with designated foreign central banks, especially those of France arnd
“ngland, and to purchase from the Stabilization Fund part or all of
foreign currency amounts acquired under Treasury credit arrangements
with major European central banks or govermments already negotiated or,
after consultation with the System, to be nepotiated, Alsc, the System
would stand ready to acquire part or all of the foreign currency amounts
drawn by the Treasury from the International Mcnetary fund in the event
of a U, 5. drawing.

Mr. Young reiterated that the Federal Reserve-Treasury discussions
had developed the thought that, inasmich as the System operations would

be experimental, a complete understanding as to division of responsibilities
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between the Treasury and the Federal Reserve would not be feasible

at this time, However, it was felt that this would be possible on

the basis of experience, and therefore that it might be a good thing

to leave to experience a precise delineation., In the meantime, the

only arrangement that needed to be made would be for the exchange of
information, that 18, the establishment of channels for regular
communication and procedures for continuing consultations. The Treasury
memorandum, Mr. Young noted, elaborated on the mechanism for the exchange
of information and general communication at some length, Therefore, he
and Mr, Coombs had not prepared any paper on that. In general, they
felt that the Treasury memorandum was reasonable,

Mr, Young alsoc pointed cut that the Naticnal Advisory Council on
International Monetary and Financial Problems had some responsibility in
cormection with this matter. After some consideration, however, the
Treasury and ¥Federal Reserve representatives had come to the conclusion
that 1t was only necessary to inform the Council in general laneuage of
the plan that the System had in mind, It was not thought necessary to
get the Council involved in any of the detail, The Council would be
informed by the Chairman of the Beoard of Governors at one of its meetines,
and the other members of the Council would be given an opportunity to
raise questions. Then there presumably would be an action, for the
records of the Council, showing that the subject had been discussed and whether

any objection was raised to this undertaking.
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Chairman Martin commented that a lot of ground had been covered
in the Treasury-Federal Reserve negotiations, and as effectively, he
thought, as the nature of the operation permitted. As Mr. Young had
mentioned, the Treasury was concerned that its memorandum on Stabilizati-n
Fund activities be held in strict confidence.

The Chairman then inquired whether members of the Committee had
questions about foreign exchange operations that they would like to ask
Mr, Coombs, in view of the latter's experience in handling operat:ions
conducted by the New York Bank as fiscal agent of the Treasury.

Reference was made to the extent of operations of the
Stabilization Fund in the forward market, as opposed to spot transactions,
and Mr, Coombs said the basic reason was that the Stabilization Mund was
short of money. Also, those operations had occurred in a period of heavy
abttacks on the dollar. It had seemed at the time that the most effective
form of collaboration with the fereign monetary authorities would be in
the forward markets, because such markets tend to be thin and it was
felt that a given amount of intervention might have a greater effect on
confidence and the general standing of the dollar than an equivalent,
amount of spot operations., Mr. Coombs then described the general nature
of the forward operations that had been conducted,

In reply to a guestion as to how the General Fund of the Treasury
came into the picture, Mr., Coombs said that the total resources of the

Stabilization Fund were only about $330 million, Within that total,
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moreover, there were commitments to several countries, including Latin
American countries, for stabilization credit, and there was some gold in
the Stabilizaticon Fund, As a rough guess, the availability of Fund
resources for the acquisition of hard currencies was in the order of only
about $125 million, However, by usineg its General Fund the Treasury could
borrow foreign currencies, Thus the General Fund was in a sense a
reservoir for the Stabilization Fund. As teo limitations on the borrowing
of currencies, this would depend on negotiations with particular foreign
countries, but presumably there was no dollar limitaticn on the use of
the General Fund except the debt ceiling,

Mr. Mitchell asked a series of questions concerning the
responsibility for decision making., He asked whebther, for example, the
question of operating in the currency of a particular foreign country
would be a decision of the Federzl Reserve or of the Treasury, or a joint
decision,

Mr. Coombs indicated that, since the Treasury was not really in a
position to operate in the currency mentioned because the Stabilization
Fund did not have enoupgh money, he thought the initiation of such an
operation would have to be a Federal Reserve matter. He would assunme,
however, that the Federal Reserve would consult closely with the Treasury
in terms of what it plannred to do, and obtain any suggestions that the
Treasury might want to make.

Mp. Mitchell asked whether Mr, Coombs would view such a deecision

as setting up a continuing relationship with the country in ouestion, and
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Mr, Coombs replied that personally he would consider it desirable to

have a continuing relationship., There had been a heavy yield in terms of
cooperation and understanding as the result of Stabilization Fund opera-
tions. The Federal Reserve would be throwing away much more than it
accomplished if it entered into one-shot operations,

Mr, Mitchell alsc inguired about the mechanism of decision makine
within the System. He inguired, for example, how the goal would be
determined if there was a question of operating in the currercy of a given
country, and Mr, Coombs replied that this would be a decision for the Open
Market Committee,

Further questions by Mr, Mitchell related to the means of estab-
lishing a basis for a Committee determination, including a determination
as to how much money should be set aside for a particular venture,

Mr. Cotmbs suggested that it might be well Tor the Committee to
get a reasonably high figure to allow room for various unforeseeable
contingencies. However, that would he a decision for the Committee,

Mr, Coombs also described how he would envisage, once a basic decision
had been made, that actual negotiations would be instituted and carried
out with a foreign central bank., As to the need for consultation with
the Committee on a day-to-day basis at that point, Mr., Coombs said he
asgumed the Special Manager of the System Open Market Account would be
given some latitude, within the framework of the basic decision, for the
exercise of discretion in working out the most orderly procedure for

accomplishing the directive,
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Mr, Coombs alsc responded tc gquestions regarding what he would
anticipate might be accomplished through operaticns up to a certain
amount in a particular foreign currency. 1In the course of these
comments, he brought out that it would be assumed +that central banks
would never be operating at cross purposses., All of the Stabilization “und
transactions had been fully discussed with the foreipn central banks
concerned, and it had always been possible to acnieve full apreement,

Chairman Martin commented at this point that he liked to think
of this type of operation as a kind of lubricating device. These
operations could not effect a [undamental cure Tor the balance-of-pavments
problem, but it should be possible te lubricate the market tc a certain
extent. The System's operations should not be so large as to try to
correct a basic deficit, but they should be sufficient to give some
assistance until the more fundamental provlems could be corrected.

Mr, Coombs commented that the whole point of these operations
was to pain time until the basic situation chansged,

There followed discussion, at the i1nstance of Mr., Mitchell,
regarding the possibility that the judgment of a central bank would be
substituted for the judgment of the market, Mr. Toombs conceded that
on occasion it was possible that there might be seme difference of
opinion as to a central rank's appraisal o' a given situation, However,
he did not think that a central bank would want to held up the exchange

rate in its favor artaficially if it kmew that the tide was running in
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the other direction, He had found central banks anxious to have the
exchange rate reflect basic trends,

In reply to a question as to the anthority of the Treasury to
borrow abroad, Mr. Coombs c¢ited a statubory reference and said he
understood there was no doubt as to the Treasury's authority. Hr. Hackley
confirmed this conclusicni he also noted that in a reneral sense the
Federal Reserve Banks may extend credit to foreign banks by the estab-
lishment of reciprocal currency arrangements.

