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month to yield 4.33 per cent and is not refundable for five
years, encountered some initial investor resistance. Later
in the month, however,a similarly rated $45 million utility
issue yielding 4.32 per cent was very well received, and
interest also picked up in the aforementioned S60 million
issue.New tax-exemptflotationsduring the month totaled
$455 million, as against $470 million in November 1962
and $625 million in December 1961. The Blue List of advertised dealer offerings of tax-exempt securities declined
by $45 million during the month to $514 million on the
final day in December. The largest tax-exempt offering of
the period was the $95 million (Aaa-rated) New Housing
Authority issue. Awarded at a net interest cost of 3.114
per cent and reoffered to yield from 1.50 per cent in 1963
to 3.35 per ccnt in 2003, the bonds were well received.
Most other new corporate and tax-exempt bond issues
marketed during the period were accorded fairly good
receptions by investors.
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PERSPECTIVE ON 1902

The Federal ReserveBank of New York has
just published Perspective on 1962, a nine-page
review of economic and financial developments.
Many businessmen and teachers find Perspective
useful as a layman's summary of the economic
highlights treated more fully in the Bank's Annual
Report. Copies of Perspective are available without charge in quantity to teachers for classroom
distribution and in limited quantities to others as
long as the supply lasts. Requests should be addressed to the Public Information Department, Federal Reserve Bank of New York, 33 Liberty Street,
New York 45, N. Y.

Recent Monetary Policy Measures Abroad
reduction of short-term rates relative to long-term rates,
thus providing increased resources for longer term investmcnt. This policy reflects the belief of the Belgian central
bank that industrial investment, operating within a framework of appropriate monetary policies,should be the main
factor in the achievement of a faster rate of Belgian economic growth.
The quick recovery in Canadian reserves since the financial crisis of last spring permitted some easing of the austerity measures introduced in June. The discount rate was reduced, in threesteps, from the 6 per centcrisis rate to 4 per
centon November 13 (see table).These moves, whichwere
made largely in response to the continued recovery of
Canada'sexchange reserves and to the authorities' desire
to accommodate the growing demand for short-term
credit, were reflected in a decline in Treasury bill rates
from 5.47 to 3.91 per cent. The reductions may also
have indicated official recognition that the pull of higher
rates on foreign short-term capital was no longer needed
now that an economic climate conducive to an inflow of
longer term capital from abroad had been re-established.
The $731 million reserve gain since midyear owes much
of
its strength to the return flow of short-term funds and
1 Por a discussion of the first eight months of 1962, see "Recent
this Review. April to the revival of foreign investment in longer term CanaMonetaryPotii.y Measures in WesternEurope",Measures
Abroad",
1962, pp. 64-66 and "Recent Monetary Policy
dian securities. The reserve gain, in turn, has facilitated
this Review, September 1962, pp. 125-27.
During the last four months of 1962 and earlyin 1963,
the monetary authorities in a number of foreign industrial
countries reduced discount rates and relaxed other monetary restraints.' Like the numerous discount rate reductions earlier last year, the recent moves generally reflected
the continued strengthening of the international positions
of these countries. To an important extent, however, the
easing of monetary restraints toward the year end also
occurred against a background of slower growth in domestic economic activity. In some cases, moreover, the
measures taken were not merely designed to stimulate
economic activity in general but were deliberately intended to channel available savings from short-term investmentsinto the capital market.
The lowering of the Belgian National Bank's discount
rate on December 6 to 3.5 per cent from 3.75 per cent—
the sixth such reduction in less than sixteen months—appears to have completed the process of aligning the Belgian rate with those of other Common Market countries.
The move was also intended to bring about a further
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of Canada

chases and sales by the central bank. This will give the
Bank of Japan greater influenceover the country's money
supply, which until now has been regulated mainly by the
Bank'slending policy.
The South African Reserve Bank on November 27 reduced its discount rate to 3½ per cent from 4, the third
cut in a year. This was followed by reductions in the commercial banks' minimum overdraft rate and the rates paid
on time deposits. These moves, which were facilitated by
the continued improvement in the country's balance-ofpayments position, reflected the authorities' recognition of
the need for an expansionary monetary policy, particularly
in view of the fact that the increase in general liquidity
last year had failed to spark the desired rise in investment
or consumption.
The Bank of England announced on November 29 that
the remaining special deposits held with it by the commercial bankswould be released. This move, together with the
ending of the informal restraints on bank lending in October, apparently reflected a desire to overcome the recent
sluggishness of bank credit expansion without exerting a
downward influenceon short-term rates that mightjeopardize the country's external position. Subsequently, however,
the continuing favorable balance-of-paymentsposition also
encouraged the Bank of England to lower its discount rate
to 4 per cent from 4½. These stepscoincided with a number of fiscal policy measures to stimulate activity, suchas a
cut in the purchase tax on cars, appliances, and cosmetics
to 25 per cent from 45 per cent andsignificanttax concessions to encourage investment.
In the first discount rate reduction in four years, the
Netherlands Bank on January 8 lowered its rate from 4 to
3½ per cent,thus aligning it with the rates in otherCommon
Market countries. At the same time, the ceiling on commercial bank creditimposed in mid-1961 was removed. As
in the United Kingdom, these measures were facilitated by
the country's satisfactorybalance of payments and by some
lesseningofpressures on the domestic economy.
The Italian authorities in late 1962 introduced a series
of measures aimed both at increasing the liquidity of the
banking system and at fostering the developmentofa shortterm money market. As ofNovember 1, Italian bankswere
no longer required to maintain a balanced position between
short-term assets andliabilities denominated in convertible
currencies. The new measure is designed to improve the

