A meeting of the Federal Open Market Committee was held in

the offices of the Board of Governors of the Federal Reserve System

in Washingtoa on Tuesday, December 3, 1962, at 9:30 a.m.

PRES:ENT :

Mr. Martin, Chairman
Mr. Hayes, Vice Chairman
Mr. Balderston

Mr. Bopp

Mr. Clay

Mr. Irons

Mr., Mills

Mr, Mitchell

Mr. Robertson

Mr. Scanlon

Mr, Shepardson

Messrs., Hickman, Wayne, Shuford, and Swan, Alternate
Members of the Federal Open Market Committee

Messrs, Ellis and Deming, Presidents of the Federal
Reserve Banks of Boston and Minneapolis,
respectively

Mr. Young, Secretary

Mr. Sherman, Assistaat Secretary

Mr. Kenyon, Assistant Secretary

Mr. Hexter, Assistant General Counsel

Mr. Noyes, Economist

Messrs. Baughman, Brill, Eastburn, Furth, Garvy,
Green, Holland, Xoch, and Tow, Associate
Economists

Mr. Stone, Manager, 3ystem Open Market Account

Mr. Coombs, Special Manager, System Open Market
Account

Mr. Molony, Ascsistant to the Board of Governors

Mr. Cardon, Legislative Counsel, Board of Governors

Mr. Broida, Assistant Secretary, Board of Governors

Mr. Williams, Adviser, Division of Research and
Statistics, Board of Governors

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

Miss Eaton, Secretary, Office of the Secretary,
Board of Governors
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Mr. Patterson, First Vice President, Federal
Reserve Bank of Atlanta

Messrs. Mann, Ratchford, Taylor, Jones, Parsoms,
and Grove, Vice Presidents of the Federal
Reserve Bunks of Cleveland, Richmond,
Atlanta, 8t. Louis, Minneapolis, and San
Francisco, respactively

Mr. Eisenmenger, Director of Research, Federal
Reserve Bank of Boston

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

Upon motion duly mads and seconded,
and by unanimous vote, the minutes of the
meeting of the Federal Open Market Com-
mittee held on October 22, 1963, were
approved,

Upon motion duly made and seconded,
and by unanimous vote, the action of
members of the Federal Op:n Market Com-
mittee on November 22, 1953, in approving
increases of $50 million each in
reciprocal currency arrangements with the
Swiss National Bank and the Bank for
International Settlements, effective as
of Monday, November 25, 1963, was approved,
ratified, and confirmed.

Befcre this meeting there hed been distributed to the members

of the Committee a report from the Special Manager of the System Open

Market Account on foreign exchange market conditions and on Open Market

Account and Treasury operations in foreign currenciles for the period

November 12 through November 27, 1963, together with a supplemental

report covering November 28 through December 2, 1963. Copies of these

reports have been placed in the files of the Committee.

Supplementing the written reports, Mr. Coombs stated that the

Treasury gold stock would remain unchanged for the sixteenth week in a
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row. The Stabilization Fund now had on hand $65 million of gold,
which should be enough to meet demands for at least the next week or
so., Over the past few months the Russian gold acquired by the
Stabilization Fund had been quickly absorbed in purchases by the
French, the Argentines, and the Austrians. In fact, on Thursday,
November 21, the day before President Kennedy's assassination, the
Stabilization Fund was out of gold completely, although there was in
prospect a sizable distribution from the London Gold Pool early in
December. To bridge the gap, the Federal Reserve Bank of New York
arranged for the Treasury a gold swap with the Bank for International
Settlements in the amount of $30 million, which was paid into the
Stabilization Fund on Friday, November 22, Consequently, it was
possible to avoid a reduction in the gold stock on the following
Wednesday. This gold swap would be reversed today, Mr. Coombs said,
when the Stabilization Fund took delivery on the U, S. share of the
Gold Pool's November acquisitions, amounting to $68 million.

Mr. Coombs commented that temporary gold swaps with the Bank
for International Settlements had proved to be another useful piece
of machinery. There had been no idea that gold swaps would serve a
purpose such as this when they first had been developed on an
exploratory basis a year or so ago.

Over the past ten days, Mr. Coombs continued, the System's

gross drawings on the swap network had built up still further. The
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Account was now in debt to the Swiss to the extent of $150 million,
the Dutch for $80 million, the Germans forr $102 million, the
Canadians for $20 million, and the Belgians for $10 million, making

a gross total of $362 million., The swap drawing with France was
excluded from this accounting since it was fully covered by forward
purcheses of French francs. The Italians had drawn $50 million,
leaving the Account in a net debtor position of $312 million. During
the pest three or four days, however, the Account had maintained its
position pretty well in all currencies except the German mark.

Mr. Coombs thought German banks and industrial firms might.
make further efforts before the end of the year to improve their
year-end balance sheet positions. There were a good many rumors, he
said, about, impaired liquidity positions c¢f a number of German firms,
and thase firms were trying to protect themselves., This would ternd
to result in a flow of dollars to the Bundesbank and the Account
might have to draw further on the Gecman swap to mop up these dollars.
On the other hand, the German Govermment might be making sizable pay-
ments in Dec:ember for military procurement in the United States,
possibly totaling as much as $150 million. Part of these payments
might be available for reducing some of the System's swap drawings.
In any case, there was reason to expect a return flow of dollars from
Germany after the year end; the present discount on the one-month mark

indicated that forward cover was being sought for this purpose.
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In the case of the Swiss franc, Mr. Coombs continued, some
further window dressing might also develop and some additional swap
drawings in moderate volume might be required in consequence. He
was hoveful, however, that in the Swiss as well as in the German case
it would be possible to make steady progrtss in paying off the System's
swap drawings after the turn of the year. He was even more hopeful
that the Account could extricate its2lf after the year-end from it.s
debtor position in Dutch guilders. It might be possible to repay the
Canadian drawing in December, when the Canadian dollar generally tends
to be weak., With respect to drawings by other central banks, Mr. Coombs
thought that the Bank of Italy might make another sizable drawing during
Decembar, The Bank of England might also wish to draw on the swap line
to help finaace their heavy year-end debt payments to the U. S. ard
Canada.

Following this report, Mr. Coombs responded to questions by
Mr. Ellis regarding certain recent operations of the Gold Pool,

Thereupon, upon motioa duly made
and seconded, and by unaniimous vote,
the System Open Markat Account trans-
actions in foreign currencies during
the period November 12 through December
2, 1963, were approved, ratified, and
confirmed.

Mr. Coombs recommended a renewal on a 6-month basis of the

existing $50 million swap arrangement with the National Bank of Belgium,
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which had last been renewed on June 20, 1¢63, and which matured on
December 20, 1963.
Renewal of the swap arrangement
with the National Bank of Belgium for
a further 6-month period was approved.

Mr. Coombs said that he thought the time had now come when the
Syster might appropriately suggest to the Bank of France an increase
in the swap line from $100 million to $150 million or, preferably, to
$200 million. As he had mentioned at the Committee meeting of
November 12, 1963, there were recent indications that the French might
be sympathetic to an increase, and he suspected that they might be
even more sympathetic after the events of the past 10 days. He
recommended that the Committee authorize regotiations with the Bark of
France along those lines., If the negotiat{ons were successful, he
thought. it would be desirable to announce :hem simultaneously with an
announcement of the recent increases in the swap lines with the Bank
for International Settlements and the Swiss National Bank. With an
increase in the French swap line, he thougit the swap network would be
pretty well rounded out for the time being, both as to geographical
coverage and in terms of over-all amounts.

Mr. Mills asked why the United States should make the advance
in negotiating an increase in the French swap line. Given the state of
relationships between the French Government and the United States

Government, he thought it would be preferable to let the French make
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the advance. He saw no urgent reason for increasing the swap line; it
was simply a matter of convenience snd ticdying up the arrangements.
The whole tide of events as described todsy, he said, appeared to be
moving rather rapidly to the point where foreign central banks would
be drawing on the swap arrangements to st:‘engthen their currenciles.

In reply, Mr. Coombs commented that he hoped the tide would
move in the direction indicated. The proposed negotiation, he added,
was not between the French Government and the U, S. Government, but
between the Federal Reserve and the Bank of France. The swap arrange-
ments were divorced from politics.

Mr. Mills commented that the central banks were creatures of
their goverrments, and he found it difficnlt to make a distinction,

Mr, Mills then asked whether the statement Mr. Coombs had made
at the time the Japanese arrangement was entered into, to the effect
that such an arrangement would round out the swap network, had been
intended to 1mply that the arrangements would be complete only in a
geograp“ic sense, or also that they would be complete in terms of
dollar amounts of individual swap lines. Mr., Coombs replied that he
had meant complete in the geographic sense. and that he had left open
the possibility of later recommendations for increases in individual
swap lines.

Thereupon, negotiation of an in-
crease in the swap line with the Bank

of France from $100 million to $200
million was authorized.
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Mr. Coombs noted that earlier in the meeting the Committee
had ratified the increases, effective November 25, of $50 million
each in the swap lines with the Swiss National Bank and the Bank for
International Settlements. These increases raised the total amount
of individually authorized lines from $1.95 billion to $2.05 billion.
He recommended that a corresponding change be made in limit on the
aggregate anount of foreign currencies held under reciprocal currency
arrangements, as specified in the first paragraph of the Committee's
contimming authority directive for foreign currency operations.

Thereupon, upon motion duly made
and seconded, and by unaninous vote,
the continuing authority directive was
amended as follows:

The Federal Reserve Bank of New York is authorized and
directed to purchase and sell through spot transactions any
o1 all of the following currencies in accordance with the
Guideliaes on System Foreign Currency Operations reaffirmed
by the Federal Open Market Comm: .ttee on March 5, 1963, as
amended May 28, 1963; provided that the aggregate amount of
focrelgn currencies held under reciprocal currency arrange-
ments shall not exceed $2,05 billion ¢quivalent at any one
time, and provided further that the azgregate amount of
fcreign currencies held as a result of outright purchases
shall not exceed $150 million equivalent at any one time:

Pounds sterling
French francs
German marks
Italian lire
Netherlands guilders
Swiss francs
Belgian francs
Canadian dollars
Austrian schillings
Swedish kronor
Japanese yen
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The Federal Reserve Bank of New York is also authorized
and directed to operate in any or all of the foregoing
currencies in accordance with the Guidelines and up to a
combined total of $150 million equivalent, by means of:

(a) purchases through forward transactions, for
the purpose of allowing greater flexibility
in covering commitments under reciprocal
currency agreements;

(b) purchases and sales through forward as well
as spot transactions, for the purpose of
utilizing its holdings of one currency for
the settlement of commitments denominated in
other currencies; and

(¢) purchases through spot transactions and sales
through forward transactions, for the purpose
of restraining short-term outflows of funds
induced by arbitrage considerations.

The Federal Reserve Bank oS New York is also authorized
and directed to make purchases through spot transactions,
including purchases from the U. S§. Stabilization Fund, and
concurrent sales through forward transactions to the U. S.
Stabilization Fund, of any of the foregoing currencies “in
which the U. S. Treasury has outstanding indebtedness, in
accordance with the Guidelines and up to a total of $100
million equivalent, Purchases may be at rates above par,
and both purchases and sales are to be made at the same
rates.

Before this meeting there had been distributed to the members
of the Committee a report from the Manager of the System Open Market
Account covering open market operations in U. S. Government securities
and bankers' acceptances for the period November 12 through November 27,
1963, together with a supplemental report covering the period
November 28 through December 2, 1963. Copies of these reports have

been placed in the files of the Committee.
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In supplementation of the written reports, Mr, Stone commented
as follows:

Ir. the first half of the period since the Committee's
November 12 meeting--that is, in the week and a half prior
to the assassination--the markets were enjoying an appreci-
able improvement in atmosphere from :he heavy tone that had
characterized the preceding several weeks., That tone was
just beginning to brighten at about the time of the
November 12 meeting following the sizable purchase of
Treasury bills undertaken by the Trading Desk for various
trust fund accounts on November 8. ¢foon afterward, the
market drew added strength from the Treasury's November 13
announcement of a $100 million reduction in the forthcoming
3-month bill issue in light of current international rate
relationships, and from the publication of improved balance
of payments data for the third quarter of 1963. 1In
combination, these developments suggested to the market
that international factors did not call for a further
firming of credit policy or hardening of short-term rates
and that the upward rate movement of earlier weeks may have
been overdone. As the period progreused, sizable System
purchases of bills to supply reserves cut down dealers'
large inventories and added to the merket's feeling of
confideice., Under these influeances, the bid rate on 34
month bills declined from 3.58 pser cent on November 13 to
3.47 per cent by November 22, 'The 6-month bill waa down
from a high point of 3.69 per cont on November 12-13 te
3,64 per cent by November 22, 1n recent days both rates
have undergone the customary seasonal rise, with the aver-
age issuing rates for 3- and 6-month bille at 3,53 and 3,67
p¢ * cen:, respeetively, in yeaterday's auetienm,

The improvement in atmosphore that developed in the
bill market also spread to eoupnn-bearing issues of all
maturities as the lower prieces that had emerged in receat
weeks a:tracted moderate investor interest end as dealera
sought to eover shert pesitions in seme issues, By
November 22, prices of a number of intermediate=- and
longer-term Treasury issues were roughly 1/4 te 1/2 peint
higher than on November 8, and dealer pesitions had werked
down to the point where they eould ne longer be regarded
a8 unusually large, The new l8=menth 3-7/8 per eeant nete,
which was bid at a shade under par in when-igsued trading
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on November 8, climbed to a par bid by the November 15 pay-
ment date and was quoted slightly abcve par by November 22,
Since that time prices have drifted sflightly lower in
relatively light activity.