At the request of Chairman Martin, Mr. Cocombs then described
circumstances that would entail the possibility of less to the rederal
Reserve System from foreign currency operations, He indicated that the
most basic risk would be involved in the revaluation of a foreign
currency. The sclution that had been found in operations for the
Stabilization ~und was Lo obtain an arreement with the foreign central
bank cencerned to egive two days' notiece of anv inktention to revalues its
currency upward, [his agreement had been more or less readily conceded,
and tne two-day notice would allow time to cover,

Returning to the auestion of decision making, Mr. Mitchell
1nquired how much communication between the Committee and the Svecial
Manager would be needed, assuming that the Special Manager had been
given some substantial latitude in which to operate under a basic
determination by the Open Market Committee, The rcsponse of Mr, Coombs
brought out, through examples, that much might depend on the nature of

the instruction given %o the Special Manager.
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At the sugpestion of Chairman Martin, “r., Coombs then commented
on the existing arrangements at the New York Bank for the conduct of
foreign exchanee operations, He also touched hriefly on the procedures
followed by the New York Bank in executing transactions on behalf of
foreign central banks,

In further discussion, question was raised as to whether, in the
course of day-to-day operations that would involve consultaticn with the
Treasury, the Treasury would find it necessary to consult with other
agencies of the Government, including, for example, the State TNepartment,
Mr. Young replied that there would be no day-te-day interest on the part
of anyone except the Treasury. The Chairman of the Board of Governors
might report occasionally at meetings of the Wational Advisory Council,
and some material of a retrospective nature might be prepared Ffor the
Councilts annual reports to the Congress. Most of that information
would already have been published, As to the Treasury, the Federal
Reserve would keep that Department informed from day tc day on the bhasis
of a daily conference telephone call, which would be handled in much the
same manner as the daily call on regular open market operations. Also,
there would be Treasury-Federal Reserve staff discussions from time to
time, in much the same manner as those with regard to regular open
market operations. Questions of policy would be discussed by the
Chairman of the Board with the Secretary of the Treasury, but the

Treasury would not have a veto. Information cn the foreign economic
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policy of the United States, which falls under the pgeneral puidance
and control of the National Advisory Council, would be available to
the System through its association with the Counearl apparatus at the
staff level,

Mr, King raised a question with respect to the comment made
earlier by Mr., Young that there would be no specific rules at the outset
on relationships between the Treasury and the Federal Reserve, the thought
being that these might evolve out of experience., e asked whether it
would not be better to have such rules, subject to an understanding that
they cculd be revised in the course of events if necessary. In this
connection, Mr. King indicated that he had some concern about the proposed
puying of currencies from the Stabilization Fund and inguired whether it
would neot be desirable to have at the cutset a specific understanding
that the Federal Reserve would buy from the Stabilization Fund only in
rnominal amcunts and purely for the purpose of opening accounts.

In response, Mr. Young expressed ihe view that no general rule
was needed; the Federal Heserve simply would not buy currencies from the
Stabilization Fund unless it wanted to make such purchases, He did not
think that the Treasury would be apt to come to the System with the idea
of selling frem the Stabilization Fund uniess something happened in the
development of the over-all program of foreign currency operations that
would make it seem desirable, from the Treasury's standpoint, to eet

unloaded, There could always be that kind of development. For example,
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an underdeveloped country might need temporary help and there would be
no way to arrange it except to give a commitment from the Stabilization
Fund. In that event, the Treasury might need teo convert some of its
Tesources.

Mr. Robertson ingquired as to the advantages seene-aside from the
Federal Reserve's "unlimited pocketbook"--in having two agencies operating
in this field instead of one, and Mr. Coombs replied that hs did not
think there were any. It just so happened by circumstance that there
were twoe agencies that were interested in the field,

With respect to the possibility that had been mentioned of
purchasing currencies froem the Stabilization Fund, Mr., Swan inquired
whether it was reascnable to think that the dxsposal of suech currencies,
if acquired, would be up to the Federal Reserve, He asked whether it was
not. possible that the Federal Reserve wculd Jjust be in the role of
supplying funds to the Treasury rather than conducting foreign currency
operations, Mr. Coombs replied that he thourht that the Treasury would
relinquish any further claim to the currencies,

Mr, King again expressed the view that it would be a mistake not
to have any clearly drawn rules setting out the lines according to which
the Treasury and the Federal Reserve would conduct their respective
operations,

In the ensuing discussion of this point, Chairman Martin expressed

the view that Messrs. Young and Coombs had negotiated well with the
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Treasury and in tones of firmness, There should be an effort to
establish principles, However, he considered 1t difficult to sit down
and attempt to draw up such principles while the Federal Reserve was in
the process of learning.

After further comments, Chalrman Martin turned to the guestion
that had beer raised in a memorandum from Mr. Hackley dated February 6,
1962, concerning the possibility of making System operations in foreipn
currencies subject to supervision by the Board of Governors rather than
the Open Market Committee. He pointed out that the censideration of this
subject had started with the assumption that such operations would be
under the supervision of the Committee, and the discussinns thus far had
been on that basis. However, the question discussed in VMr, Hackley's
memorandum had been raised recently, and it seemed well to throw the
matter open [or full consideration. The Chairman said he had talked
with Mr, Hayes at some length last Saturday and that Mr., Treiber would
express himself at this meeting on behalf of the New York Reserve Bank.

The Chairman then turned to Mr. Hackley, who said that his
memorandum was in neo sense intended as a proposal, recommendation, or
endorsement. of the alternative approach as against the approach heretofecre
considered. The gquestion had come up during Board discussions last waek,
and his memorandum was in the nature of observations on the legal aspects
of the alternative possibility without intent to recommend it zs a more

desirable spproach. He did feel that in at least some respects this
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approach might be more defansible from a legal standpoint, The so-called
alternative approach, however, would not in any way affect the basic
legal question of the System's authority to engage in foreign currency
operations, There were certain arpuments that would seem to support
placing authority in the Board of Governors, with certain complementary
actions by the Open Market Committee so far as open market operations
were involved, but his memorandum was not intended to indicate that the
approach heretofore considered would not be lepally supportable.

