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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY

AcTIONS, 1961

Period

Action

Purpose of action

January

February-
August

September-
December

December

Limited net sales of US.
Government securities from
Federal Reserve portfolio to
about $500 million. Member
bank borrowing at Reserve
Banks averaged only $50
million.

Bought substantial amounts
of U.S. Government securi-
ties with maturities over 1
year, following February 20
announcement that System
open market operations
would include securities out-
side the short-term area.
These purchases were partly
offset by net sales of short-
term securities. Total System
boldings of Governments in-
creased about $700 million.
Member bank borrowings
averaged $75 million.

Bought or sold at different
times varying amounts of
U.S. Government securities,
including securities with
longer maturities. Total Sys-
tem holdings of Government
securities increased about
$1.6 billion. Member bank
borrowings at Reserve Banks
remained generally low.

Raised, effective Jan. 1, 1962,
maximum interest rates pay-
able by member banks on
any savings deposit from 3 to
314 per cent, and to 4 per
cent on those left in the bank
for 1 year or more; also
raised maximum rates on
time deposits with a maturity
of 6 months to 1 year from 3
to 314 per cent, and to 4 per
cent on those deposits with a
maturity of a year or longer.

To encourage bank credit
and monetary expansion by
absorbing only part of sea-
sonal inflow of reserve funds
not otherwise offset by a
large gold outflow.

To encourage bank credit
and monetary expansion
while avoiding direct down-
ward pressure on short-term
interest rates, thereby mod-
erating pressures on the U.S.
balance of payments from
outflow of short-term capital
attracted by higher interest
rates abroad.

To continue to encourage
bank credit and monetary
expansion while allowing for
changing reserve needs due
to seasonal and other factors,
including a large gold out-
flow, and while continuing to
give consideration to the
})alanee of payments prob-
em.

To enable banks to compete
more effectively for savings
and other time deposits, in-
cluding foreign time depos-
its, thus moderating pres-
sures on the U.S. balance of
payments, and, over the long
run, to offer additional incen-
tive for the accumulation of
savings required for financ-
ing future economic growth.
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March 7, 1961

1. Authority to effect transactions in System Account.

The Federal Reserve Bank of New York was directed by the
Committee to continue to conduct open market operations with
a view toward encouraging monetary expansion for the purpose
of fostering sustainable growth in economic activity and employ-
ment, while taking into consideration current international
developments.
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Votes for this action: Messrs. Martin, Hayes, Allen,
Balderston, Irons, King, Mills, Robertson, Shepardson, Swan,
Szymczak, and Wayne. Votes against this action: none.

A review of national and regional economic developments
indicated that the recession seemed to have lost momentum.
Among the more favorable economic signs was an indication
that gross national product would be down only moderately in
the first quarter of the year—possibly by less than 1 per cent.
Industrial production had apparently leveled off in February,
and it appeared unlikely that there would be a decline in March;
inventory liquidation also seemed to have leveled off. According
to recent surveys, plans for business capital expenditures indi-
cated a small rise from the first half of the year to the second,
and the total of planned expenditures, when compared with 1960,
was down only about 3 per cent. Consumer expenditures and
buying intentions also were interpreted as generally optimistic,
despite some continued weakness in expressed intentions to buy
houses and household durables. As against these indications of
a possible turnaround in economic activity, the continuing lag
in automobile sales and the persistence of a high level of un-
employment and unutilized resources were of concern.

Statistics on bank credit and bank reserves were considered
encouraging. Total loans and investments at weekly reporting
member banks recorded a sizable gain in February, total re-
serves of all member banks on a seasonally adjusted basis rose
substantially in February to surpass the 1960 high set in Novem-
ber, and required reserves, adjusted, reached a record high in
February. It was anticipated that around mid-March, when
large tax payments were due, there would be substantial liquidity
needs, with the result that reserves of member banks would be
under considerable pressure. Therefore, if the existing money
market ease was to be maintained, the System might have to
supply additional reserves, reabsorbing them possibly in the
latter part of the month.

Preliminary statistics indicated that there had been a virtual
cessation of the outward flow of short-term capital in January
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and February. However, an atmosphere of uncertainty had
arisen in international money markets following the German and
Netherlands currency revaluations, and there was the possibility
that the improved situation could reverse itself quickly.

The consensus of the Committee was that the existing mone-
tary policy of ease should be followed until the next meecting.
Considering the problem of unemployment and the continued
uncertainties in the business situation, it was felt that the System
should encourage credit expansion as a means of fostering eco-
nomic recovery. On the other hand, since the balance of pay-
ments sityation had not been fundamentally corrected, it was
also felt that consideration should continue to be given to short-
term interest rates in the conduct of open market operations.
There were some variations in opinion within the Committee
concerning whether the current degree of ease was sufficient to
stimulate the economy and concerning the degree of emphasis
that should be placed on the desirability of counteracting in-
fluences tending to depress short-term interest rates.