The Committee of course knows of the splendid perform-
ance put on by the market both when the shattering news of
the President's assassination was received and when the
market reopened the following Tuesday. Among the major
factors contributing to that kind of performance was a
feeling that there was no reason for any marked change in
financial values--or if there was, no one had any convictions
as to the direction such a change should take. Another
important factor was the relatively unruffled performance of
the foreign exchange markets. [ shotld like also to record
2 rather fundamental influence that underlay the calm
atmosphere of the market on Tuesday, when the enormity of
what had happened over the week-end was fully comprehended.
This fundamental influence was a stroag and active sense of
individual responsibility on the part of virtually every
participant in the market. Everyone, in those circumstances,
sought to act constructively and to avoid any action that
might tave adverse effects on the market. Finally, the
swift and smooth accession of Mr, Joknson to the presidency
imparted a strong sense of continuity and contributed
substancially to the calm and confident atmosphere that
envelopnd the market on that critical Tuesday.

Thereupon, upon motioa duly made
and seconded, and by unanimous vote,
the open market transactioas in
Government securities and bankers'
acceptances during the period November
12 through December 2, 1963, were
approved, ratified, and confirmed.

Mr. Stone then noted that he and Mr. Farrell, Director of the
Board's Division of Bank Operations, had distributed a memorandum
dated November 27, 1963 to the Committee on procedures with respect to
allocations of the System Open Market Account. (Note: A copy of this

memorandum has been placed in the files of the Committee.) The purpose

was to call to the Committee's attention the fact that the procedure



12/3/63 -12-

adopted by the Committee in September 196> might result, over the
next few weeks, in some Federal Reserve Bank or Banks incurring a
reserve deficiency on days other than statement dates. He summarized
three alternatives set forth in the memorzndum that seemed to be
available teo the Committee.

Chairman Martin observed that the meeting scheduled for that
afternoon between the Board of Governors znd Federal Reserve Bank
Presidents seemed to him to provide an appropriate opportunity to
discuss this matter, and he asked Mr. Stone to be present at that
meeting,

Secretary's Note: The discussion of this
subject in the afternoon neeting between
the Board of Governors and the Presidents
of the Federal Reserve Banks is reported
in the minutes of that meeting. As
indicated in those minutes, the meeting

of the Federal Open Market Committee was
reconvened following this discussion.

Upon motion duly made and seconded, and by
unanimous vote, the procedures with respect
to allocations of the Syst:m Open Market
Account were revised, effective December 3,
1963, as follows:

1. Securities in the System Open Market Account shall be
reallocated on the last business day of each statement week
and of each month by means of adjustments proportionate to the
adjustments that would have been required to equalize approxi-
mately the average combined reserve ratios of the 12 Federal
Reserve Banks based on the most recent available five business
days' reserve ratio figures.,

2, The Board's staff shall calculate, in the morning of
each business day, the reserve ratios of each Bank after
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allowing for the indicated effects of the settlement of the
Interdistrict Settlement Fund for the preceding day. If
these calculations should disclose a deficiency in the
reserve ratio of any Bank, the Board's staff shall inform
the Manager of the System Open Market Account, who shall
make a special adjustment as of the previous day to restore
the combined reserve ratio of that Bark to the average of
all the Banks or to such higher level as may be necessary

tc eliminate the deficilency in note o, deposit reserves.
However, such adjustments shall not be made beyond the point
where a deficiency would be created at. any other Bank. Such
adjustmznts shall be offset against the participation of the
Benk or Banks best able to absorb the additional amount or,
at the discretion of the Manager, against the participation
of the Federal Reserve Bank of New Yoik. The Board's staff
ard the Bank or Banks concerned shall then be notified of
the amounts involved and the Interdistrict Settlement Fund
shall be closed after giving effect tu the adjustments as

of the nreceding business day.

3. Until the next reallocation f.he Account shall be
apportioned on the basis of the ratios determined in para-
graph 1, after allowing for any adjustments as provided for
in paragraph 2,

4, Profits and losses on the sale of securities from
the Acccunt shall be allocated cn the day of delivery of
the securities sold on the basis of ezch Bank's current
holdings at the opening of busiress on that day.

Chairman Martin then called for the staff economic and financial
reports, supplementing the written reports that had been distributed
prior to the meeting, copies of which have been placed in the files of
the Committee.

Mr. Noyes commented on economic conditions as follows:

Obviously the assassination of President Kennedy was an
event of great economic as well as human and political
significance, But it would be presumptuous at this point for
me to even attempt to assess the longer range economic
implications of the resulting changes in our national leader-

ship. 2 few facts of economic signilicance gbout events of
the last ter days may be noted, We have scen a rapid return
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to normalcy in markets of all kinds. This suggests to me
that there is some depth and resilience on both sides of both
financial and product markets. Such a situation is certainly
a healthy one, for which we can all bz grateful, It
encourages us to believe that the economy will continue to
adjust rationally to economically significant developments

as they actually transpire--whether they stem from private

or public sources. In other words, it seems reasonable to
conclude that the economy will respond to either stimulative
oy restraining changes in policy in the normal ways in which
onie would expect a free enterprise economy to adjust.
Specifically, the behavior of markets during this crisis
would seem to me to confirm that the response to any change
in monetary policy at this time in ei:her direction would be
along the lines one would normally expect from such a policy
change--not perverse or of an exaggerated magnitude.

We do not yet have enough information to measure the
impediate economic impact of the President's death and the
period of national mourning that followed. It is obvious
that retail sales were adversely affected in both the weeks
ending November 23d and 30th. The effect was probably large
enough to cause sales for November as a whole to be below
anticipated levels., This seems to be widely understood,
however, and it is doubtful that the relatively poor showing
will have much effect on business confidence when it is
confirmed by the official figures in 10 days or so.

By and large, the additional data that have become
availlable since the last meeting, almcst all of which relates
to October, tends to support the favorable appraisal of the
outlook that is becoming more widely accepted as each day
passes. Auto sales in the first 20 days of November were
off a little, but are still at a high rate. Housing starts
brcke out on the high side in October--and even if they were
attributable in large part to unusually favorable weather,
it is hard not to be impressed by the fact that builders
were prepared to start so many units in any kind of weather.
Orders for steel continue strong, especially from the auto
industry, but appliance and construction demand is also
well maintained.

We have all said from time to time that price develop-
meats will bear close watching and we are watching them as
closely as we know how, In the staff they have been
intensively reviewed at both the domestic and international
levels. There is no doubt that international commodity
prices have strengthened, in part because of shortfalls in
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output, especially in Iron Curtain countries. There is also
nc doubt: that several important continental countries are
confroni:ed with serious internal inflationary developments.
Further, it is clear that the net change in domestic prices,
while very moderate on the average, i3 upward. The latest
change in the consumer price index is described as largely
seasonal, but it is up a little, as was the latest change

in the wholesale prices. Firming seemns to be the word that
best characterizes recent price developments, and this
firmer tone in the markets for their products has con-
tributed to the more optimistic outlook of many businessmen.
In fact, it is doubtful that we could have achieved the
present levels of output and investment without some
inprovement in the price outlook, as viewed by the business-
msn. The situation still does r.ot seem to me to be one that
can properly be characterized as inflationary, and expecta-
tions could shift rapidly, as they have during other recent
winters.

This leads me directly to the one word of caution that
seems appropriate at this time. No matter what we do to the
figures by way of statistical adjustment, we cannot eliminate
the actual seasonal midwinter decline in the pace of economic
activity. Even though the seascnally adjusted figures
continue to rise, we know that the aciual rates of output and
employment in some lines are almost certain to go down in
January and February, and that these actual declines carry
with them a lessening of confidence in the outlook, no matter
how often we remind people that they are '"only'" seasonal.
Thereforz, any move toward lesser ease at this time is likely
to coincide in the eyes of observers with the midwinter 1lull
in general economic activity. There is some advantage in
deferring any significant change in pclicy until we see how
the economy, and the current wave of business optimism,
survives the rigors of winter.

Mr. Koch made the following statement on financial developments:

I shall summarize briefly today recent financial develop-
ments and then talk a little about the course of some of the
broad indicators of monetary policy since about midyear.

Domestic financial markets took the tragic news of
President Kennedy's assassination fairly smoothly, very
smoothly if one excludes the sharp decline of stock prices in
a brief period on that fateful Friday afternoon and the sharp
rebound on the following Tuesday. Since then, stock prices
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have risen further, suggesting business and financial con-
fidence in the new administration. The Government
securities market performed very well, with retail selling
small and with bond and bill yields both steady at levels
somewhat. below their highs for the current expansion.

Looking beyond the most immediate past, one of the
most striking developments has been the marked pickup in
business borrowing from banks. Such sorrowing has averaged
from a half to three-quarters of a billion dollars more
than seasonal in each of the last three months., Outstand-
ing real estate and consumer loans at banks have also ex-
perienced sharp further advances.

But with reserves less readily available, prior to
Novembe:r banks met their increased loan demands by reducing
their Covernment security portfclios substantially. In
November bank holdings of Governments increased, but
perhaps temporarily due to new Treasury financing. Banks
also are curtailing their acquisitions of municipal securi-
ties somewhat, This is a typical course of bank portfolio
adjustments in a period of business expansion with lessened
reserve availability.

Capital market financing by corporations and munici-
palities dropped off in November, but the new issue calendar
for corporations in December will again be large, partly for
seasonal reasons. Corporate and municipal bond yields, like
Governiment yields, have changed little since the death of
the Prerident.

Morey supply growth has continued at a rapid pace,
approximating a billion dollars in the first half of Novem-
ber. This followed a rise of a similar amount in October.
Mo:re recent data on required reserves behind private deposits
suggest a further moderate rise in the money supply in the
la: t half of November, Growth in time and savings deposits
of individuals slackened a bit in November, reflecting in
part earlier than usual withdrawals of Christmas Club
accounts, but the larger banks continue to bid aggressively
for certificate of deposit money from corporations.

As for bank reserve positions, they seem to have been
under slightly less pressure than earlier. Free reserves,
for example, have averaged about $100 million recently, as
ccapared with about $50 million for a few weeks in October.
Moreover, preliminary estimates of free reserves have
generally been above final revised figures, and these early
flgures were probably a more accurate indicator of the money
market conditions that actually prevailed than were the later
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ones, waich involved mainly increased required reserves at
the country banks. Required reserves behind private
deposits continue to average significantly above the guide-
line figures computed from a late July base, But this
excess has developed in large part because of a sharp
decline in Government deposits. Total reserves have
increased at a seasonally adjusted anaual rate of less than
1-1/2 per cent since midyear. Since borrowings are up over
this period, nonborrowed reserves are actually down from
midyear.

Let me now turn to the interrelationships among the
various broad indicators of monetary wvolicy, namely, bank
reserves, bank credit, the money supply, and interest rates.
The recent course of these indicators deserves separate
attent’on, first, from midyear through October and, second,
in November alone.