Mr., Wayne inquired whether Mr. Hackley meant that the law was
sufficiently uncertain so that either approach would be legal,

Mr, Hackley replied that, as indicated in his memorandum of
November 22, 1561, any operations in this field would necessarily involve
activities with respect o which beth the Board and the Committee would
have statutory responsibilities, the Commiltee with respect to open
market transactions, including the purchase and sale of cable transfers,
and the Board with respect to the opening of accounts and supervisory
authority over all foreign relationships,

Mr, Wayne then ingquired whether the law appeared to be sufficiently
clear that a discussion by the Open Market Committee would not be in order,
to which Mr., Hackley replied that the law was not that clear, He
reiterated that the memorandum was not intended to express any recommenda-

tion on his part.
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Chairman Martin said that he thought this matter deserved full
discussion around the table, In one sense, it could be said that the
authority was in the RBeard to use the New York Bank as agent in somewhat
the same manner as the Bank was used by the Preasury, As fiscal agent of
the Treasury, however, the New York Bank was removed to that extent from
the System as a whole, and in his judgment this was a defect and a matler
of concern. Alsoc, there was the question of an officer of the New York
Bank operating for the Stabilization Fund and also for the System. This
was all part of a broad problem, irvolving difficult questions of relation-
ships within the System as a whole,

In further discussion, Mr, Mills inquired whether he was correct in
thinking that whatever arrangements might be entered inte would be rerarded
as experimental and subject to amendment or revocation, Chairman Martin
replied that he thought there was no gquestion. The matter had to be on
that basis,

Chairman Martin then turned to Mr, Treiber, who presented
substantlally the following comments:

After reading Mr, Hackley's memorandum of February 8, 1962,
cutlining an alternative approach with respect to the conduct of
foreign currency operations, I re-read that portion (pp. 23-33;
of Mr, Hackley's memorandum of November 22, 1961, dealing with
the respective jurisdictions of the Board of Governors and the
Federal Open Market Committee.

Certainly the statute 1s not erystal clear in setting forth
the line of demarcatiocn between the anthority and responsibility
of the Board and the authority and responsibility of the Committee,

It does seem clear that the statute places in the Board the author-

ity and responsibility for regulating the opening and maintenance
of accounts with foreign central banks. On the other hand, it
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appears to be the intent of the statute that the Committee
direct open market operations, and transactions in cable
transfers, bankers' acceptances, and bills of exchange are
open market transactions,

I thought that Mr, Hackley very neatly and gquite properly
distinguished in his memorandum of November 22, 1961, those
activities that basically seem to be within the purview of the
Board and those that seem to be within the purview of the
Committee,

It seems to me that the basic reason why the Federal Reserve
would undertake transactions in foreign currencies is tc influence
the market relationship of such currencies to the dollar; the
primary concern is with the market and transactions in the market,
At times the Federal Reserve would buy foreien currencies in the
market; at other times it wculd sell them in the market, At the
present, our attenticn is focused on the selling of ferelen
currencies, In order to be able to sell them, it is rescessary
to acquire them, as for sxample throurh reciprocal accounts,

But the reascn for the reciprocal accounts is to enable the
Federal Reserve to cconduct transactions in the market,

To say that the sale of foreign currency is an incident to
the maintenance of the foreign account and tne reciprocal credits
is, it seems to me, a misdirection of emphasis--a blurrings of
objectives. No new account has been opened bv & Reserve Bank in
a foreign central bank for decades. ['he reason for openine such
an account at this time is to factlitate the basic purpose of
engaging in market transactions in a foreipn currency in order tc
defend the international position of the dellar,

I suopmit that the reconciliation of the respective responsi-
pilities of the Board and the Committee, as outlined in
Ur. Backley's memorandum of November 22, 1961, 1s appropriate,

The Federal Open Market Committee has become the forum for
the formulation of national credit oolicy. It 1s a manifestation
of the strength of the Federal Reserve System—-a blendines of
national and regicnal elements, bringing forth the greatest
contribution of the various parts of the System. It seems to me
that 1t 1s highly desirable that the Reserve Bank Presidents, as
well as the members of the Board, join together throueh the Open
Market Commiitee in directing over-all policy with respect to
Federal Reserve operations in foreign currencies,

Mr. £llis stated that he subscribed generally to the position
Mr, Treiber had expressed, with this additicnal cbservation. Fe was

impressed by the memorandum relating operaticns in fereipn currencies to
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operations in -omestaic markets., He thourht tlere was a similaritv of
approach and of technique that deserved consideration orn the part of
the Committee. T7i1th respect to administrative techniques and operational
routines, it seemed necessary to po throueh a smaller ercup to a lareger
sroup, wnhnether that he the Board ot Governors or the Open Market
Committee, 1In either event, there would apparently have to be a
delegation of responsibility to a small eroup that would turn for molicey
direction to a larger rroup, and he could see no reason why the larpger
group might not be the Open Market Committee as effectively as the Foard
of Governors. On balance, therefore, while the questirn was a close one,
he would favor the use of the Open Market Committee,

Mr., Irons said he had come to the same conclusion as Messrs,
I'reiber and rllis. He was inclined %o regard tne purchase and sale cf
foreign currencies as much more than an incident to the opeming and
maintenance of accounts with foreirn central banks, and from that stanl-
point tne earlier view would prevail, Also, tnere was much to be said
in support of tnat position from the standpoint of tne Open Market
Committee having developed intn a kind of central forum with regarld to
System policy matiers., 4e did not think that the international anrd
domestic aspects of this problem could be iivoreed. Also, the participa-
tion of the Op=n Market Committee would provide education and in“ormation
in an area wnere there was a need for everyone to obtain a much hreader

knowledge, (mne could see the difference since the abolishment of <the
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executive commitiee of the Open Market Commitiee in terms of the
broadened knowledge and participation of neople throushout the System
who should be expected Lo contribute to the formulation of monetary
policy. If the balance was reascnably equal from a lepal standpoint,

he wouln favor having the responsibility for System operations 1n foreien
currencies placed with the Open Market Committee.

Mr, Swan expressed agrsement with Mr, lrons, WHe felt that thas
questicon had seriocus implications in the longer run, apart from the
specific question of foreign exchange operations, from the point of virw
of the structure of the ¥Federal Reserve System and what was considered to
be its strength, Many of the Committee members were admittedly not
experts in the field of foreign exchange operations, but he bhourht
averyone could hecome sufficiently versed in the subjsct fo discharas ihe
necessary responsibilities., To shift from the Committee to the Board
might give support to those who would like to cnange rather hasically toe
fundamental structure of the 3ystem,

Mr, Deming said he had notning to add fo what already had becn
said by Mr., Irons and the others who had spoken,

My, Scanlon said he had had tne same cuesticns with respect to
Mr, Hackley's memorandum &as were raised by Mr, Wayne, It was not clear
to him which approach was preferable legally, He was not sure he under-
stood the intent of the last sentence in the memorandum, which stated
that the alternative approach would probably have certain practical and

operating advantages.
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Mr. Hackley made the comment that perhaps this sentence should
not have been included in a strictly legal memorandum. However, he had
been thinking, for example, of the almost daily meetings of the Board
of Governors as opposed to the less frequent meetings of the Open liarket
Committee.

Mr, Clay said he was rather inclined to agree with Messrs, nllis
and Irens, and the others who had spoken in like vein. At the present
moment, however, he was not sure just what the Cpen Market Committee
was likely to be called upon to decide and whether it would be 1n a
position to add a great deal, 1f operations in foreign currencies were
included among its responsibilities, There woulid be some benefit to tLhe
System, perhaps, in having the Open Warket Commilttee involved, for in
time there would no doubt be a bip job of interpretation to the public
and the banking system. Thus, there would be some advantage if the
Reserve Bank Presidents were involived to such an extent that they could
at least have an opportunity for learning. At the present time, however,
he had some doubt whether his own contributicns to decisions in this area
would be of great value.