2. Authority to effect transactions in intermediate- and longer-term securi-
ties,

The Federal Reserve Bank of New York was authorized, be-
tween this date and the next meeting of the Committee, within
the terms and limitations of the directive issued at this meeting,
to acquire intermediate- and/or longer-term U. S. Government
securities having maturities up to 10 years, or to change the
holdings of such securities, in an amount not to exceed $500
million.

Votes for this action: Messrs. Martin, Hayes, Balder-
ston, Irons, King, Mills, Shepardson, Swan, Szymeczak, and
Wayne. Votes against this action: Messrs. Allen and Robert-
son.

This special authorization, first given at the Committee meet-
ing on February 7, 1961, was extended subject to the original
understanding that all operations under it were to be consistent
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with the general monetary policy expressed in the Committee’s
directive.

Mr. Allen voted against this action for the reasons he had
given at the meeting of the Federal Open Market Committee
held on February 7, 1961. (At that time Mr. Allen was not a
member of the Committee, but as an alternate member he was
asked to express his opinion on the proposed extension of opera-
tions. He had opposed the extension, saying that after reviewing
a quantity of material on the subject—including the report of
an Ad Hoc Subcommittee of the Federal Open Market Com-
mittee dated November 12, 1952, testimony by Chairman Martin
before various congressional committees, and a number of trea-
tises written by professional economists—and considering it also
in the light of his own experience, he did not favor the proposed
extension of operations.) Mr. Allen indicated that he was in
substantial agreement with the reasons for opposing the action
that were stated by Mr. Robertson at the meeting on February 7,
1961.

Mr. Robertson dissented from this action for the reasons that
he had stated at the meeting on February 7, 1961, when the
special authorization was first given.

3. Review of continuing authorities and statements of policy.

This being the first meeting of the Federal Open Market Com-
mittee following the election of new members from the Federal
Reserve Banks for the year beginning March 1, 1961, the Com-
mittee had scheduled for review the statements of continuing
operating policies that had been in effect since 1953 and were
last reviewed and reaffirmed on March 22, 1960, as follows:

a. It is not now the policy of the Committee to support any pat-
tern of prices and yields in the Government securities market, and
intervention in the Government securities market is solely to effec-
tyate the objectives of monetary and credit policy (including cor-
rection of disorderly markets).

b. Operations for the System Account jn the open market, other
than repurchase agreements, shall be confined to short-term securities
(except in the correction of disorderly markets), and during a period
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9f Treasury financing there shall be no purchases of (1) maturing
issues for which an exchange is being offered, (2) when-issued securi-
ties, or (3) outstanding issues of comparable maturities to those being
offered for exchange; these policies to be followed until such time
as they may be superseded or modified by further action of the Federal
Open Market Committee.

c. Transactions for the System Account in the open market shall
be entered into solely for the purpose of providing or absorbing re-
Serves (except in the correction of disorderly markets), and shall not
mclu_de offsetting purchases and sales of securities for the purpose of
altering the maturity pattern of the System’s portfolio; such policy
to be followed until such time as it may be superseded or modified
by further action of the Federal Open Market Committee,

At the meeting on January 10, 1961, an Ad Hoc Subcom-
mittee of the Open Market Committee had been named for the
purpose of pursuing certain studies of the Committee’s operating
procedures, along lines to be indicated by Chairman Martin,
One subject to which that Subcommittee had devoted consider-
able attention was a possible revision of the statements of operat-
ing policies. However, after discussion at this meeting the Com-
mittee decided, pursuant to the recommendation of the Sub-
committee, to table consideration of possible changes in the
operating policy statements pending further study in the light of
the authorization given at the meeting on February 7, 1961, and
reaffirmed at this meeting, covering operations in intermediate-
and longer-term securities.

Votes for this action: Messrs. Martin, Hayes, Allen,
Balderston, Irons, King, Mills, Robertson, Shepardson,
Swan, Szymczak, and Wayne. Votes against this action: none.

At this meeting the Committee also reviewed and reaffirmed
all of its continuing authorities for operations, including those
referred to in the two succeeding policy record entries.

4. Repurchase agreements covering U.S. Government securities,

The Committee reaffirmed the existing authorization to the

Federal Reserve Bank of New York to enter into repurchase
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agreements with nonbank dealers in U. S. Government securities
—an authorization that had been reaffirmed by the Committee
each year since it was first granted in this form on August 2,
1955. The authorization, which continued to be subject to the
understanding that repurchase agreements at rates below the
discount rate would be used only sparingly, specified the follow-
ing conditions:

1. Such agreements
(2) In no event shall be at a rate below whichever is the lower of
(1) the discount rate of the Federal Reserve Bank on eligible
commercial paper, or (2) the average issning rate on the most
recent issue of 3-month Treasury bills;
(b) Shall be for periods of not to exceed 15 calendar days;
(c) Shall cover only Government securities maturing within 15
months; and
(d) Shall be used as a means of providing the money market with
sufficient Federal Reserve funds to avoid undue strain on a
day-to-day basis.
2. Reports of such transactions shall be included in the weekly report

of open market operations which is sent to the members of the Federal
Open Market Committee.