Growth in total reserves and in nank credit slackened
markedly from midyear through October, Total loans and
investments at commercial banks, for example, increased at
a seasonally adjusted annual rate of !i-1/2 per cent over
the three months ending with October, as compared with
7-1/2 per cent earlier in the year, and 9 per cent last
year,

On the other hand, growth in required reserves behind
private deposits and in the money supuly picked up after
July, -The money supply increase averaged about 3-1/2 per
cent on an annual rate basis over the three months ending
with Ocrober, as compared with 3-1/4 per cent earlier in
the year and 1-1/2 per cent in 1962, Interest rates con-
tinued a moderate upward trend through October,

How can these changes be reconciled? In the first
place, the increased rate of rise in the narrowly defined
mo..2y supply occurred despite the slackening im bank credit
expansicn, It reflected in the main sharply reduced U, §S.
Government deposits and a somewhet reduced rate of increase
in time and savings deposits, neither of which are included
in the money supply. The interest rate rise reflected the
reduced rates of expansion in savings and in bank credit~-
with loans rising more than seasonally but with banks
liquidating Governments contraseasonally. The rige also
reflected expectations of higher rates and possibly a less
easy monetary policy,

The relationships among bank reserves, bank credit,
money and interest rates had to be different after October,
if only because Government deposits had declined sharply to
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a low level. If growth in the mdney supply were to continue
at the pre-November rate, the expansicn in total reserves and
bank credit had to be larger, or time and savings deposit
growth had to slacken markedly.

As we have seen, the course of the major monetary policy
indicators did follow a more consistent course in November,
with total reserves and bank credit expanding sharply along
with the money supply. The main reascn for this difference in
November from earlier months seems to me to lie in Government
financial behavior with Treasury balances no longer being
drawn down and with new Federal financing, in part underwritten
by the banks, on the rise. With monetary policy unchanged and
in practice following a free reserve guide that put reserves
into the market to preserve a relatively steady tone and feel
of the rioney market, the larger over-all demands for bank
financing and cash balances--on the part of the Treasury as
well as the general public--were met without further upward
pressure on interest rates, Contributing to this stability
of rates was also the changed market expectations as to
official attitudes about appropriate short-term rate levels,

Prior to November the reduced rate of expansion in total
recerves and bank credit had led me to believe that perhaps a
slightly easier monetary policy was appropriate. November
developments suggest that some easing may actually have
occurred In any case, with the political and economic
outlook.etill uncertain, recent developments suggest to+me
a course of watchful waiting, maintain:ng approximately the
current ;monetary posture, at least until we can see how
strong are the cyclical demands for bank credit and money
after the seasonal forces shift from expansion to contraction
after about Christmas. If these cyclical demands prove very
strong ard lead to financial excesses or upward price pressures,
they will warrant curbing. If they ar-> not strong and if the
seasonal contraction is marked, sdditional monetary stimula-
tion may well be called for.

Mr. Furth made the following statement on the balance of payments:

In the field of international finance, as in all others,
developments during the past few weeks have been overshadowed
by the death of President Kennedy and the advent of a new
administration.

Until the third week of November, U. S. international
payments seemed to present the same moderately encouraging
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picture as during the third quarter and the month of October.
The diszppointingly large deficit for the week ending
Ncvember 20--$150 million--repo:tedly was in large measure
dve to window-dressing operations of a Canadian bank whose
fiscal year ended on November 3(; and the result for the
following week-~-a deficit of $90 mill:on--obviously gives

no clues as to the future.

In Continental Europe, moves toward tighter monetary
policies contradicted statements made at the recent Working
Party 3 meeting but nevertheless did not come unexpectedly.
The tightening countries, France and Belgium, had large
reserve gains but presumably more at the expense of other
European countries than of the United States.

In the absence of material changes in the world
eronomic situation, of which no signs are as yet visible,
the future course of the U. S. paymen:s balance will depend
mainly upon future policy actiors of the new U. §. administra-
tion and the market reactions to them. The decisive question
obviously concerns possible departure:s of the new admin-
istration's policies from those of the Kennedy administration.

President Kennedy's policy line ¢n international finance
may be understood as a system of very gradual moves, aiming
as much as possible toward economic expansion rather than
restriction.

Thus, on non-Government current account, curtailment
of imports was avoided and stress was laid on expansiomr of
exports, not only through the traditional and not very
effectiie methods of export promotion but also in two more
basic ways. First, the administration supported the
maintenance of conditions conducive to wage and price
stability by exerting moral suasion on labor to avoid wage
cost increases and on business to avoid price increases.

Pr sident Kennedy's interventions in the railroad dispute this
year and In the steel price move last year were the most
conspicusus instances,

Second, the insistence on trade liberalization, expressed
in the Trade Agreements Act and the forthcoming "Kennedy
round" of tariff negotiations, was designed to improve the
U. S. trade balance. Since U. 5. experts greatly exceed
U. S. imports, an equal percentage increase in both exports
and imports would significantly raise our export surplus.

On Goverrment account, stress wac laid on avoiding
reductions in total expenditures for military and economic
aid--with rather minor exceptions for some defense outlays
overseas. Inscead, spending was deflected from foreign to
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domestic recipients, thus simultaneously improving the
payments balance and stimulating domestic production. This
is the rationale of the increased preierence for domestic
svppliers of goods and services for tae armed forces abroad,
of the agreements for countervailing foreign purchases of

U. S. armaments, and of the comprehensive tying of economic
aid to exports of U. S. goods ard services.

Finally, on non-Government capital account, the admin-
istration avoided direct capital controls and instead proposed
te curb long-term outflows through the interest equalization
tax. The tax would tend to make domestic placement of funds
relatively more attractive than placement abroad, thus again
combining the two goals of international and domestic policy.

The proposed tax cut was also expected to make domestic
investment more attractive and in this way help to offset
tite deterioration on current account usually accompanying a
faster rate of economic expansion. The most recent efforts
at direct promotion of foreign investment in this country
are designed to serve the same purpose.

The only nonexpansionary measure, the modest raising of
short-term rates through debt menagement support of Federal
Reserve actions, was so designed as to avoid any serious
restricrive effect by minimizing as far as possible a rise
in long-term rates or any reduction ia the over-all avail-
ability of money and credit.

How far can the new administration be expected to follow
those same lines? The first public messages of President
Johnson reveal firm determination to abide by the principles
that guided President Kennedy. This will exclude any radical
inmmovation, such as explicit or implicit devaluation by means
of changes in the dollar-gold relatior or in the system of
fixed par values, or any establishment of exchange controls
or other direct restrictions on current or capital transac-
tiuns.

But the new administration seems to put greater emphasis
on curbing Government expenditures. It may therefore also
take a firmer line on Government expenditures abroad, without
abandoning either the defense of Europe and Asia, or the
principle of international assistance to developing nations.
Moreover, the new administration perhaps enjoys more goodwill
with leaders of American business, and may therefore be better
able to use its influence against price increases.

Labor, on the other hand, will perhaps be more critical
of efforts to intervene in wage disputes, and the risk of
crippling strikes may slightly increase.
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Foreign governments and markets apparently are reserv-
irg judgment. But if the new adminis:ration can hold the
cost and price line at home, persuade the Congress to pass
the income tax cut and the interest equalization tax, and
reduce (Government expenditures abroad--then foreigners will
certainly continue their collaboration, limited as always
by the veal or imagined interests of their own countries.

In this situation, the relations of the Federal Reserve
with foreign central banks are likely to be particularly
important. The world knows that the management and the
policies of the Federal Reserve will not suffer from
discontinuity, whatever may happen in the Executive and the
Legislative Branch. This assurance siould serve to mini-
mize difficulties in money and capital markets as well as
in the attitudes and policies of foreign monetary authori-
ties--as effectively as it did in Novzmber.

Chairman Martin then called for the usual go-around of comments
and views on economic conditions and monetary policy beginning with
Mr. Hayes, wao presented the followirg statement:

Before trying to summarize my impressions of the cur-
rent business and credit situation, I would emphasize that
none of us can foresee all the consequences of President
Kennedy's tragic death, and we would therefore do well, I
think, to reserve judgment in some degree and await the
unfolding of events. However, I do believe we can find
much satisfaction in the calm and wisdom that seem to have
characterized the political transition to date and in the
widespread evidence of continuing optimism on the part of
boin businessmen and consumers. Also, we appear to have
gotten by with a minimum of disturbance to the dollar's
position abroad, thanks in part to prompt action on this
slide to enlist the aid of the principal foreign central
banks and to their swift and wholehearted cooperation in
holding rates firm.

Subject to the general reservation already mentioned,
business prospects for the immediate months ahead continue
to look strong. The more complete statistics now available
for October bear out previous impressions of a distinct
pick-up, with good gains in industrial production, employ-
ment, personal income, retail sales, new orders for durable
goods and housing starts., Fragmentary data suggest that the
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improvement was maintained in November. Expectations of
good gains in business spending on plant and equipment

are supported not only by the latest figures on capital
appropriations but also by increasingly frequent comments

by businessmen to the effect that praccical capacity opera-
tion is being attained in a growing number of lines. The
probability of passage of the tax bill at a relatively early
date appcears to have been enhanced, if anything, by the
change in the Presidency.

It is clear that we are not yet out of the woods with
respect to the balance of payments problem, despite the
sharp inprovement of the third quarter. November seems
likely to show an uncomfortably large ieficit, somewhat
above tbat of October, with both months having been affected
adversely by window-dressing activities of the Canadian banks.
It is also possible that some of the term loan commitments
reported this summer and fall are reflected in larger capital
outflows in recent weeks. Since our last meeting, we have
had further evidence, in the form of a discount rate increase
by the Bank of France, that the serious inflationary trend in
major European countries can be expected to bring credit
restrictions despite these countries' Jesire not to invite an
inflow of capital, particularly irom the United States. We
should also have in mind that the Federal Reserve is now a net
user of .the swaps to the extent ¢f somewhat more than $300
million, and it would be well to try to recoup a good portion
of this in preparation for future crises.

Coming to the credit situation, I was struck at our last
meeting by the wide divergence between two schools of thought
as to the significance of credit data of the past year or so.
Whereas some members of the Committee and staff feared that
the recert growth of total reserves has been inadequate and
that the banks are coming under excess ve pressure as rising
loan demands have forced them to dispoce of investments, other
members pointed to evidence that total bank credit has kept on
growing &t a surprisingly rapid pace despite our various moves
toward less ease, that banks are still looking avidly for
loans, ard that over-all nonbank liquidity has risen rapidly
without interruption.

I have taken a closer look than usual at the available
credit statistics to try to assess these wide differences in
interpretation. It seems to me that the case for inadequate
total reserve growth has hinged too much on the data for a
single mcnth--October--when total bank credit did show only
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weak expansion, partly reflecting the timing of prior
Treasury financings and possibly also a sharp drop in
Treasury deposits, A much stronger stowing would have
been made if reserve growth through Scptember had been
coasidered, and partial data for November suggest a
strong pick-up in credit expansion last month. Thus the
case for a recent slowdown in baank credit growth cannot
yet be considered as established, though it is possible
that a slowdown is in the making--as night in fact be
reasonably expected after successive System moves toward
lesser ease.

It is also not clear whether the largé excess in
seasonally adjusted required reserves against private
deposits above the Board's guideline curing November can
be regarded as an indication of juickening bank credit
growth. 1In part, at least, it would teem to reflect an
unuasually sharp rise in reserves required against demand
rather than time deposits. This could be an indication
of a continuing shift in emphasis toward demand deposits
that can occur as the economy gains momentum and that would
imply larger reserve needs even if the rate of bank credit
growth were to remain constant or to slow down somewhat.

The data do undoubtedly support the view that the com-
position of bank credit growth is changing, with increased
busiiness lending being accompanied by some net liquidation
of govériments, and perhaps by a somewhat reduced rate of
purchase of municipals. As for bdank liquidity positionms,
banks ovtside of New York appear to have suffered greater
impairment of liquidity in the past year than have the New
York City banks. Certainly the New York banks are s¥ill
act.ively seeking loans both here and asroad. Money supply
and total nonbank liquidity have grown more rapidly this year
thaa lasc year--although the expected increase in Treasury
deposits before the year-end may tend to dampen this trend.