Mr. Wayne said he was still disturbed about the guestion of lepal
uncertainty that was revived in Mr, Hackley's memorandum, He had tarurht
that the last sentence in the memorandum, referred to previously by
Mr. Scanlon, was not just an inadvertent expression, It seemed to ham

that in some ways it was true, Mr. Mitchell had beer discussing earlier
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the matter of decision making, and Mr. Coombs' replies had clarified
his (Mr. Wsyne's) thinking to some extent, He had been thinking that
the matter of dealing with foreign central banks, and their preference
for limited groups, might make it difficult for the Open Market
Committee to function in this area; that perhaps there could not be
real freedom of discussion, Howsver, he gathered from Mr. Coombs that
the necessary element of confidertiality would not be inconsistent with
the making of policy decisions by the Committee, The problem seemed
more analogous to domestic System coperations than he had thought before
this afternoon. If this was true, then he would feel that the placing
of the responsibility in the Open Market Committee would be advantageous
from the standpoint of having a broader group discuss matters of policy
in this area., He was impressed by the relationships between foreign
exchange operations and domestic open market operations; they would
suggest that both types of operations should be considered in the same
forum. It would not be too long, he felt, before someone would have to
doc some explaining, and he would like %o have the opportumity to become
familiar with the System's activities in foreign currencies if he was
going to attempt an explanation.

Mr. Mills said he would prefer the original concept of operating
through the Open Market Committee as it would provide an opportunity for
the Committee to review, ratify, and confirm the actions taken by a

smaller management group. He would hope that such reviews could be
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accomplished on a constructive basis. However, the injection of the
Committee would bring a rather unwieldy body into the decisions; as

time passed, it might prove difficult to handle matters in this wsy.

If so, then he would feel that in the interest of wmore direct and nrompt
action it might be aldvisable to turn to the alternative approach and
vlace the direction of foreign currency operaticns in the Board of
Gavernors,

Mr. Robertson recalled that he had opposed the whele prowram of
operaticns in foreign currencies on legal, practical, and policy srounds
because it had seemed to him that the only basis for the enfrance of the
Federal Reserve into this field would be to suvplement the resources of
the Stabilization Fund and because the program was being underiaken
without specific Congressional approval, It involved putting two agencies
of Government into the same field, with the nossibility of differing
Judgments and operations that were at cross purpeses, Consequently, he
felt that it would be preferable ii there was Jjust one agency in the
field. e felt that if the size of the Stabilization Fund was inadequate,
tne Treasury should seek to augment it by a request to Congress for
additional appropriated funds, or peossibly seek Congressional authority
to freely utilize the unlimited funds of tne Paderal Reserve System,

From a legal point of view, Mr, Rorertson said, he did nct think
it made much difference whether Federal Reserve foreign currency

operablons were under the direction of the Open larket Committee or the
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Beard. In his opirion, there would be a stretching of the statute in
either case, However, the statute does specifically authorize the Roard
to exercise special supervisicn over foreign relaticnships. Therefore,
it prokably would come closer to meeting the statute to conduct opera-
tions through the Board rather than throush the Open Market Committee,
Alsc, the Board came closer to being purely a Goverrmental unit; it was
composed entirely of publicly-appointed representatives, Accordingly,

he felt that the Board should bear the responsibility and the urden of
this operation., From a practical point of view, moreover, the Board

was 1in a pesitiocn to act more promptly in this field because it could
meet not only daily bui hourly if necessary, No matter which alternative
was followed, however, the function should be discussed fully within the
Open Market Commiltee soc that everyone could have a complete understanding
of the problem,

Mr. Shepardson said that from Mr. Hackley's memorandum it seemed
possible that on a fine reading of the law there might be some weight of
argunent in favor of placing the responsibility in the Board of Governors.
However, either approach involved an interpretation of the law that was
rather nebulous in some respects, On the assumption that the original
proposal would be legally supportable, he thought that it would contain
advantages from the standpoint of the System as a whole, even granting
the possible mechanical advantages of a Beard operation, Participation

of the entire Open Market Committee would be desirable from the standpoint
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cf System unity and understanding, as well as from the standpoint of
the close interrelationship of foreisn and domeslic operations.
Accordingly, he felt that the original proposal would be preferable in
the longer run,

Mr, King said that if the Open Market Committee was going to take
direct charge of these operatbions, perhaps that approach would be better,
In practice, however, it would seem that any eroup of men who met
practically every day would be in a better position to make promot
decisions., The real ouestion, as he saw it, therefore, was whether the
Open Market Committes would oe able to assume full responsibility and
discharge it. If it deleraied responsibility o a few members, he
thought that would be a mistake, and under the proposed plan of crganization
he believed that was what the Jommitiee would be doing. For that reason,
he thought the Board would be preferable because it could meet every qay
and make what decisions had to be made. Perhaps he was magnifying in
his mind the number of decisions tnat would have to be made, but he felt
that the Open Market Committee would have to act larsely after the fact,
Also, he saw merit in Mr., Robertson's peint that the Board consisted of
persons publicly appointed., He favored the present mechanism for the
conduct of System open market operations and felt that a great deal was
gained by having the full Open Market vommittee and other Presidents meet
together every three weeks, In this particular field, however, because of
the lesser frequency of meetings, he doubted whethsr the Open larket

Cormitiee would be able to discharge its responsibility effectively,
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Mr, Mitchell stated that his philosoohy was cuite close to that
expressed by Mr, Wayne. He went on to gay that as a practical matter
there seemed to be three possibilities for conducting a prosgram of
operaticns in loreign currencies: through Lhe “mepr Market Committee,
through the 3card of Governors, or through a subcommittee cf the ‘oven
Harket Committese, As between a subcommittes of the Open Market “ommittee
and the Beard of Governors, he would prefer to place the prosram in the
hands of the Board, If it appeared that the .1l Open liarket Jommittee
would be able to do the job, then he would have a slierht prefavence [or
that approach. Howsver, he was not sure that what would bhe 'nvelved was
enbirely clear, If the OUpen Market Committee was roing to consider
international and domestic factors tosether, the members wonld have Lo
become as conversant with the international considerations as the
domestic, Also, the problem of confadentiality in foreign exchange
operations was involved, and the conduct of operatimrns through the Cpen
Market Committee would bring in a substantially lareer number of
principals along with advisers, tinally, there was the gquestion involived
in the lesser fregquency of meetings of the Open YMarket Commitiee, “otting
ail of these factors together, much would seem to depend on the nature of
Lhe decisions that would have tc be made, including how often Jecisions
would have tc be made and what they would be like. I they could be made atb
three~week intervals, his thinking would run in the direction »f proceedins

through the Open Market Committee; 1f frequent decisions would be regiired,
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however, tnen he would be inclined to place the respcnsibility in the
3oard.