3. In the event Government securities covered by any such agree-
ment are not repurchased by the dealer pursuant to the agree-
ment or a renewal thereof, the securities thus acquired by the Federal
Reserve Bank of New York shall be sold in the market or transferred
to the System Open Market Account.

Votes for this action: Messrs. Martin, Hayes, Allen,
Balderston, Irons, King, Mills, Shepardson, Swan, Szymczak,
and Wayne. Vote against this action: Mr. Robertson.

In dissenting from this action, Mr. Robertson reiterated the
opinion that repurchase agreements were in fact not purchases
of securities in the open market, such as the Reserve Banks were
authorized by law to enter into, but instead were loans to dealers
at fixed interest rates that were not related to the yield on the
securities, Therefore, they should be used only as a last resort to
finance dealers who were unable to obtain loans at reasonable
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rates from others in order to aid them in maintaining an adequate
market for Government securities. Furthermore, he was of the
opinion, for reasons he had stated many times during the past
8 years, that nonbank dealers should not be given preferential
treatment by being furnished loans from the Federal Reserve
Bank of New York at lower rates than member banks were
obliged to pay for loans from the same Reserve Bank.

The majority of the members of the Committee continued to
feel that the repurchase agreement was an appropriate instru-
ment that had proved of significant value to the Federal Reserve
System in carrying out monetary policy. Therefore, they con-
cluded that its use should not be restricted and that the authori-
zation should not be changed to preclude the opportunity, if and
when that was provided for under the authorization and ap-
peared desirable, of using a rate lower than the discount rate.

5. Porchases of bankers’ acceptances, and repurchase agreements based
thereon.

The Committee reaffirmed the existing authorization to the
Federal Reserve Bank of New York to purchase bankers’ ac-
ceptances and to enter into repurchase agreements therefor—an
authorization that, with minor changes, had been reaffirmed by
the Committee each year since it was first granted in 1955, The
authorization read as follows:

The Federal Open Market Committee hereby authorizes the Federal
Reserve Bank of New York for its own account to buy from and sell
to acceptance dealers and foreign accounts maintained at the Federal
Reserve Bank of New York, at market rates of discount, prime bankers’
acceptances of the kinds designated in the regulations of the Federal
Open Market Committee, at such times and in such amounts as may be
advisable and consistent with the general credit policies and instructions
of the Federal Open Market Committee, provided that the aggregate
amount of such bankers’ acceptances held at any one time by the Fed-
eral Reserve Bank of New York shall not exceed $75 million, and
provided further that such holdings shall not be more than 10 per cent of
the total of bankers’ acceptances outstanding as shown in the most re-
cent acceptance survey conducted by the Federal Reserve Bank of New
York.
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The Federal Open Market Committee further authorizes the Fed-
eral Reserve Bank of New York to enter into repurchase agrecments
with nonbank dealers in bankers’ acceptances covering prime bankers'
acceptances of the kinds designated in the regulations of the Federal
Open Market Committee, sybject to the same conditions on which the
Federal Reserve Bank of New York is now or may hereafter be author-
ized from time to time by the Federal Open Market Committee to enter
into repurchase agreements covering U.S. Government securities, except
that the matyrities of such bankers’ acceptances at the time of entering
into such repurchase agreements shall not exceed 6 months, and except
that in the event of the failure of the seller to repurchase, such accept-
ances shall continue to be held by the Federal Reserve Bank or shall be
sold in the open market. Such repurchase agreements shall be at the
same rate as that applicable, at the time of entering into such agreements,
to repurchase agreements covering U.S. Government securities.

Votes for this action: Messrs. Martin, Hayes, Allen,
Balderston, Irons, King, Mills, Shepardson, Swan, Szymczak,
and Wayne. Vote against this action: Mr. Robertson.

In voting against the continuation of the authority, Mr. Robert-
son stated that he felt the Federal Reserve System should encour-
age the utmost freedom of market forces and therefore should
withdraw from active participation in the acceptance market in
the absence of clear indication that such participation would
yield specific public interest benefits. He was not aware of evi-
dence that such benefits had been realized since the authoriza-
tion was given to the Federal Reserve Bank of New York in
1955. He opposed the use of repurchase agreements covering
bankers’ acceptances not only for these reasons but also for the
reasons he had expressed in opposing the use of repurchase
agreements covering Government securities.

In support of the majority position favoring reaffirmation of
the aythorization, it was stated that the Federal Reserve System
had taken an active interest in promoting and assisting the
acceptance market since the inception of that market, that the
System had a legitimate interest in doing its part to make that
market as broad and as sound as possible, and that acceptances
were inherently a desirable medium for operations by a central
bank.
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