the repayment of foreign credits obtained by Canada last
June. By the end of December, the Bank of Canada had
repaid the $100 million assistance from the Bank of England and the $250 million obtained through a swap with
the Federal Reserve System.1
In Japan, the rise in official reserves since the tightening
of credit in July 1961 has been large enough to permit a
relaxation in monetary restraint. In view of the need for
measures to relieve the continued sluggishnessof the economy, the central bank reduced its basic discount rate on
October 27 from 7.3 per centto 6.935per cent.Itfollowed
up a month later with a further cut to 6.57per cent, the rate
in effect prior to July 1961. The bank'sother lending rates
(except on export bills) were similarly reduced. In addition, the penalty rates applicable to borrowings from the
Bank of Japan in excessof certain limits set for eachcommercial bank were reduced to their previous levels, and
reserve requirements for the large banks were cut. In another move aimed at lesseningthe excessivedependence of
the commercial banks on borrowingfrom the central bank,
the latter broadened the scope for its open market operations. Henceforth, not only commercialpaper but debt and
equity securities of industrial firms and electric power comTh1s reverses, at least temporarily, the policy Inauguratedin
to achieve balance In
Au?ust 1960when the bankswere instructed
panies, as well as bank debentures, will be eligible for pur- thcir
convertible-exchange position. That move had reduced the
banks' liquidity and neutralized the inflationary effects of foreign
Canada and the Federal Reserve System still have a $250million stand-byagreement.

1

exchangeborrowed abroad.The banks, in fact, repaidsuchborrow- ing with convertible currencies obtained from the Italian Exchange
Office in returnfor lire.
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banks' liquidity by permitting them to increase their borrowing of foreigncurrencies. A further injectionof liquidity
will come from the government's decision to repay in cash,
rather than roll over, the $310 million equivalent of nineyear government bonds maturing in early 1963.
At the same time, a new system of issuing Treasury bills
was adopted in Italy. The previous "tap" issue of bills in
unlimited quantities and with maturities ranging from two
to twelve months was abandoned; henceforth, twelvemonth bills will be issued according to the Treasury's cash
needs and offered once

a month at auction—except for

the amount needed to meet the banks' minimum reserve
requirements,4 which will be sold at a fixed rate of 3.5
per cent. Apart from laying the groundwork for future
open market operations by the Bank of Italy, this measure
also is aimed at redirecting some funds into the capital
4 Beginning in December, banks must hold at least 10 per cent
of the total 22.5 per cent of required reservesin cash, as against
the previous option of determining their own mix of cash and bills.
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market, since Treasury bills will no longer be available in
unlimited quantities at a flied rate as in the past.
Finally, the authorities took steps to reduce the substantial amount of interbank deposits that had become a
conspicuous feature of the Italian financial landscape.
Heretofore, smaller banks had been accustomed to deposit with the larger banks excess funds that they could
not conveniently place directly in the market. The larger
banks in turn used these funds to buy Treasury bills or
make other investments, and competition among large
banks to attract such funds tended to raise short-term
deposit rates. The maximum rate payable on interbank deposits henceforth cannot exceed the latest auction rate
for Treasury bills; moreover,bankscan be directed to place
funds received from other banks in special six-month deposits with the Bank of Italy. The Italian authorities hope
that, by checking the competition for interbank deposits,
the new measure will lower short-term interest rates and
redirect savings deposited with small banks toward longer
term investments, both public and private.

Monetary Policyand International Payments•
By WILLIAMMCCHESNEY MARTIN, JR.
Chairman, Board of Governorsof the FederalReserveSystem

The task of the Federal Reserve, like that of all parts of
our Government, is (in the words of the Employment Act
of 1946) "to foster and promote free competitive enterprise" as well as "to promote maximum employment,production, andpurchasing power". These four purposes may
well be summarized under the single heading of orderly
and vigorous economic growth.
The Federal Reserve has recently been criticized for
neglecting these goals in favor of another—the achievement of balance in our international payments. Other
critics of the Federal Reserve, however, charge us with
neglecting the international payments problem and with
concentrating too much on domestic goals. Both criticisms
overlook what seems to me an obvious fact, namely, that

Remarks at the joint luncheon of the American Economic
Msociation and the American Finance Auoaation, Pittsburgh,
December28, 1962.

ennsYlvania.

our domestic and international objectives are inextricably
interrelated. We simply do not have a choice of pursuing
one to the virtual exclusion of the other. Both must be
achieved together, or we risk achievingneither.
Thus, our domestic economic growth will be stimulated
when our external payments problem is resolved. And our
payments situation will be eased when the pace of our
domestic growth has been accelerated. With more rapid
growth, the United States will become more attractive to
foreign and domestic investors, and this will improve our
payments balance by reducing the large net outflow of
investmentfunds.
in particular, accelerated growth will presumably lead
to larger internal investment and creditdemand, and so to
some gradual rise in interest rates, not through the fiat of
restrictive monetary policy, but through the influence of
market forces. With rising credit demand pressing on the
availabilityof credit and saving, the flow of funds from the
United States to foreign money markets will be more