Mr, ~ulton said that he concurred almost cempletely in the views
expressed by Mr. Robertson., He went on tc say that he doubted whethar
all of the backeround informati-n tnat would oe necessary i1n making
decisions on forei-n currency operations could be made available teo the
full Open Market Committee, Jurther, while the international situation
was of significance to the Committee, in his opinion the Committee snould
direct its attention primarily to the -Aomestic ecconomy and to supplying
the reserves to the banking systemn that were necessary to promote the
domestic economy. He felt, also, that the responsibzrlity “cr foreign
currency operations should be lodged in a public body, and the -cari of
sovernors met that description, From the practical standpoint, he roten
that the Board is able to meet at any time and that 1t 1s more available
for conference than the Committee, 1If the responsihility were in the
Open Market Commititee, it misht be necessarvy to del=apgate substantial
powers to a subcommittee, and he doubted that the f1 11 Cemmittee would
actually have control of the operations except in terws of broad
principles., For these reascns, he felt that 1t would ce preferable o
place the responsibility in the Board of Governors,

Mr. Bopp commented that ne was samewhat disturned by the imolization
that the Board was a public body while the Open Market Commiti=e was not.

rurther, if this line of thinking was pursued, he doubted whether one
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could avoid the conclusion that both domestic and international facets
of monetary policy should bea handled by that same public body. He weuld
not favor such an approach, As to the foreipn currency operations, on
the grounds developed by Mr, Irons, including the nature of the Federal
Regerve System and the fact that problems arising ocub of such operations
would have to be defended by the System as a whole, he would favor
placing the responsibllity in the hands of the (pen Market Committee.

Mr., Bryan said he could see a number of longrer-run arsuments of
a rather tneoretical nature for having the responsibility placed in the
Cpen Market Committee, However, he was persuaded that for a censiderable
time, at least, the responsibility should preferably ne with the “oard
and the New Ycrk Bank on the grounds that such ar approach would be more
practical. In his opinion, it was questicrable whether a body as laree
as the Open Market Committee could deal with the subject properly, at
least in the experimental and developmental stapes, He felt that a 1ot
of decisions were likely to be required, that sucn decisions would have
to be made guickly, and that they might have to be of ar ad hoc nature.
Accordingly, he would prefer thak the Zoard of Governors deal with thcse
matters, with the Open llarket Committee kept informed as a matter of
informaticn and education,

Mr, Balderston said he had the feeling that the System's deomestic
and international goals were sc closely interrelated that it wounld he a
mistake to diverce the new program from the operations of the Onen Market

Committee., Also, he was impressed with the peoint that the Systenm



2/13/62 -77=

commuttity might be endangered if the new prosram were administered by
the Board and the New York Bank without the other Reserve Banks
participating. The funds employed would te System funds, he noted,
adding ithat he felt that five or ten years from now it wouid seem to
have been a mistake 1f, merely because of certain practical advantages
in getbing the new operation started, a plan nad heen initiated that
involved divisionary tendencies, Wwhile there might be a practicsl
problem««in view of the confidentiality of Lhe operationse-~if the
responsibiliiy were vested in a body as large azs the Open Market
Committee, it seemed to him that a solution was easy to visualize, JIF
the Committee met at three-week intervals, what had transpired in the
field of foreigen currency operations could be revorted to the Committiee
and the actions made known to all of the members, 'The Special Manaser
would be expected to operate under general guides furnished by the
Commitbtee in much the same mamnsr that the Account Manager had operated
during the past year under the special auvthorization to conduct
transactions in intermediate- and longer-term U, S. Government securities,
The Manager knew in general terms how the Committee expected him to
operate. Then, each time the Committee met, the Manager had advised it
of what he had done and the operations were approved, ratified, and
confirmed, The reporting on foreign currency cperstions ought to be as
complebe as confidentiality would permit. In terms of immediate guidance,
if the Special Manager should feel that his guidelines in this new and

unexplored area were not sufficiently clear, he should have an opportunity
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to call upon & small group, such as the subcommittee that had heen
suggested, in order to be able toc act quickly and decisively. Thereafore,
Mr, Balderston said, he would see the subcommittee serving not as a
substitute for the full Committee in the sense of corraling secrets of
the trade, but rather serving in times of need to provide a means whereby
the Special Manager would be able to get on with his job,

Chairman Martin said that this was also his general position, He
added that he had one or two observations, First, he did not believe it
was possible, with the world developing as it was, to separate domestic
and international considerations., This might he false thinking on his
part., But he had heard some people try tc rank economic goals such as
employment, growth, and other factors, and in his opinion they were all
interrelated. Second, he did not feel that the Committee members and other
Reserve Bank Presidents would necessarily have to become foreign exchange
experts., To become an expert, a person would have to devote his entire
energy to the problem of foreign exchange alone, The Committee members
would have to understand the broad principles, but they would not have to
become foreign exchange experts., Therefore, he did not think there ought
Lo e a lLendency to exaggerate the burden that weuld be involved.,

The Chairman also made the comment that the world was changing
quite a bit today. He was inclined to feel that ten years from now
operations in foreign currencies probably would be just as much a part

of the System as open market operations in Govermment securities.
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Chairman Martin commented that he thought the System was
proceeding along the right lines, There were those, he noted, who
felt that the law was not sufficiently clear. [t might be desirable to
seek legislation in this area at some time, but at the moment he donbted
whether it would be feasible, with sc little experience, to determine
exactly what kind of legislation was needed, Hather, it seermed to him
that the best move would be firsi to gain some experlience, If it was
clear from the law thabt the Federal Reserve did not have the aulhority
to enter into foreipn currency operations, that would be different, but
opinions were availablie from the Committee's General Counsel and from the
General Counsel of the Treasury, and the attorney Gereral had concurred.
The availability of those decisions, along with lack of System experience
in foreign currency operations, would handicap the System if it tried %o
get legislation, The System would be asked what kind of additional
legislation it needed, and the Congress probably would not want to putb
itself in the position of approving something 1f the federal Reserve was
not clear about its wishes 1n the matter,

Where he came oub, the Chairman sajd, was that the System was
confronted with a pioneering operation, The System would be feeling its
way for a period of time and, as pointed up by Mr, Mills' earlier comment,
the Committee would not be doing anything irrevocable., There should
continue to be full discussion of the matter. It was desirable to have
full expressions of opinion, and time should be spent on the subject at

every cpportunity.
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At the same time, the Chairman continued, the Committee had
made a decision in principle to move forward, [here was a commitment
at this juncture to move forward, in the absence of compelling reascns to
the contrary, and this would require the acceptance of some kind of
framework. Such a framework had been proposed in the documents hereto-
fore distributed to the Committes, From the standpoint of practical
operations, it was his feeling that the establishment of a subcommittee
of the full Open Market Committee, on the basis cutlined in the staff
proposal, would be an acceptable precedure at tne outset,

Mr, Mitchell commented that the latest draft wculd authorize the
subcommittee to operate only when there was not time for the full Open
Market Committee tec act, except in the matter of consultation with the
Treasury, This was different from the previous drafi,

Mr. Young confirmed this point, but noted that the Open Market
Committee could delegate to¢ the subcommittee at any time.