The implications of all this for wolicy are not wholly
clear. It would seem, however, that the focus of policy
should be primarily on the effects of reserve changes as
manifested in credit flows, credit market conditions and
over-all liquidity rather than in recent changes in the rate
of reserve growth. Cumulative bank credit expansion in this
upswing has been far greater than that over corresponding
periods of earlier business expansion. On the other hand,
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we cannot judge the appropriatemness of the rate of bank
credit expansion solely in terms of past cyclical patterns;
it must be assessed in the light of the strength and nature
of the business expansion and the over-all credit and
liquidi:y requirements of an economy moving toward fuller
resource utilization. The change in composition of bank
credit prowth in recent months seems to me quite normal as
the economy gains momentum, There is, however, some ground
for caution in the fact that this gathering momentum could
bring a rather substantial switch from time to demand deposits,
with coasequent pressure on crecit markets and on the banks'
willingness to lend and invest,

I am forced to conclude that we can better than ever
afford to place major emphasis cn the over-all feel of the
credit and money markets and on measures of total credit
expansion, and less emphasis on actual rates of reserve
growth For the immediate future it would seem well to
maintain a steady policy while cbserving developments both
at home and in our international payments. This would mean
keeping the Federal funds rate steadily at 3-1/2 per cent
and encouraging a 3-month bill rate close to the discount
rate, with variations on either side. At this time of
seasonal pressures, it might range as high as 3,60 per cent.
The discount rate should not be changad, and I should think
we coulc continue the directive as mocified at our recent
telephore meeting, I do think it not unlikely, however,
that we shall sooner or later be forced by a continuing
balance of payments problem, against & background of an
improving domestic economy, to take further steps in the
directicn of greater credit restricticn,

Mr. Ellis said that New England marufacturing output and
employment continued a sidewise movement. The index of manufacturing
output was up only 1 point in a year-to-year comparison. In the past
year only one of the five major components of the index had showed
any real growth--transportation equipment, which was up 7 per cent.
This increase was largely offset in the total index by declines in
other components. Total employment remained about unchanged, while

manufacturing employment showed further weakness, being 2.5 per cent
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below a8 year earlier in October. Advance plans in October for new
heavy construction were higher than a year ago. Cumulative starts
for the first 10 months of the year showed a 9 per cent gain over a
year ago, compared with a 3 per cent gain nationally,

In contrast to the United States pattern, Mr, Ellis continued,
businets loan demand in New England had risen less than seasonally in
the past 2 months. There was a greater than seasonal spurt in demand
deposits in November., District weekly reporting banks were on the
selling side of the Federal funds market., The shifting to municipals
had been at least temporarily reversed.

The change in the Administration appeared to have resulted in
generally improved business expectations, pr. Ellis said, with a
feeling that the political climate wculd be more favorable to business.
He thought that labor might press its demands more strongly than under
the previous Administration, and that prices would firm.

Turning to monetary policy, Mr. Ellis observed that 10 days
earlier there had been widespread confidence that business trends
would be strengly up during the next 6 months. Business loans at
banks and the money supply were expanding csharply, prices were firm,
and business orders rising. The President's assassination caused
everyone to review the situation again and to attempt to assess the
economic significance of the tragedy., Mr. Ellis was inclined to agree

that the business outlook had improved. Nevertheless, he thought it
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would be improper to make any change in monetary policy at this
meeting, particularly since the next meetiny; was only two weeks away,
and since there would be heavy seasonal needs for reserves before
Christmas. It seemed easier to conclude that there should be no
change in policy, Mr. Ellis continued, than to specify just what

that conclusion implied. He advocated a "seasonally adjusted and
cyclically adjusted no change.'" If market demands tended to push up
interesv rates Iin a customary seasonal rise, rates should be free to
reflect these demands, To him, '"'no change'" did not mean that Federal
Reserve credir would be supplied in urlimited amounts to hold rates
at present levels if strong and increusing rlemands by borrowers
materialized.

As targets, Mr. Ellis said, he would suggest net free reserves
below $100 million, Federal funds consistently at 3-1/2 per cent, and
the 90-day biil rate fluctuating above or below the discount rate. He
would suggest no change in the discourt rate at present, but he observed
that the French action in raising their discount rate shortly after the
last meeting cf the Committee indicated their determination to use
monetary policy in fighting inflation.

With respect to the directive, Mr. Ellis said that he would
be inclined to delete the reference in the second paragraph to
"cushioning any unsettlement that might arise in woney markets stemming

from the death of President Kennedy.' He proposed including in the
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first paragraph a reference to the uacertainties resulting from the
change in th: Administration, because, as Mr. Noyes had indicated,
this was an 2vent of great economic significance.

Mr. Irons said that during October conditions in the Eleventh
District were steady at a very high level, and the indications for
the first two weeks of November were for continued economic strength.
Data for the last part of November undoubtedly would show some slacken-
ing of activity in retail trade, industry, and other sectors as a
result of tne cessation of business for several days following the
President's assassination. There were signs of a recent pick-up in
retail trade, however, if one could judge by the crowds and parking
problens in shopping centers., There seemed to be a beginning of
interest in hristmas shopping. Automobile registrations were at a
record high, and construction was very strong. Agricultural conditions
had been improved by recent rains. On the whole, there was little new
to repcrt; it would be necessary to observie developments during the
next fcur or five weeks.

Mr. Trons commented that loans, investments, and deposits at
District banks recently were all up in fairly sizable amounts. The
increase in bank loans was general among types of loans, and the rise
in investments was mainly in holdings of Government securities. Time
deposits also were up, but not so much as a year ago. Several District

banks had been active buyers of Federal funds, Mr, Irons continued, and
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compared with the period 3 weeks earlier, District banks were borrow-
ing more from the Federal Reserve Bank; they were swinging from
moderate~-to-low borrowing to substantial borrowing. There had been
an increase in week-end borrowing, particularly by large city banks,
vho were coming in on Friday afterncon and going out on the following
Monday or Tuesday, and this pushed the average borrowing figures up.

Nationally, Mr. Irons said, the economic picture was strong.
Activity was not surging but the situatioa was probably healthier
than 1f it were. He thought this was not a time to make any change
in policy. He saw no strong reasons for & policy change, even apart
from the recent tragedy. Interest rate rzlationships seemed reason-
ably satisfactory. He thought that seasonal requirements for reserves
should be mct, but reserves should rot be provided to excess. Sonue
increese in discounting might occur,

This was a period, Mr. Irons said, during which the Desk
should give particular attention to the feel of the market. He had
in min' pretty much the same statistical limits as Mr. Ellis had
mentioned--free reserves in the zerc to $100 million range, the bill
rate moving around 3-1/2 per cent but not too far above or below the
level, and the Federal funds rate at 3-1/2 per cent. He would not
change the discount rate at this time. As to the directive, he did
not think any change was necessary unless the Committee wanted to take

out the reference to President Kennedy's death. He would be reluctant
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to put in a clause referring to the change in Administration such as
Mr. Ellis had suggested. The Committee might keep this in mind but
he thought there was no place for it in the directive.

Mr. Swan said that economic activity in the Twelfth District
continued to rise in October and presumabl’y also in early November.
As in the netion, there seemed to be no marked indications to date
that recassessments of the last two wzeks were likely to check the
possilility of further gains., Total emplcyment had increased in
October, and for a change the increase was greater than that in labor
force; the unemployment rate, seasonally adjusted, had declined by
0.1 pex cent, Developments with respect to construction activity in
October were mixed, with housing starts rising but construction
employnent down for the second month in a row. District manufacturing
showed gains in October and seemed to have continued at a good pace
in the first part of November.

With respect to banking developments, Mr, Swan reported that
Twelfth District banks had shared in the rather large rise in loans
that occurred in other parts of the country. Through November 20,
weekly reporcing banks showed a substantial loan increase, half of
which was 1in business loans. Demand deposits had risen but time de-
posits declined primarily because of Christmas club payments. There
was some indication of a slightly tighter reserve position, but no

substantial change.
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With respect to policy, Mr. Swan said he concurred in the view
already expressed that the Committee would not want to make any change
at this time, He thought it was still necessary for the Committee to
do what it cnuld to see that the coniidenc: reflected in the current
situation was not affected adversely. The Committee would meet again
in two weeks, and could assess the situation then.

Mr. Swan added that he also felt there was some problem in
definiag "“no change." He thought the Committee would want to take
care of seasonal demands between now and Christmas. But if seasonal
factors were expected to have an effect in the market and no effort
were made to offset them, this would amount to a change in policy.

He preferred to avoid this course if possible. He also would want to
avoid eny poussibility of inferences by the market of a shift to a
tighter policy. While the bill rate might well fluctuate around the
discour.t rate, Mr. Swan sald, he wou:.d hopes that it would not be above
the discount rate for any sustained period of time. He would not
change i‘he d.rective. He agreed with Mr. Irons that the suggested
change in the first paragraph was inappropriate, and preferred to
retain the ciause that had been inserted in the second paragraph
relating to the President's death.

Mr. Deming said that in the business survey taken by the
Minneapolis Bank in late November, mostly just before President

Kennedy's desth, there was little appreciable change in sentiment
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from earlier surveys this year dating back some months., Approximztely
two-thirds felt that business activity would continue to move ahead
moderately in the weeks immediately ahead. However, a few reporters
from the rural areas expressed some concern with lower cattle prices
and their impact on farm incomes.

Personal incomes in the Ninth District were relatively strong
in October, up from September and above October a year ago in about
the same proportions as national figures. Bank debits continued to
run sudstantially higher than a year ago. Construction activity was
strong, and this seemed to be true also of over-all retail sales.,
District department store people were optimistic about prospective
Christmas s:zles and brisk activity in car and farm machinery sales
around the District had been reported to the Bank in xecent weeks.

In general, Mr. Deming said, he would characterize the busi-
ness trend ia the Ninth District as roughly paralleling that of the
nation--expaasion with prospects for continued improvement in the
weeks head,

In District banking, total bank credit expansion both in
October and in the early weeks of November was approximately in line
with the usual seasonal patterns. However, within that total, loans
expandad above the usual seasonal pattern while investments were not
quite so strong as usual. A major portion of the total loan advance

was in commercial and industrial loans.
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Mr. Deming said he agreed with thcse who had suggested that
there be no change in policy for the forthcoming two weeks; he thought
this was the course of wisdom in the present situation. He also agreed
with Mr. Irons with respect to the directive. He did not think it
proper to insert a reference in the first paragraph to the change in
Administration, and he thought the phrasirg of the second paragraph
was approprlate for implementing a policy of no change. He concurred
in the guidelines Mr., Ellis had laid down, with this amendment: he
would like to see the bill rate fluctuating around the 3-1/2 per cent
discouat rate, but not too far. He thought 3.60 might be too far on
the upside.

Mr., Scanlon reported that economi: activity in the Seventh
District was continuing the gradual improvement he had reported at:
recent meetings. Confidence and moderate optimism were widespread and
appeared to have been affected only momentarily by the assassination
of President Kennedy and the transfer of executive responsibilities
to Pre: ident Johnson.

Capital expenditures were expected by midwest manufacturers
of producers' durable goods to exceed the McGraw-Hill estimate of a
4 per cent rise for 1964, For example, the decline indicated by the
survey for railroad equipment contrasted with an appreciable increase

expected by industry sources.
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Totel credit at weekly reporting tanks in the Seventh District
rose strongly in the first three weeks of November with both loans and
investments participating in the rise. Business loans had continued to
rise faster than in corresponding periods of other recent years.

On policy, Mr. Scanlon said he believed it was desirable to do
everything possible to maintain an atmosphere of stability in the money
markets in the next few weeks. To him, this would mean providing for
meeting seasonal pressures. Like Mr., Irons and others, he would recom-
mend no change in the directive and would not favor changing the dis-
count rate.

Mr. Clay said that following a Governmental transition such
as this country had experienced recently there would appear to be
considerable merit in maintaining the general monetary posture un-
changed unless circumstances dictated otherwise. In his opinion this
view had merit despite the fact that the changeover had been made in
a very orderly manner and there was ao evidence that the course of
economi: and financial events had been altered.

Reviewing other considerations, Mr. Clay said, there seemed
to be no compelling reason to change policy at this time. When the
Committee last met developments in the credit markets were a matter
of some concern, as interest rates had moved to a markedly higher
level in the short-term area with upward pressure on interest rates
throughout the maturity structure. However, subsequent developments

altered that situation and interest rates receded somewhat.
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Thinking in terms of those later credit market developments
rather than those existing at the time of the last meeting, Mr. Clay
said, rolicy for the period ahead might appropriately continue essen-
tially unchanged. Weighing the varicus factors in the intermational
situation, present policy seemed satisfactory--with any injection of
restraint and upward pressure on interest 1rates to be avoided. Sus-
taining economic growth in this country continued to require the
assistince of public policy. In keeping with this view, the domestic
situation also called for an avoidance of any reduction of reserve
availability and upward pressure on interest rates. Rather, member
bank reserves should be provided in suffictent volume to permit com-
mercial bank credit to expand on a scason2lly adjusted basis. So
far as the 90-day Treasury bill rate was concerned, Mr. Clay said,
it would be well to think of 3-1/2 per ceni: as about the upper end
of the yield range. No change should be made in the discount rate,
and the economic policy directive might appropriately be left in its
present form.

