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T assume you are referring in part to the problem of the large money
market banks whose 90-day certificates of deposit are already. selling
in the open market at 5.70 percent, whereas all banks are restricted .to
5.50 percent on new CS’s, It is obvious that these banks are finding it
difficult to attract new inflows at 514 percent..

But why should the Federal Reserve Board be concerned about rais-
ing the rate to relieve the banks? In: the interest of counter cyclical
monetary: policy - shouldn’t the rate be rhaintained level or even re-
duced ? Tf less money flows into the banks, wouldn’t this force the banks -

to curtail their lending activity to the business sector? -And wouldn’t -

this reduce the level of investment: spendmg and reduee 1nﬂatlona¢1y
pressure?

Mr. Roeermson. The purpose of restrictive monebmy pohcy would
be to reduce the amount.of money extended. Consequently, the ceilings
in my personal opinion should not be raised to enable banks to obtain
more funds, purchased funds, for the purpose of making more loans.

- The question is whether or not if monetary policy becomes more re- -
strictive, there would be such a large drain on the banks by virtue of
- market rates, that this would cause a panicky situation, resulting in

“banks dumping Government securities out of their portfoho mto t:he e

. market in'order just to maintain their position.

Consequently, there is a: possibility that if the satuatlon arose

whereby banks were losing funds that you might have to raise those -
ceilings merely to enable them to retain what: thev have rather than to
gain more.

Senator PROXMIRE And if you sold the Government securities and

_in anti-inflationary—— -
. Mr. RopertsoN. That is the reagon’ they hold Government Secul‘ltlé's :
This is their Tiquidity.

- Senator Proxmire. And if you sold the G‘rovemment securities and
the price of Government securities drops, the interest rate 1ncre.1¢emg
- Mr. Rosertson. That isright.

Senator Proxmire. Yield increases: And this slows down mvestment
- and slows down the economy, which you want to achieve?

Mr. Roperrson. That is right. But you don’t: want it in great gobs.

‘Senator Proxmire. What you are talking about is not a matter of
providing more overall investment to stimulate the economy more, but
the reverse. You recognize the wisdom at the’ resent, tlme of slowing
it down. But you say it shaould be more order y? ;

Mr. Roserrson. That is exactly so. :

. Senator ProxmIrE. So as not: to" ‘upset the present s&tua,fMIl9
- “Mr. RoserrsoN. ‘Exactly: : '

Senator PRoOXMIRE. ‘A klnd of selective 1ntervent10n Maybe you can
do the same for the housing market.
T 'would like to ask Chairman Horne whether the- ex1st1ng interest
rate differential between banks and savings and loan associations
enable savings and loans to complete for savings? Your testimony and
the record of what-has happened in the last few months suggests that
they are having difficulty now. I notice a substantial dropoft in inflows
“for savings and loan, and as you said, a negative inflow in January.
This concerns us because of course this committee is not only inter-

ested in financinl institutions but we are very deeply interested in -

housing.