Mr. Robertson sald he understood the use of the subcommittee
would be contemplated in meeting an emergency situation 1f the circumstances
called for guick action,

Mr. Young agreed, adding however that he supposed the Committes
would not cohject if the Special Manager consulted with the subcommittee
in getting operations started,

Chairrman Martin then proposed that the documents placed before the
Committee be accepted as a starting basis, with the understanding that

the Committee could review in three weeks what had transpired,
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My, Treiber inquired whether this would mean rsoing forward with
the acquisition of foreign currencies, and the Chairman replied in the
affirmative,

Attention was directed at this point to section XI of the
February 6, 1962, draft of proposed action regarding open market
transactions in forelen currencies, Under this sectinon all profits frem
Svstem foreign currency transactions would be set aside in a special
reserve against losses from such transactions until the reserve reached 15
per cent of the established maximum of System holdings of foreign
currencies,

QJuestion was ralsed as to the necessity for the establishment of
such a reserve fund, and several views were expressed tc the =ffect that
this would not seem necessary., (Mr, Deming expressed some reservation,
saying that in this kind of new cperation questinns were likely to be raised
cencerning the results from the standpoint of profits arnd losses, 1In this
framework, he thoughi there was something to be saxd for establishing a
reserve fund for a time,)

After discussion, Chairman ¥artin inquired whether there were
strong views within the Committee, and there was nc indication of a strong
feeling that such a reserve fund should be established. Accordingly, it
was agreed that this section of the draft document should be stricken,

Chairman Martin then turned to Mr. Hackley, who commented that anvy

activities in this field would require acticns by both the Open Market
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Committee and the Board of Governors. The propesed actions of the Open
Market Committee were partially premised on action by the Board. There-
fore, if the Committee was proposing to act on the auvthorization ard on
the guidelines, there should be simultaneous action on the part of tihe
Board amending Regulaticn N, Relations with Foreien Banks and Bankers,
along with action on the part of the Board designatineg svecific countries
with the central banks of which accounts were authorized te be opened and
maintained by the rederal Reserve Bank of New York,

Accordingly, the meeting of the Open Market Committee recessed at
this point and at a meeting of the Board of Jovernors the actions
described previously by Mr. Hackley were taken by ite Board.

The meeting of the Federal Open Market Committee then reconvened,

lipon motion duly made ani ssconded, the
Federal Open Market Committee then approved,
effective immediately, the following Authori~
zation regarding Open Market Transactions in

Foreign Currencies:

AUTHORIZATTON R&SGARDING OPSN MARKAT IRANSACTIONS
1IN FOREIGY CURRENCIS

Pursuant to Sectbion 124 of the Federal Reserve Act 1in
accordance with Section 21L.5 of Regulation N (a3 amended)
of the Board of Governors of the Federal Feserve System, the
Federal Open Market Committee takes the following action
governing open market cperations incident to the opening and
maintenance by the Federal Reserve Bank of New York (hereafter
sometimes referred to as the New York Bank) of accounts with
foreign central banks.
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I. ERole of Federal Reserve Bank of New York,

The New York Bank shall execute all transactions pursuant
to this authorization (hereafter sometimes referred to as
transactions in foreign currencies) for the oystem Open Market
Account, as defined in the Regulation of the Federal Open Market

Committee,

IT. Basic Purposes of Operations,

The basic purposes of System operations in and holdings of
foreign currencies are:

(v

(2)

(3)

(L)

(5)

To help safegusrd the value of the dollar in
international exchange markets;

To aid in making the existing system of international
payments more efficient and in avoiding disorderly
conditions in exchange markets;

To further monetary ccoperation with central banks

of other countries maintaining convertible currencies,
with the International Monetary Fund, and with other
internaticnal payments institutions;

Together with these banks and institutions, tc help
moderate temporary imbalances in international pay-
ments that may adversely affect monetary reserve
positions; and

In the long run, to make possible growth in the liquid
assets available to international money markets in
accordance with the needs of an expanding world
economy.

III. Spedfic Aimg of Operaticns.

Within the basic purposes set forth in Section II, the
transactions shall be conducted with a view to the fellowine
specific aims:

(1)

To offset or compensate, when appropriate, the effects
on U. 5. gold reserves or dollar lianilities of those
fluctuations in the international flow of payments to
or from the United States that are deemed to reflect
temporary disequilibrating forces or transitional
market unsettlement;
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(2) To temper and smooth ocut abript chanres in spot
exchange rates and moderate forward premiums and
discounts judged to be disequilibrating;

(3) To supplemeni internaticnal exchanse arransements
such as those made throurh the International
Monetary fund; and

(4) In the long run, to provide a means whereby reciprocal
holdings of foreign currencies may contribute to meet-
ing needs for international liguidity as reguired 1n
barms of an expanding world economy.

IV. Arrangements with Foreign Central Ranks,

in makins operating arrvangements with Coreien cenbral banks
on System holdings of foreign currencies, the New York Rank shall
net commit itself to maintain any specific balance, unless
authorized by the Federal Cpen Market Committee.

The 3ank shall instruct foreign central banks reparding the
investment of such holdings in excess of minimum workine halances
in accordance with Section ih{e) of the rederal Reserve Act.

The Bank shall consult with forelgn central banks on
coordination of exchange operations.

Any agreements or understandings concernine the asmimstra-
tion of the accounts maintained by the New York Hank with the
central banks designated by Lve Board of Governors under Section
21L45 of Regulation N (as amended) are to be referred for review
and approval to the Committee, subject to the provision of
Section VIIT., paragraph 1, below,

V. Authorized Currencies,

The New York Bank is authorized to conduct transactions for
System Account in the currencies and within the limits that the
Federal Open Market Committee may from time to time specify.

Vi, Methods of Acouiring and Selling Foreign Currencies.

The New York Bank is authorized toc purchase and sell foreign
currencies in the form of cable transfers through spot or forward
transactions on the open market at home and abread, includins
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transactions with the Stabilization Fund of the Secretary of
the Treasury established by Section 10 of the Gold Reserve Act
of 193h and with foreign monetary authorities,

Unless the Bank is otherwise authorized, all transactions
shall be at prevailing market rates.

VII, Participation of Federal Reserve Banks,

A1l Federal Reserve Banks shall participate in the foreign
currency opsrations for System Account in accerdance with paragraph
33 (1) of the Board of Governors'! Statement of Procedure with
Respect to Foreign Relationships of Federal Reserve Banks dated
January 1, 19uh.

VIII, Administrative Procedures.

The tr'ederal Open Market Committee authorizes a Subcommittee
consisting of the Chairman and the Vice Chairman of the Committee
and the Vice Chairman of the Board of Governors (or in the absence
of the Chairman or of the Vice Chairman of the Board of Governors
the members of the Roard designated by tne Chairman as alternates,
and in the absence of the Vice Chaiman of the Committee his
alternate) to give instructions to the Special Manager, within the
guiidelines issued by the Committee, in cases in which it 1s necessary

to reach a decision on operations before the Committee can be con-
sulted.