Mr. Wayne reported that Fiftl Distirict business continued to
expand, with October statistics quite good. All categories of non-
farm employment except services advanced as did most categories of
factory man-hours., Gains were particularly strong in textiles,
apparel, transportation equipment, and primary metals. Bank debits

remained close tc September's record level, and coal production rose
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to the best levels of the year. Building permits slipped below the
September all-time high but remained higher than in any other month.
Current clues, Mr. Wayne said, suggested that November showed a
similar rise. Department store sales rebcunded after sagging in
October, and rates of insured unemployment remained low. Respondents
in the Reserve Bank's opinion survey displayed renewed optimism. On
balance, they reported further gains in new oxrders, backlogs, ship-
ments, wages, and prices but no rise in enployment or hours. Con-
struction firms were said to be working at or near capacity with
wages and msterial prices tending upward. Flue-cured tobacco sales
were still 9 per cent below last year's levels.

Mr. Wayne observed that since the present period of business
expansion started in February 1961 the American economy had passed
through five major periods of crisis. These were the abortive Cuban
invasion, the building of the Berlin Wall, the stock market debacle
of May 1962, the Cuban missile crisis, anc now the death of the
Presid. nt. The fact that the econony surmounted these crises without
panic, without any major emergency measures, and with little appacent
effect on business activity could be taken as evidence of substantial
basic strength and equilibrium, The final economic reaction to the
latest crisis was, of course, yet to develop but the initial reaction

of the financial markets tended to be reassuring.
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Before the events of November 22 the business picture was
distinctly encouraging, Mr. Wayne continued. The increases in machine
tool orders, housing starts, production and sale of automobiles, and
personal income in October were outstanding. Lesser but significant
advances were shown by orders for durable goods, industrial production,
and total retail sales. With comparative stability in employment and
unemployment in October and no major development of an unfavorable
nature in October or the early part of November, Mr. Wayne said, this
all added up to a picture of considerable business strength with
moderate growth, If recent events did not cause any significant change
in the trends, which seemed to be the best guess at present, then the
outlook was for continuing strength and some improvement in the near
future,

Mr. Wayne commented that the Comm:.ttee's current policy and
operating orgzanization and procedures had been severely tested in the
past two weeks, and all of them had come through the crisis with a
highly creditable record. In his judgmenr the System could appro;ri-
ately derive a modest but deep sense of accomplishment from this ver-
formance. In particular, Mr. Wayne said, the domestic and foreign
Desks were to be commended for their alertness and their preparation
for all everfualities. Before the crisis it had seemed to him that
the Committee's policy was an appropriate one in view of the circum-

stances. The crisis apparently had caused no significant change in
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basic conditions, although such a change could develop later. In the
meantime, any substantial change in monetzry policy would be premature
and could be misinterpreted, coming so early in the new Administration
without. any obvious justification. Also, the Committee would meet
again in twc weeks instead of the usual three and would then have a
little bette:r perspective on recent event:s., For these reasons, Nr.
Wayne said, 'i1e would favor a continuation of recent policy, meaning
by that: the 5colicy pursued week before last rather than last week. He
believed, however, that in the current directive the Committee should
continue the authority to the Desk to take appropriate action to
cushion any insettlement which might arise from the recent crisis,
as was giver in last week's special directive., Mr. Wayne thought no
change in the discount rate seemed appropriate under present circum-
stances.,

Mr. Mills said that in his opinior the purely seasonal
expansionary developments in the supply of reserves and in bank
credit that were now being experienced must be viewed in thelr tri:
character as superficial and temporary, and they should not be pei-
mitted to obscure more basic factors. In his judgment, Mr, Mills
said, a correct appraisal of these factors called for a less

restrictive credit policy.
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Mr. Mills then presented the following statement:

The change in the Administration of the Federal Govern-
ment is in itself a good reason for relaxing the cumulative
financizl pressures resulting from a restrictive Federal
Reserve System credit policy and for relieving at the same
time the inevitable financial tensions that accompanied this
tragic ~cpisode in our history. However, the rationale arguing
for an :asier policy goes beyond any connection with the
assassination of President Kennady and was outlined to this
Committee in the comments I submittec both at its last regular
meeting and at the special "telephone! meeting.

The reported understanding reached with foreign officials
and governments that countervailing .nterest rate actions will
not be caken to lift their domestic levels of interest rates
signifizantly above those now prevailing in the United States,
glves tacit assurance that the current objective of Federal
Reserve System policy-making to mount an interest rate offen-
sive against an outflow of gold and dollars can be modified.
Accordingly, long past due attention can now be paid to
dcmestic economic considerations without serious possibility
that a more liberal provision of reserves to the commercial
banking system will produce unwanted balance of payments re-
percuss’ons in the field of competitive international interest
retes.

Under all of these circumstances, it is desirable*to in-
crease l.he supply of reserves at the disposal of the commercial
banking system sp as to expand the availability of credit and,
ir so doing, also give a psychological stimulus to the financial
comunity at a critical time. If the adoption of an easier
credit policy should impair the efforts that have been made to
strengthen the nation's adverse balarnce of payments defenses,

I reitevate my previous statements tc the Committee that re-
course should be made to the imposition of selective controls
over short~ and long-term capital movements out of the United
States, and that the Federal Reserve System should no longer

be compelled to serve as the chosen policy instrument to combat
our balance of payments difficulties in the various financial
areas in which it has been operating to that end.

Speaking on the subject of controls, official aversion to
the use of selective controls over capital movements abroad has
been evinced as being contrary to the principle of a free capital
market in the United States. Instead, an artificial interest
rate structure has been constructed, ostensibly to help preserve
that principle--all under the auspices of Federal Reserve System
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and U. 3. Treasury policy-making officials. In my opinion,

a hard-handed control over interest rates and the U. S,
Governrent securities market, is a far more reprehensible

form of official financial control than the use of selective
controls over outward capital movements because it strikes a
blow at the very heart of a free financial market. I plead
once again for a policy return to free market principles in

the formulation and conduct of Federal Reserve System monetary
and credit policy, which policy shouid include the resurrection
of the 'bills only" policy of yesteryear,

Mr. Robertson made the follcwing statement:

I have been deeply gratified by the way in which finan-
clal markets, both at home and abroad, have come through the
tragic shock of the President's assassination. I appreciate
that some part of that response is a credit to the well-timed
action of the Committee's operating officers, and I should
like to add my own note of commendation to them.

More broadly, I have been quite satisfied with finan-
cial developments throughout thke three weeks since our last
meeting. It seems to me there has been a little less tension
evideni in the money market, and I think that is as it should
be, I think our own actions tc supp!y reserves in timely
fashion have been a constructive force here--along with the
Treasury action to reduce pressure on the bill rate by-cutting
two bill auctions and permitting payment by 50 per cent tax
and loan account credit for a third,

Recent bank loan expansion stril.es me as an encouraging
sign--particularly so since it has been accompanied by an im-
provement in general business indicators, by a persisting rouagh
stability in wholesale and commodity price indexes, and by ra-
cent balance of payments figures thar suggest we may be cont’au-
ing, on a net basis, the sharply improved performance reportad
for the third quarter,

In these circumstances I would favor supplying sufficient
reserves over the next two weeks to accommodate whatever may
materialize in the way of private demands for money and bank
loans. I think this is a particularly good rule to follow in
the next two or three weeks of climactic seasonal pressures,
for the exact dimensions of such demands cannot be forecast
precisely, and we only create needless disruption of financial
processes if we instigate counter pressures against what turn
out to be purely temporary or seasonal bulges in market demands.
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I would remind the Committee that both last year and
the year before we acted at the last meeting of the year to
tighten policy in the face of wnat appeared to be an up-
swing in credit demand, only to see the upswing abate after
the turn of the year. This time we should wait, to be sure
a similar pattern is not ahead of us this year, before try-
ing to zdapt our policy to what we assume 1964 will bring.

The policy I have in mind would not call for any change
in the Jommittee directive, apart from dropping the phrase-
ology concerning President Kennedy's death that was adopted
at the special telephone meeting last week.

Mx. Shepardson said that the general economic outlook seemed
to him to be encouraging. The change in Government after the tragedy
had been accemplished with unusual calm. At this season of the ycar
the Committee would expect to supply needed seasonal reserves, and
he thought that could be accomplished with existing policy.

As to the directive, Mr. Shepardscn said that the phrase re-
garding the death of President Kennedy conceivably could be elimirated.
On the other hand, only a short time had elapsed and with another meet-
ing scheduled in two weeks he though: the Committee might leave tte
directive as it was. He concurred in the guidelines suggested by
Mr. Ellis.

Mr. Mitchell said he agreed that tais was not a time for the
Committee to make a change in its policy. However, the question was
whether this implied no change in bill rates or in bank reserves.

The Treasury's monetary policy appeared to be aimed at a bill rate
peg, and this evidently was what the market expected the Committee's

policy to be. While he did not think the Committee's policy had to

be the same as the Treasury's, it would be helpful if it were.
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Mr. Mitchell said he did not care much for the peg and he would
be happy to join with those people at the table who were prepared to let
the bill rate fluctuate, if they would take the same position in January
vhen the bill. rate would be tending downward. This would be the most
wholescme position for the Committee to adopt, Mr. Mitchell said, but
he was practical enough to realize that the Committee could not get too
far away from the Treasury's policy.

Mr. Mitchell said he had a feelirg of apprehension about the
projected role of monetary policy. It seemed to him that everyone
agreed that t would be all right to cut taxes to achieve fuller
resource utilization, but there were quite a few people who thought
it improper to use monetary policy to this end. Some members of the
Committee secmed ready to move towards credit restraint as soon as
there was evidence of growth, long before a satisfactory rate of
resource utilization had been achieved. 1In Mr., Mitchell's judgment
the economy was not ready for a policy of restraint, and the Committee
should not use monetary policy to pr.vent the economy from achieving
the goal set for fiscal policy unless thexre was very strong reason
for doing so,

Mr. Hickman said his thought was that the tragedy of November
22 had not changed the economic outlook significantly, either domes-
tically or internationally. However, the reaction of consumers and

businessmen had been such that economic developrients in November would
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be more difficult than usual to measure and appraise. The unusual
holiday and some part-time operations immediately following the event
were likely to produce widely wvarying effects on statistical series,
depending upon the way in which the particular series was adjusted for
working days. It would, therefore, be difficult for the Committee to
interpret information on current developments until well after the
turn of the year.

For this reason, Mr, Hickman said, it was all the more impor-
tant for the Committee to turn back to the situation as it was revealed
in the data through mid-November. (n the basis of that evidence, the
present configuration of business was such that the main danger--to
the extent that there was one--stemmed not from feebleness of demand
but from developing exuberance. The flow of business news showed
clearly that one after another of the areis of doubt or weakness had
simply melted away.

A good illustration was provided by manufacturers' new orders,
Mr. Hickman said. The preliminary 1-2port for October for durable
goods showed further advance to the level of last April's position,
prior to the steel retrenchment. Current orders for machine tools
were especially strong, particularly for cutting tools, which is the
major component of this series. New orders of steel producers report-
ing directly to the Cleveland Federal Reserve Bank on a confidential

basis were more robust than had been anticipated just three weeks ago.
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Construction activity and housing starts provided additioral
evidence of strength., Housing starts in (ictober were up 8 per cent
from Septembar and 22 per cent from a year ago, an impressive showing
despite the well-known volatility of this series. Retail sales pro-
vided s5till another instance of unusual strength. Despite the un-
certainties of early Fall and the poor showing of department store
sales in October, the October figures for total retall sales reached
a new record, and reports for November p:ior to the national tragedy
were especlally strong. Even the Fourth District problem industry,
bituminous coal, had shown signs of increased activity in recent
months. Reports on corporate profits for both the second and third
quarters were considerably stronger than in other recent calendar
quarters. Soft spots in the economy were almost impossible to find
although high unemployment remained an unsolved problem.

In view of the solidity of the business expansion a tax cut
enactment could conceivably produce a reinforced stimulus, Mr. Hickman
said, which in turn could provide a .erious problem of short-term
balance. Su:ch a possibility was by no mezns so remote as it seemed
a short time ago.

Mr, Hickman felt that because of the upward thrust of the
economy and the uncertainties of statistical measures monetary policy
would be most difficult to formulate over the next two months.

Clearly, no change was indicated at the mcment. he said, but the
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Committee should be continuously alert to the possibility of moving
from its present position to one of outright restraint, For the rnext
two weeks, Mr. Hickman continued, he would like to see the Federal
funds rate ai 3-1/2 per cent all of the time, and the bill rate at
the same level or slightly higher. He would prefer to achieve the
bill rate objective by a lower level of free reserves than had obtained
since the last meeting rather than by Treasury intervention in the
money market and Desk operations in the tond market. To achieve this,
he judged that it might be necessary to allow free reserves to go
below $50 million, which would not be undesirable in view of general
business and bank loan demand. The System should feel gratified

about the maaner in which the recent potential crisis was handled by
those responsible for the management of its domestic and foreign
accounts, he concluded.

Mr. Bopp said that labor force measures for the Third
District recently had been performing somewhat better than other
indicators ot economic activity. Lal'or demand appeared to be hold-
ing at fairly satisfactory levels, but manufacturing output and
employment were not and sales at department stores were lagging badly.

Continuing tightness characterized Third District banking.

The basic reserve deficit of reserve city banks set a new recent-year
record; and in the week of November 20 borrowing by reserve city banks
reached the highest level of 1962 or 1963. Covutry bank borrowing

since the last Committee meeting also had been on an uptrend.
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For the next three weeks, Mr. Bopp continued, policy should
be directed toward maintaining a tore of steadiness and stability
in the money and credit markets and in the foreign exchange market.
The transition to a new Administration seemed to have been made
smoothly but had naturally resulted in some uncertainties as to future
trends. He would supply reserves as necessary to meet seasonal demand
and to avoid any reduction in the availability of bank credit. He
would suggest no change in the discount rate, and no change . in the
directive except to delete the reference to the death of President
Kennedy,

Mr. Patterson reported that there apparently had been no let-
down in the economic expansion nor in the growth of bank credit that
had been characteristic of the Sixth District during the preceding,
months of 1953. So far, there was little, if any, evidence that the
events conne:ted with the President's asszssination had altered tke
existing ecoitomic trends.

Personal income for the firs' three quarters of 1963 in each
of the Sixth District States had increased at a greater rate from 1962
than that of the nation as a whole, accorcding to estimates made by the
Atlanta Bank's Research Department. The final income figures for the
year probably would show an even higher rate of increase for the year
1963 than tke 7.4 per cent increase for the first three quarters in

1963 partly because of the especially favorable farm situation. In
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October and Vovember, cotton harvests were exceptionally large and
currently large harvests of corn, soybeans, and sugar cane were buing
marketed at favorable prices. Manufacturing activity also continued
to expand.

About the only factor offsetting these elements of income
growth had heen a weakening in consiruction employment in certain
parts of the District. In Mississippl, construction employment had
been falling for the past 6 months largely because of the camplet:on
of a large oil refinery at Pascagoula whose construction had utilized
approximately 3,000 construction workers for about 2 years., Although
production @t the refinery, with a capacity to utilize 100,000 barrels
of crude oil per day from offshore Louisiana wells, began in Octover,
only 330 worxers would be regularly emplored. Construction employment
also was weak in Florida, but there were increases in Louisiana and
Tennessee,

Against this background of expand:.ng income, Mr. Patterson
said, consuwer spending had been stisng. Automobile sales had been
at a record high, and this had been reflected in an expansion of
consumer instalment credit,

Bank credit, according to preliminary estimates, increased
more than seasonally through the first three weeks of November. Total
deposits also expanded correspondingly, although most of the deposit
increase was concentrated in demand deposits. 3usiness loans at the

weekly reporting banks in leading cities increased substantially.
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Demand for nonbank credit also continued to be large. For
example, well over $120 million in municipil securities were sold by
State and local governmental units during October. The major part
of the securities were to finance public housing--45 per cent--and
for highway construction--25 per cent.

In an effort to determine the response of consumers and busi-
nessmen to the upsetting events of the proceding week, the Bank's
Research Department staff had made o spot survey late last week.

The response: indicated that there was little immediate effect that
could be discerned, but that uncertalnty had been introduced into
the current economic and financial scene.

Department stores had, of course, experienced slow sales
over the week-end and automobile dealers had been adversely affected.
Sales, however, had rebounded by Tuesday or Wednesday. Bankers
reported that business was being carried on as usual; loans in pro-
cess Friday :zppeared to be going through, and there were no signifi-
cant changes in deposit withdrawals that could be related to the
tragedy. Mortgage bankers and savings and loan officials reported
no cancellation of mortgage plans, nor increased withdrawals,
Security dealers and brokers reported that the disturbances in the
securities market that started Friday seemed to be a signal for a
greater number of persons to try to enter the market when the ex-

changes were opened on Tuesday.
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The respondents, Mr, Patterson sald, emphasized that wvalid
assessment of the long-run effects could rot be made now. However,
gsome of them believed that long-run spending plans and credit demands
would be affzcted in the future. Their inability to specify just
what these effects would be or how they would materialize suggested
that the uneasiness that existed could be dispelled fairly quickly
1f economic conditions continued to be "normal." On the other hard,
the replies suggested that there might dcvelop a tendency to relate
future unfavorable economic developments to the assassination and
the subsequext events even when such relarionship did not exist,

Mr, Shuford said that while the expansion in business activity
in the Eighth District had moderated this fall, the District had
experienced a substantial improvement ove: the year as a whole. Bank
debits had continued to rise since mid-summer, but employment and
industrial use of electric power hacd changed little.

Business loans at weekly reporting banks in the District had
risen 8 per cent more than seasonall: since mid-year, Mr. Shuford
observed. The largest net borrowers had been food processors and
commodity dealers seeking funds to finance the marketing and process-
ing of the large crops this year. Despite strong credit demands,
member bank reserve positions had remained comfortable. Borrowings
from the Federal Reserve Bank had been relatively small and District

banks had been net sellers of Federal funds on most days.
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The Lighth District agricultural situation was good, and
crops were unusually large, Recent estimates for major crops
pointed to a significant increase in farm income in the last part
of the year. Corn production was estimated to be up 13 per cent,
soybeanus 4 per cent, rice 14 per cent, tobacco 3 per cent, and cotton
13 per cent. The marketings of these crops were already having an
expansionary impact on country bank deposits in the District.

With respect to policy, Mr. Shufcrd said he favored no change
for the reasons already mentioned by others. In view of the recert
change in the Executive Branch, he agreed that at this time the Com-
mittee should maintain about the same position that had prevailed for
the last few weeks unless there was some strong reason for making a
change, and he saw no such reason. ile woilld subscribe to the views
of Mr. Irons and others with respect to continuing to supply seasonal
needs for reserves and with respect to a short-term rate fluctuating
around 3-1/2 per cent. While he felt a bill rate at this level would
be appropriare, he would not be disccuraged if it went up a bit above
3-1/2 per cent for a short period of time during the remainder of the
year in view of the seasonal situation. By the same reasoning, he
would not be disturbed if the bill rate declined after the turn of
the year. Mr. Shuford favored no change in policy and no change in
the discount rate. He preferred to leave the directive as it was for
the next two weeks because he thought the Committee would have some

difficulty in trying to improve it,
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Mr. Balderston said that he would favor continuation of
current policy until the next meeting and would leave the directive
unchanged. In trying to appraise the impact of the recent substantial
shift of demand deposits from the Treasury to the private sector, he
continued, he had become less disturbed about the current up-sweep in
the rate of increase of money supply growth. To avoid being misled
by deposit shifts he had examined figurec for the year 1963 to date.
The annual rate of growth in the money supply so far this year was
4 per cent, a substantial rate. Bun personal incomes were up over 5
per cent, the industrial production index 6 per cent, and constant
price GNP 4 per cent. Thinking about the near future, he recalled
that deposit turnover had risen 7.7 per cent, and average hourly
earninzs had risen 3 per cent despiftie the nationwide concern with
keeping our economy competitive., State and local government bond
sales were up 5 per cent, and seasonally adjusted housing starts had
risen by more than 20 per cent,

Mr. Balderston observed that he had found only one weakness--
a drop in net realized income of farmers for the second year in a row,
this time of 5 per cent. He suggested that after the turn of the year
the Committee would want to make a searching appraisal of what had
happened and what was likely to happen.

Chairman Martin said that he had 1little to add to the discus-

sion. He wanted to join in commending the foreign exchange and open
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market Desks for their performance ir the eriod just past; it seemned
to him that the System had performed well, and he believed that this
was generally recognized.

Although he did not think the matter was of great importance,
the Chairman continued, he personally felt that it was not necessary
to delete the phrase relating to the death of the President from the
directive, particularly since only a short time had elapsed. The (om-
mittee would meet again in two weeks and :-hat might be a good time to
delete the phrase., But he had no objection to doing so at this mect-
ing if that was the preference of the Committee,

On the broad question of policy, the Chairman said, he had
one comment to make with respect to the apprehensions that Mr, Mitchell
had expressed, namely, that those Committe: members who were talking
about a firmer policy from time to time were not talking about resirain-
ing the economy but sustaining it. There could, of course, be dis-
agreement on how to achieve this objective, but the problem was one
of possibly having too much credit av-:ilab’e at various times.

The Chairman then suggested that the Committee vote on a
proposal that there should be no change in policy and no change in
the directive.

All members of the Committee except Mr, Mills indicated that

they favored no change in policy for the forthcoming two weeks.
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Thereupon, upon motion duly made
and seconded, the Federal Reserve Bank
of New York was authorized ard directed,
until otherwise directed by the Committee,
to execute transactions in the System
Account in accordance with the following
current economic policy directive:

It is the Federal Open Market Committee's current
policy to accommodate moderate growth in bank credit, while
maintaining conditions in the money market that would con-
tribute to continued improvement in the capital account of
the U. S. balance of payments. This policy takes into.con-
slderation the fact that domestic economic activity is ex-
panding further, although with a margin of underutilized
resources; and the fact that the balance of payments position
is still adverse despite a tendency to reduced deficits. It
also recognizes the increases in bank credit, money supply,
and the reserve base of recent months.

To implement this policy, System open market operations
shall b2 conducted with a view to cushioning any unsettlement
that misht arise in money markets stcmming from the death of
President Kennedy and to maintaining about the same conditiors
in the money market as have prevailer in recent weeks, while
accommodating moderate expansion in aggregate bank reserves.

Votes for this action: Messrs. Martin,
Hayes, Balderston, Bopp, Clay, Irons, Mitchell,
Robertson, Scanlon, and Shepzrdson. Vote
agalnst this action: M=-. Mills.
In connection with his favorable vote on the directive Mr.
Hayes observad that he agreed with the Chairman that while the matter
was not too important it was desirable to retain the phrase relating

to the President's death since the money and securities markets were

still in quite a sensitive condition.
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Mr. Mills said he had dissented both on the consensus favor-
ing no policy change and on the dircctive for the reasons he had set
forth in his comments earlier in the meeting. Reverting to the
Chairman's remarks about sustaining the economy, he observed that to
him this meant giving the economy sustenance by providing additiomnal
reserves.

In response to a question by the Chairman, Mr. Stone indicated
that he did not think any change was necassary in the Committee's con-
tinuing authority directive with respect to the $1 billion limitation
on the change in the aggregate amount of J. S. Government securities
held in the System Open Market Account during any period between neet-
ings of the Committee.

Chairman Martin noted that & requv st had been received from
Congressman Patman for lists of the names of individuals who had
attended the last three meetings of the Committee. It was his view
that this reguest should be complied with. He asked if there were
any objections to doing so, and no o jections were expressed.

Mr. Mills said that in connection with this subject he would
like to note that a large number of persons attended Committee meet-
ings. He thought some might share his concern about such events as
the publication in Sylvia Porter's letter giving the hour and time of
the Open Market Committee's recent telephone meeting. The Chairman

observed that Miss Porter had also reported arother Committee meeting



12/3/63 -54~
which had not actually been held, indicating that her information was
not completely accurate, However, h2 continued, he shared Mr. Mills'
concern and te believed it behooved all of those present to be very
careful about what was said outside the room.

Chairman Martin then suggested that the Committee discuss pos-
sible publicntion of its minutes for some past period. He noted that
a memorandum on this subject from Messrs. Young and Sherman, dated
September 28, 1963, had been distributed to the Committee. He recog-
nized there vere a great many conflicting points of view on this matter.
He would simply say at the outset that his own judgment had not changed;
he felt that if the Committee could find some suitable means of re-
leasing the -ainutes for 1951-1960 it would be a worthwhile way of
making publir information on how the Committee operated, He realized
that releasing these minutes could make scme problems for the Committee.
But the more he lived with this subject the more convinced he became
that a great many people misunderstood the nature and the conduct of
the Committe«:'s meetings. Publicati.n of the minutes would not com-
pletely dispel such misunderstanding, but it would give a better basis
for understanding than was now available in published materials. He
doubted that the minutes could get much public attention-~the general
public probably would not be greatly interested. But he felt it was
important to clarify the decision-making process of the Committee. He

thought it should »e made clear that consideration was given to many
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factors affec ting monetary policy, and that this was not a one-man
operation, but that differing views were expressed and the decisions
taken were general decisions. Making the minutes available seemed to
him the best way of giving insight into the conduct of the meetings
and into the detailed nature of the views expressed.