All actions authorized under ithe preceding paragraph shall be
promptly reported to the Committee,

The Committee authorizes the Chairman, and in his absence the
Vice Chairman of the Committee, and in the absence of both, the
Vice Chairman of the Beard of Governors:

(1) With the approval of the Committee, to enter into
any needed agreement or understanding with the
Secretary of the [reasury about the division of
responsibility for foreign currency operations
between the System and the Secretary;

(2) To keep the Secretary of the Treasury fully advised
concerning System foreign currency operations, and
to consult with the Secretary on such policy matters
as may relate to the Secretary's responsibilities;
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(3) From time to time, to transmit appropriate reports
and information to the National Advisory Council

on International Monetary and Financial Problems,

IX, Special Manager of System Open Market Account,

4 Special Manager of the Open Market Account for foreign
currency operaticns shall be selected in accordance with the
established procedures of the Federal Open Market Committee for
the selection of the Manager of the System Open Market Account,

The Special Manager shall direct that all fransacticns in
foreign currencies and the amcunts of all holdings in each author-
ized foreign currency be reported daily tc -desipnated staff
officials of tne Committee, and shall regularly consult with the
designated staff officials of the Committee on current tendencies
in the flow of international payments and on current developments
in foreign exchange markets,

The Special Manager and the designated staff ocfficials cf the
Committee shall arrange for the prompt transmittal to the Committee
of all statistical and other information relating to the transactions
in and the amounts of holdings of foreign currencies for review by
the Committee as to conformity with its instructions.

The Special Manager shall include in his reports to the Commitiee
a statement of bank balances and investments payable in foreign
currencies, a statement of net profit or loss on transactions o date,
and a summary of cutstanding ummatured contracts in foreign currencies,

¥. Transmittal of Information to Treasury Department.

The staff officials of the Federal Open Market Committee shall
transmit all pertinent information on System foreign currency
transactions to designated officials of the Treasury Department.

XI. Amendment of Authorization.

The Federal Cpen Market Committee may at any time amend or
rescind this authorizatiom,

Votes for this action: Messrs. Martin,
Balderston, Irons, King, Mills, Mitchell
Robertson, Shepardson, Swan, Wayne, Fulton,
and Treiber, Veotes against this action:
none,
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Consideration next was given to the Yebruary 13, 1962, draft
of proposed guidelines for System foreign currency operations, which had
been distributed at this meeting, and Mr. Young explained the chances
from the preceding draft. These were accepted, and certain minor changes
in the February 13 draft also were agreed upon,
Thereupcn, upon motion duly made and
seconded, the Federal Open Market Committee
approved, effective immediately, the follow-
ing Guidelines for System Foreign Currency

Cperations:

GUIDELINAZS FCR SYSTEM FORSEIGN CURRRENCY CPZRATIONS

1. Heldings of Foreign Currencies

Until otherwise authorized, the System will limit its
holdings of foreign currencies to that amount necessary to
enable its operations to exert a market influence, Holdings
of larger amounts will be authorized only when the U, 3.
balance of international payments attains a sufficient surplus
Lo permit the ready accumulation of holdings of major convertible
currencies,

Holdings of a currency shall generalily be kept sufficient to
meet forward contracts in that currency {(exclusive of contracts
made under parallel arrangements with foreign menetary authorities
which provide their own cover) expected to mature in the followine
three=week period.

Foreign currency holdings above a certain minimum shall be
invested as far as practicable in conformity with Section 1hi(e) of
the Federal Reserve Act.

2. Exchange Transaclions

System exchange transactions shall mainly be geared to
pressures of payments flows so as to cushion or moderata
disequilibrating movements of volatile funds and their destabiliz=-
ing effects on U. S. and foreign official reserves and on exchange
markets.,
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The New York Bank shall, as a usual practice, purchase
and sell authorized currencies at prevailing market rates
without trying to establish rates that appear to be out of
line with underlying market forces,

If market offers to sell or buy intensify as System holdings
increase or decline, this shall be regarded as a clear signal for
a review of the System's evaluation of interpational payments flows.
This review might suggest a temporary change in System holdings of
a particular convertible currency and possibly direct exchange
transactions with the foreign central bank involved to bs able to
accommodate a larger demand or supply,

Starting operations at a time when the United States is not
experiencing a net inflow of any elirible foreien currency may
require that initial System holdings (apart from sums that micht
be acquired from the Stabilization Fund) be purchased directly
from foreign central banks,

It shall be the practice to arrange with foreien central
banks for the coordination of foreign currency transactions in
order that System transactions do not conflict with those being
undertaken by foreiegn monetary authorities,

3. Iransactions in Spot Exchange

The guiding principle for transactions in spot ewxchange shall
be that, in general, market movements in exchange rates, wthin
the limits established in the International Monetary Fund Apreement
or by central bank practices, index affirmatively the interaction
of underiying economic forces and thus serve as efficient guides to
current financial decisions, private and public,

Temporary or transitional fluctuations in payments flows may
be cushicned or moderated whenever they cccasion market anxleties,
or undesirable speculative activity in foreign exchangs transac-
tions, or excessive leads and lags in international payments.

Special factors making for exchange market instabilities
include (i) responses to short=run increases in international
political tension, (ii) differences in phasing of international
economic activaty that give rise to unusually large interest rate
differentials between major markets, or (iii) market rumors of a
character likely to stimulate speculative transactions,
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Whenever exchange market instability threatens to produce
disorderly conditicns, System transactions are appropriate if
the Special Manager, in consultation with the Federal Open Market
Commitiee, or in an emergency bthe members of tne Committee
designated for thai purpeose, reaches a judgment that they may
help to re-establish supply and demand balance at a level more
consistent with the prevailing flow of underlying payments,
Whenever supply or demand persists in influencing exchange rates
in one darection, System transactions should be modified,
curtailed, or eventually discontinued pending a re-assessment by
the Committee of supply and demand forces.

L. Transactions in Forward Zxchange

Occasion to engage in forward transactions will arise mainly
when forward premiums or discounts are inconsistent with interest
rate differentials and are giving rise to a disequilibrating
movement of short-term funds, or when it is deemed aporopriate to
supplement existing market facilities for ferward cover as a mzans
of encouraging the retention or accumulaticn of dollar holdings
abroad.

Proposals of the Special Manager to imitiste forward operations
shall be submitted to the Committee for advance approval,

For such operations, the New York Bank may, where authorized,
take over from the Stabilization Fund outstanding contracts for
forward sales or purchases of auvthorized currencies,

5. £xchange Rates

Tngofar as practicable, the New York Bank shall purchase a
currency through spot transactions at or below its par value, and
should lower the rate at which it is prevaered to purchase a
currency as ibs holdings of that currency approach the established
maximum,

The Bank shall also, waere practicable, sell a currency through
spot transactions at rates at or above its par value, and should
raise the rate at which it is prepared to sell a currency as its
holdings of that currency apprcach zero,

Spot transactions ab rates other than those set forth in the
preceding paragraphs shall be specially autherized by the members
of the Committee designated in Section VIIL of the Authorigzation
for Open Market Transactions in Foreign Currencies.
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Votes for this action: Messrs, Martin,
Ralderston, Irons, King, Mills, Mitchell,
Robertson, Shepardson, Swan, Vayne, Fulton,
and Treiber, Votes against this action: none,

Hlpon motion duly made and seconded, the
Federal Open Market Committee then approved,
effective immediately, the followins continu-
ing authority directive to the rederal Reserve
Bank of New York on System foreien currency
operations:

CONTTNUING ALIHORITY DIRUCTIVY ON SYSTEM
FOREIGN CURRENCY OPERATIONS

The New York Bank is authorized and directed to purchase
and sell through spot transactions any or all of the following
currencies in accordance with the Guidelines on System Foreien
Currency Operations issued by the Federal Open Market Committee
on February 13, 19623

Pounds sterling
French francs

German marks

Italian lire
Netherlands guilders
Swiss francs

Total foreign currencies held at any one time shall not
exceed $500 million,

YVotes for this action: Messrs, Martin,
Balderston, Ircns, King, Mills, Mitchell,
Robertscn, Shepardson, Swan, Wayne, Fulton,
and Treiber, Votes against this action: none.
The authorization that had been adopted regarding open market
transactions provided that a Special Manager of the System (pen Market
Account for foreign currency operations would be selected in accordance

with the established procedures of the Federal Open Market Committee for

the selection of the Manager of the System Open Market Account. The
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By-laws ard Rules of Organization of the Committee provided that the
Reserve Bank selected to execute transactions for the Open Market Account
should select a Manager of the System Open Market Account who would be
satisfactory to the Committee,

Chairman Martin inquired whether the Federal Reserve Bank of WNew
Tork would wish to select Charles A, Coombs, Vice President, as Soecial
Manager of the System Open Market Account for foreign currency operations,
and Mr. Treiber replied in the affirmative.

Thereupon, upon mction July made and
seconded, and by unanimous vote, the selec-
tion by the Federal Reserve Bank of New York
of Charles 4, Coombs as 3pecial Manzager of the
System Open Market Account for foreign currency
operaticns was approved, effective immediately,

Chairman Martin then turmed to Mr. Hackley, who said he knew of
no other actions that should be taken by the Open Market Committee at
this time. He noted, however, that the amendment to Regulation N
approved today by the Board of Governors would be published in the
Federal Register, In this connection, he raised the question whether
the acticns taken by the Open Market Committee should be published in any
form, to which he added tlat he saw no legal necessity for publication.

From a brief discussion that ensued, 1t developed to be the
censensus that such actions need not be published.

With reference to the continuing anthority directive on System

foreign currency operations, question was directed te Mr. Coombts whether

in his opinion the provision that total foreien currencies held at any
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one time should not exceed $500 million would be adeguate, In reply,
Mr. Coombs said he would assume that the $500 million limitation would
be adequate for scme time to come, particularly considering the shifts
that might take place between holdings of various currencies, There
followed some Turther discussicn of this point in lisht of the amounts
of individual currencies that might be held at any one time, Reference
also was made toc a letter that would be sent by the Board of Movernors
to the Federal Reserve Banks concerning the manner and timine of
publicabion of total System holdings of foreien currencies,

Reference then was made to the draft document that had been
distributed under date of February 6, 1962, concerning the scope and
character of initial foreign currency operations of the System, as agreed
upon by Treasury-Federal Open Market Committee representatives, lhis
document, reviewed earller during this meeting by Mr., Young, had heen
distributed to the Committee in company with a memorandum presentinge a
proposed short-term program for coordinated Treasury and System operaticns
in foreign currencies that would be ¢consistent with the undersitanding set
forth in the first paper.

After discussion, during which Mr. Mitchell commented that he
would like the record to show that the early stages of the Federal Reserve
program, as set forth in the draft documents, inveolved questions of
relations with the Treasury concerning which he had some reservations, the

memorandun on the scope and character of initial System foreign currency
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operations was accepted as the basis of understanding concerning an

initial program of System foreign currency operations. The document

read as follows:

SCOPn ANDY CHARACTER OF INITIAL FOR<LuN CURRANCY
OPERATIONS OF THE SYSIAM

I. The System would acquire in the market or directly
from foreign central banks small amounts of authorized foreign
currencies whenever pressure on the dollar relaxes and the rate
of one of these currencies falls from recent hirgh levels,
Holdings thus acqguired would constitute a modest inventory to
be used for sales in the market if market pressures or
instability clearly warrentad, Initially then, the System would
enter the market only as an occasional buyer; barring umisual
market conditions, the System would amm to defer any prosram of
currency sales until minimum balances had been accumulated,

IT. In order to facilitate the early stages of the Federal
Reserve prosram, the Secretarvy of the I'reasury would stand ready
to sell to the Federal Reserve modest amounts cf (German marks
(approximately 37 million equivalent), Swiss francs, Netherlands
puilders, and Italian lire (approximately 51 million equivalent
of each) at market rates of exchange on the day of the sale,

The Federal Reserve already has accounts with the Bank of
bngland and the Bank of France, These currency take-overs from
the Treasury would permit the System to open acccunts at once
with four of the other central banks, to establish appropriate
bookkeeping procedures for transactions through them, ard toc be-
come familiar with procedures and techniques for administering
and investing the accounts,

III., The Treasury would continue to conduct foreign currency
operations under existing agreements with Germany, Switzerland,
the Netherlands, and Italy. The 3ystem, howsver, would stand
prepared to purchase currencies of these countries from the
Treasury, either ouitrirht or under mutually satisfactory resale
agreement, in the evert that exchange market developments obliged
the Fund to exhaust available resources. The I'reasury and the
System would consult before either entered into any agreements
with foreign central banks or governments regarding possible
foreipn currency operations,
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IV, With a view to being in immediate position to meet
any unusual demands for foreign currencies, the System would
stand ready, within agreed limits:

(a) to enter into reciprocal currency transactions with
designated foreign central banks, especially the
Bank of ingland and the Bank of France;

{b) to supplement any arrangement that the Swiss National
Bank might make with the IMF or the Treasury;

(e) to purchase from the Treasury part or all of foreiegn
currency amount.s acouired under Treasury credit
arrangements with major Zuropean central banks or
govermments already negotiated or, after consultation
with the System, to be negotiated; and

(d) +to purchase from the Treasury part or all of foreign
currency amounts that may be drawn from the Inter-
national Monetary rund,

V. 5Since the System!'s foreign currency operations are to be
on an experimental and trial basis, tne Treasury ard the -ederal
Reserve agree that a specific understanding as to a division of
operations between them can be delayed until experience has made
clear the way in which such a delineation can be most effectively
achieved, Initially, there need only be arrangements for the
exchange of infcrmation about currency operations, channels fer
regular communication, and procedures for continuing consultations,

VI, The National Advisory Council will be informed of the
general plan for System foreign currency operations on an experi-
mental and trial basis.

A guestion was raised with respect to the accompanying document
containing a propesal for a short-term program of cocrdinated Treasury
and System operations in foreign currencies, and in the ensuing
discussion Chairman Martin made the comment that it might be well net to

attempt to be more specific at this time than te proceed on the basis

that initial System operations in foreign currencies weuld be generally
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along the lines discussed at this meeting, and within the scope cf the
understanding contained in the document that had beer accepted by tne
Committee,

it was apreed that the next meeting of the ~ederal Open Market
Committee would be held on Tuesday, March 6, 1962,

The mereting then adjourned.
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