The (hairman commented that the particular dates for which
minutes were released did not seem to be a vital matter. The 1951-
1960 period he had mentioned was important in the Committee's history
and embraced the Treasury-Federal Reserve Accord. The year 1960 seemed
a good termiral point; the minutes for that year had already been made
available to the Joint Economic Committee.

Mr. llayes said that he was reluctant to differ because he
thought the Chairman had a better fecl than he for the reality of the
demand for this kind of information. But the more he had thought about
the subject the more he had tended to feel that the Committee would do
well not to give the minutes out, He was not quite sure why this was
the time at which the Committee shou:d do so; nothing had happened to
suggest the cesirability of now changing past policy on the matter,
The Committee had given the 1960 minutes to a Congressional Committee,
but it also had objected to the publication of excerpts from these
minutes. The point had been made that the public deserved more under-
standing of Federal Reserve operations. He recognized the truth of

this statement, but he was not sure that publication of the minutes
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would be the most effective way of giving the desired understanding.
There were other mechanisms; more fraquent statements of the nature
of policy, to his mind, would be more enlightening than making the
minutes public. He did not think thz minutes would add a great deal
to what was already publicly known,

If the minutes were published, Mr. Hayes continued, he thought
it should be only with a considerable time lag. He was concerned that
if publication was once started there would be agitation for reducing
the lag and a4 tendency to do so. He thought there always would be
advocates for the Committee's releasing everything, including state-
ments of actions on the day they were taken. But in his judgment a
central bank could not operate that way. It seemed to Mr. Hayes ihat
the principles still held that Chairman Mertin had outlined in his
letter to Mr. Patman of last year, in which the Chairman had explained
why the Committee's internal deliberations were not matters of putlic
concern.

Ther:z were dangers of embarr ssmer.t, Mr. Hayes said, in con-
nection with the Committee's discussions of dealings with central
banks abroad. And there was the further question of whether the pos-
sibility of publication of the minutes might inhibit discussion at
meetings, although he was not too concerned on this score because he

had confidence in the integrity of the people around the table. On
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balance, unless the Committee felt there was overwhelming political
pressure to make the minutes available, he leaned toward not publish~
ing them.,

Chaiiman Martin said that he would like to emphasize that
there bad been no pressure on this subject. The question of whether
this was an appropriate time to publish the minutes was within the
Committee's discretion; no commitments had been made.

Mr. Ellis said that he agreed the Committee should give more
rather than less information to scholars. He was enthusiastically in
favor cf making available more complate descriptions of policy, because
he thoight there was a legitimate need for such descriptions by
scholars and others. At the same time, he felt that scholars should
be provided with a complete rationale of the use of all policy instru-
ments, including discount rate and reserve requirement changes as well
as oper market operations. Because he had this objective in mind, he
thought. the lommittee would do itself a disservice if it released Open
Market Commit:tee minutes. A true sclolar would be frustrated by
omissicns from these minutes of much of the complete policy record.
Also, publication of some past minutes would place the Federal Reserve
on the defensive with respect to such questions as why not publish the
minutes on a current basis, and why not publish the minutes of the

Board of Governors concerning other aspects of monetary policy.
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Prospect of publication might also raise questions within the Com-
mittee with respect to the amount of detail that should be included
in the minutes,.

Mr. Ellis thought the Committee might be deceiving itself if
it felt it could win supporters for the System by this means. The
record would still be incomplete) potential defenders of the System
were apt to sit back, and attackers would find more ammunition to use
against. the System.

In the long run, Mr., Ellis said, almost any written material
might eppropriately become public information., If the Committee
decided to publish the minutes he would urge a longer lag than 3
years. He did not mean to be wholly negat:ive on the issue; his intent
was to suggest that the Committee direct its efforts to the goal of
providing a mnore complete rationale of System policy actiomns,.

Mr. Irons said that he had swung back and forth in his think-
ing on this subject. He believed thz Committee had to distinguish
between the usubmission of minutes to Jongress and their general pub-
lication. He suspected the Committe2 would have to submit its minutes
to Congress if the demand was pressed. He thought there was a gradual
erosion in process with respect to supplying materials to critics.
Whatever they were given would leave them unhappy; if they were sup-
plied with minutes after a 10-year lag they would want them with a

5-year lag, and so forth. This gradual ernsion of the central bank's
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position was going on in a lot of other areas and this should be
kept in mind.

If the Committee did publish the minutes, Mr. Irons continued,
they would not be a best seller. The public generally was not in-
terested in this sort of reading material, and the minutes would have
only limited use, If both Congress and the general public were ex-
cluded from consideration there would not be too many readers left,
except the group of academicians whe like to pore through suych material.
The question then was whether satisfaction of this group warranted
publication. Even to a scholar the minutes would become pretty dull
after he had read them for a year or so. Mr. Irons sald he was not
being c¢ritical of the minutes, but those Ior successive meetings
inevitably involved a great deal of repetition. Another problem was
that the minutes by no means reflected fully the work, thought, and
general preparation that lay behind them. This raised the question
of whether supporting memoranda and other Committee materials should
be made publicly available to give a zomplete picture. Publication
of the minutes was a first step that could lead to requests for other
policy recorcds, such as the minutes of the meetings of the Federal
Reserve Bank directors regarding discount rate actions, those of the
Board of Governors regarding approval of such actions, and so forth.

Mr. Irons said that he realized that he was being pretty

negative in his corments, and he wondered if there were alternatives
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to the release of Committee minutes. For example, would it be pos-
sible to employ some capable person whose intellectual honesty was
unquestioned to author a set of volimes on the history of the Federal
Reserve System, giving him access to the minutes and other materials?
Choice of such a person would always be open to criticism, but the
possibility was worth giving some thought to.

If the Committee decided to release the minutes in some form
or other, Mr. Irons said, he would suggest doing so on a limited
basis. Perhaps a copy or two could be put on the shelves of each
Federal Reserve Bank library for use of scholars. For such a purpose
the 1951-1960 period would be excellent. It represented a 10-yearx
period from the date of the Accord, and the gap from 1960 to date
was good. He did not think that this would solve the problem, how-
ever. The Committee undoubtedly would be criticized for not making
minutes for the last two years available,

Mr. Swan said that he was in subs:antial agreement with the
opinions already expressed. He thoug;ht that reasonably current
explanations of policy and descriptions of the Committee's processes
and procedures were desirable goals, and he noted that some progress
towards them had already been made. However, he doubted that publica-
tion of the minutes would help to accomplish those ends. It would

put the Committee on the defensive because the minutes would be used
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primarily by System critics. There would e pressure for more and
more current release. In Mr., Swan's judgment 3-5 years was too short
a lag.

On the other hand, Mr. Swan said, there was a legitimate
question of wvhether such information was ever to be made available.
The System might want to face this question in terms of the possibil-
ity of releasing Open Market Committee and perhaps Board minutes on
suitable occasions with a very long time lag. Surely, Mr., Swan said,
after a period as long as 20 to 25 years such records were strictly
historical documents. It could thus be recognized that in due course
these materials would be made available to people with a legitimate
interest, Tc¢ go beyond -such a procedure would create many more pro-
blems than it would solve., However, the Committee should be consider-~
ing doing something in terms of articles on a continuing basis.

Mr. Deming said that he had been thinking on the same lines
as Mr. Irons. He felt that for a variety of reasons it would be wzll
to atterpt to get some assistance in writing a System history. It
should be possible to work out a procedure that would provide an
objective set of histories and under which the System would be pro-
tected against charges of self~-interest. Ferhaps the professional
societies might be asked to select scholars for the work and founda-
tions asked to provide funds. The System could then make records

available to such scholars as were selected, up almost to a current
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date. This would be a monumental and time-consuming task, Mr. Deming
said, but it might be broken down into separate economic, politiczl,
and social h:stories of the System.

With respect to the minutes of the Open Market Committee and
other policy-making bodies of the System, Mr. Deming continued, rather
than publicaion he would favor their depcsit in various places after
a time lag of a decade or more; at the present time he would suggest
a cut-off at 1950. He saw no reason for the System to make its records
generally available all over the United States, but their deposit in
Federal Reserve libraries would be appropriate. On the other hand,
he would give scholars designated to write a history access to all
materials aluost up to the present., He thought it was valid to sey
that the great mass of people--including academicians--do not under-
stand how the System functions but he alsc thought they would be
helped more bLiy a series of histories than by such raw materials as
the minutes. He had in mind very detailed histories, not works of
100 pages or so.

With respect to the distinction between making materials
available to the gemeral public and to the Congress, Mr. Deming said,
he did not krnow whether the System was required to supply detailed
minutes of the Open Market Committee or the Board or other System
groups to Congress, but he hoped it was not, at least not without a

specific legislative change. He thought the answer to this question
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was noi: clear, and the Committee should resist such submigsion as
long as it possibly could on all the grourds that had already been
mentioned., !e felt it was not a negative approach for the System to
keep its current minutes reasonably confidential but to throw open
its records to scholars competent to write System history.

Mr. Scanlon said he fully agreed that a better understanding
was needed of the Committee's operations and problems. He also shared
Mr. Irons' view that the questions of responding to Congresgional re-
quests for the minutes and of making them publicly available were
separate, Ualike Mr, Deming, he thought :he Committee had no choice
with respect to meeting Congressional requests; it would have to make
the records available by some means if asked. As to supplying in-
formation to the public, Mr. Scanlon said, he doubted that the
minutes as now prepared were a good vehic'.e for the purpose. They
were incompl:te in that they did not include the memoranda, the daily
wires, and all of the other materials that the Committee considered
in preparing to make its decisions. They also would appear highly
redundsnt to readers. He would hope for a better vehicle for getting
information :o the public. A history of the System might be useful,
or perhaps some kind of an annual report with a time lag of about 5
years. He would be willing to give a little on the time lag. If a
decision were made to release the minutes to the public, he would

favor limiting the distribution of copies to Federal Reserve Bank
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libraries and National Archives. He did not think it would be desir-
able to spend a lot of money to make wide public distribution.

Mr. Clay expressed the view that publication of the minutes
as soon as 3 years after the meetings might well result in an un-
conscious spoaking for the record by participants and would change the
nature of thz meetings in an undesiirable way. He did not consider the
minutes a very good public relations document; it would be difficult
to get useful information from them regaiding the nature of System
operations. He thought that the Chairman's letter of last year tc
Mr. Patman gave very good reasons for withholding the minutes. This
letter, in fact, was a better public relations document than the
minutes, because it portrayed an organization capable of withstand-
ing pressure., Such an organization was desired by everyone, what-
ever their policy views,

The Llonger the time lag before publication, Mr. Clay continued,
the less effi:ct there would be on tha natvre of the meetings; but also
the greater would be the reduction i.. the public relations value cf the
minutes., If the Committee decided to publish the minutes, Mr. Clay
favored a linited edition with a lag of at least 5 years. He thought
publication would best be at a time when there was no outside pressure
for it. The present was a good time, since there was no pressure on

the Committee now.
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Mr. Wayne said that the Committee was a public body charged
with public responsibility, and accoxdingly, he thought that the
official records of its deliberations were properly viewed as public
documents., He was not considering the matter in terms of public
relations at all; as historical documents the minutes should be made
available to competent historians. He was prepared to concede the
desirability of a time lag in publication, and recognized that there
would be pressure to reduce the lag. Some might even argue that the
Committee should release its minutes on a current basis, But he did
not believe this was the sort of thing the Committee was dealing with.
The question before the Committee was whether or not it could work
out some metY1od of making documents of historical value available to
competent historians with an appropriate time lag, He thought the
Committee could rationalize the 10-year time period. It seemed to
him that the minutes should be made available at the National Archives,
the repository for national historical documents. He added that he
found wuch merit in the suggestion ti at the Committee attempt to find
a competent historian to prepare a System history.

Mr. Vayne continued by remarking that he had recently reviewed
back minutes of the Committee and had not found them entirely dull from
the standpoint of economic history. Nor had he found anything of which
the Committee need be ashamed; the minutes spoke of careful, competent

deliberations. He believed they should be made available to competent
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scholars. Microfilming was not expeusive; microfilm copies might be
placed in the National Archives and in the libraries of the Board, the
Federal Reserve Banks, and the greater universities.

As to the time lag, Mr. Wayne said, he thought it would take
very close to a 5~year lag if members were to avoid any tendency to
speak for th2 record. He also considered this lag appropriate in
light of the fact that the Administration changed every 4 years. A
lag of 3 years seemed to him the minimum, and he would prefer 5 years.

Mr. Mills said that he agreed in every respect with the position
Chairman Martin had taken. He thought the Committee should publish the
minutes for the period 1951-60. For those who were fearful of criticisn
but at the same time would be willirg to produce the minutes at the re-
quest of Congress, he would point out that the only occasions that Con-
gress had to request the minutes stemmed from criticisms of System
policy, so the Committee was just fosterirg the criticism. Publication
of the full minutes would, in his view, serve as an antidote to
criticism andi would win adherents to offset the critics.

Mr. Robertson said he found himself in accord with Mr. Wayne,
The Federal Reserve System was a Governmertal institution and a servant
of the public. As such, its records shouid be made available for public
inspection. He would prefer not to publish the minutes in book form,
but to make them available on a limited basis ir. Federal Reserve li-
braries and at National Archives and in microfilm form at some univer-

sities. He also would make available the minutes of Board actions but
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only with a substantial time lag, because Board minutes often dealt
with specific institutions. For minutes >f the Open Market Committee,
a 5-10 year lag would be appropriate, and a 5 year lag probably was
adequate.

Mr. Robertson said he had nc objection to an extension of the
"article®™ approach, but he considered it unwise for the Federal Reserv:
to attempt to select a historian to write a history from the System's
point of view. It was difficult to learn enough about any individual
to know whether his ideas coincided with che System's viewpoints, and
in any event historians should be ohbjective and write history as they
see it--rather than as we would direct or desire., As to the span of
the history, it would be desirable "0 start frca the beginning of the
System and come up to whatever lag period the Committee decided was
appropriate.

Mr. Shepardson said that as a pubiic body the Committee's
actions were appropriate for the public record zafter such time lapse
as migl t be considered necessary. But there was a question in his
mind as to whether the "records" necessarily included all the internal
documents used in arriving at a conclusion. The idea of a quarterly
report had some merit, but he was doubtful whether public records
should necessarily include all of the internal discussion reflected
in the minutes. For that reason, Mr. Shepardscn said, he had not been

particularly enthusiastic about publication of the minutes. On the
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other hand, the point had been made that the Committee had been called
upon to submit the minutes to Congress. Whether or not Congress could
appropriately demand the minutes might be a consideration. He doubted
that it lacked the authority to do so, and if this view was correct it
provided an argument for making the winutes available to other people
by placing them in a repository open to anyone interested.

Mr. Shepardson said that he was cynical enough to expect that
the grcatest use of the minutes would be made by those who were trying
to pick out something for their own particular purposes. People on
both sides--cefenders and attackers--might do that, At least there
would be an opportunity for those interested in defending the System
to do so, although he doubted that it would work out that way. He
agreed with the suggestion that the System should try to get, through
arms-length selection, someone who would write an objective history--
hopefully one that would be more readable and more useful than the
minutes themselves,

Altogether, Mr., Shepardson said, while he did not generally
like the ides of putting out the Committee minutes as a public document--
and he thought the minutes of the Board had to be considered along with
those of the Committee--perhaps it could not be avoided. It might be
best done by making the minutes available at appropriate reference
centers, As to the time lag, 5 years might be a good principle. A

3-year lag was implied in the suggestion that the minutes be published
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for the 1951-60 period. However, if the Committee should now decide
to publish the minutes for this perind, another year probably would
pass before chey were ready for release. I[n a final comment, Mr.
Shepardson said he agreed with Mr. Clay that if the Committee was
going to publish its minutes it would be better to do so when it was
not under pressure rather than act in response to pressure,

Mr., Mitchell said that if the matt:r came to a vote he would
not vote against making the minutes availarle. Nevertheless, he
questioned whether this was the best course of action, He thought
it a mistake to believe that the minutes could be confined to the
hands of objective, competent scholars, and he did not shrink partic-
ularly from putting -the minutes in the hards of hostile critics.

Whilc he was prepared to release the minutes on any basis
agreeable to others, Mr. Mitchell corntinued, he thought publicatioa
of past minutes would not meet the real issue. He had thought quite
a bit about the matter and had come to the conclusion that it would
be desi able to make available a digest of the minutes every 3 months,.
Such a digest was the real solution to the problem of telling people
what the Committee was doing. If it were well and responsibly pre-
pared it would conceal nothing of relevance; it would reflect the
different points of view expressed and the personalities of the various
participants. It also would be a much more polished document than

were the minutes.
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Mr. Hickman said he would go along with those who favored
publishing the minutes as a whole rather than attempting to have
them digested by an unbiased scholar. Such a person would be dif-
ficult to find; everyone had certain predilections and feelings in
these matters. He recently had reviewed the record and thought it
a good document which spoke for itself. In his judgment putting out
the miautes for 1951-60 would not be a disservice to the System, and
would be preferable to having the so-called unbiased work done. 1If
the document was deposited in public libraries in microfilm form, it
would give the unbiased student some idea of how policy was formulated
in the System. It would give him a feeling of democracy at work with
all points of view represented; and would demonstrate that the Com-
mittee was not a group of people representing the moneyed interests.

Publication of minutes, Mr. Hickman continued, also would help
students focus on some of the real problems of monetary policy, such
as the problem of appropriate target variables. Students would tend
to do » 2search on positive problems, and the Committee might get some
constriactive help. With respect to the time period to be covered, Mr.
Hickman favored publishing the minutes through the year 1960.

Mr. Bopp said that as one who had spent some 10 years doing
research on the System before entering its service he had great
sympathy with the proposal to publish the minutes. At the same time,

he agreed with an observation contained in a memorandum that had been
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prepared for Mr. Deming, to the effect that bad books can be turned
out more quickly than good ones. This led him to feel that it would
be desirable for the System to get foundation money to finance a
System history. He recalled that the Rockefeller Foundation had once
provided funds for such a study, but the only product had been
Professor Chandler's book on Benjamin Strong.

Mr. Bopp thought it would be desirable to have a competent
scholar--pevhaps one selected by a committee of the American Economic
Association--write a System history. If this could be done, he said,
he would make the minutes available subsequent to publication of the
historvy. As to the time lag, it seemed to him that it should be ¢n
the order of a decade, although he realized that the whole character
of the Federal Open Market Committee was now changed and that policy
was no longer formulated as it was years azo. In addition, it seemed
to him that the Committee had made signifizant progress in providing
informztion in such forms as the Bulletin articles by Mr. Coombs
descrilting the System's foreign currancy operations and by Mr. Stone
reviewing open market operations in 1962. These were excellent works
and it would be desirable in the future to have similar reports on a
semiannual basis., Possibly the Committee could have a quarterly review
of policy published in the Bulletin with & 3-month lag. He was generally
in favor of publishing the minutes but he did have some concern about
the hazards of making them available to anyone; the initial reactions

were apt to be critical.
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Mr. Patterson reported his belief that Mr. Bryan still sub-
scribed to his statement of April 19€2 in favor of publishing the
minutes with a time lag of 5 years.

Mr. Shuford said that he concurred in the view that records
should be made publicly available insofar as practicable, because
the Committee was a public institution. But it seemed to him that
there were limitations. For one, the effect of publication on the
nature of the meetings and on the nature of the record had to be taken
into consideration. There also was a question of how current publica-
tion would be. Thirdly, there were statutcry provisions that the Com-
mittee should consider with respect to the release of its records.
Although the Committee was a public body, Mr. Shuford said, he con-
gidered the Chairman's letter to Mr. Patmar a good statement on why
its minutes should not be released. e doubted that publication oif
the minutes would accomplish the intended purpose or that it would
satisfy all taose interested in the Committee's work. As far as the
general »ublic was concerned he thought there would be little interest
in, or public relations value to, the minutes. As far as others were
concerned, the Committee would be faced with a problem of the lag; it
would be argued that if the records should be made available because
the Committee was a public body, they should be made available as soon

as possible.
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Mr. Shuford commented that he was aot disturbed by the con-
tents of the minutes, which in his judgment reflected supportable
views. But if they were published with any lag the Committee would
always be subjected to criticism by some wné would want something
more--iwore recent minutes, more materials on matters discussed in
executive session, perhaps verbatim transcripts. Taking this step
would not arnswer all questions,

Reverting to the question of statutes, Mr. Shuford noted that
the Coumittee had made much material available that was not required
by statute, and it could do the same with its minutes. However, the
statute did specify the means for the Committee to supply information
on its operations to the Congress and the public: through the Annual
Report of the Board of Governors. It seemed preferable to him to
move through such channels rather than to t:ake some other voluntary
action, He liked Mr. Deming's suggestion for having System histories
prepared, anc did not think the ends that would be served by such
histori~s would be accomplished by making the minutes available., 1In
his judgment there was a considerable amount of similarity between
the Committee and other groups, such as the courts, that met in
executive session. He noted that the courts published only their
decisions and regarded their deliberations as intramural.

Mr. Balderston said that, as he had observed in earlier dis-

cussions of this matter, te thought it was unfortunate that when the
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Committee turned over its 1960 minutes to a Committee of Congress,
the latter Committee then hired a pair of scholars of its own choos-
ing to prepare a digest. He was happy that so far the Congressional
Committee had not published that digest. He favored publishing the
minutes as suggested initially by the Chalrman, for the reasons given
by Messrs., Wayne, Mills, and Robertson. But he had been impressed
with the argument of Messrs, Deming and Bcpp that if the Committee
was to publish the minutes it should give a running start to a
scholar who, i1f not of the Committee's selection, would at least be
selected from a list that the Committee had approved. On this plan,
an instructive document would be available to the public at about the time
the minutes were placed on the shelves of Federal Reserve Bank and
other selected libraries. He suggested that the Committee act today,
first o authorize the Secretary to proceed with the reproduction of
a moderate number of copies of minutes for 1951-1960, inclusive, and
secondly to implement Mr, Deming's suggestion. He was not sure that
it was aecessary for the funds to come from a foundation but he agreed
that the selection of the scholar should not be made by the Federal
Reserve alone.

Mr. Balderston continued by observing that he was sensitive
to the fact that since 1960 the Committee had moved into new areas.
Specifically, Mr. Coombs' reports often referred to other nation's

problems. While i was proper that this information should be revealed
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to the Commit.tee, he would hope that if at some future time the
minutes for last year and this year were made public all references
to other nations would be excluded.

Chairman Martin said that in his opinion the Committee had
had a useful discussion on the matter of piblishing the minutes.
However, he did not think that putting the question to a vote at this
time would solve the problem. He thought nveryone ought to continue
to study the question; much depended on the particular methods of
releasing information that individuals had in mind. He proposed that
the Comnittee request Messrs. Sherman and Young to make a summary of
today's discussion on the basis of the minutes, and that the Commi:tee
take up the matter again early in the new year.

Mr. Swan noted that most of the difcussion had centered around
the minutes for 1951-1960. If the Committee released these minutes on
any basis, he said, it immediately would be faced with legitimate
requests for records going back to 1914, Chairman Martin said that:
this war true, but he doubted that anyone vould feel strongly that
informa*ion for the earlier years of the System should be withheld.

Mr. Shepardson suggested that the Committee ask the Secretary
to explore the possibility of obtaining the services of a writer to
prepare a System history.

Mr. Hayes commented that this suggestion seemed to prejudge
the issue. He did not feel there had been any agreement at this

meeting on a course of procedure,
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Chairman Martin expressed the view that the Committee should
continue to explore the matter. He noted that for years there had
been discussions of the possibility of having a System history pre-
pared. Also, the Committee previously had considered publication of
the minutes, and from time to time had beea under pressure to release
materizls. He considered the position taken in his letter to Mr.
Patman to be valid, and he thought that the Committee could hold to
that positicn if it so chose. But in one vay or another the Committee
had to come to grips with the fact that ity decision-making process--
which in his opinion was a good one~-was not sufficiently understond.
This was the basic problem. He did not think this sort of problem
should be resolved uhless the Commitf:ee was virtually unanimous.
Accordingly, he would propose that the matter be held over for further
consideratiomn.

Mr. Shepardson said that he had suggested some investigation
of the possibility of having a history written not with the idea of
action cut in order that a report could be presented for discussion
before a2 decision was taken on release of the minutes.

The Chairman concurred in the proposal that this question be
explored. Mr. Young said that he could discuss the matter with the
Presidents of the two main foundations and with the President of the

American Economic Association,
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It was agreed that the next meeting of the Federal Open
Market Committee would be held on December 17, 1963.

The meeting then adjourned.
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