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1. Authority to Effect Transactions in System Account.

At this meeting, the Committec renewed without change the directive
to the executive committce which was adopted in December 1953 and re-
newed without change at the meeting on March 3, 1954. The directive
is set forth on page 92 of this report.

Votes for this action: Messrs. Martin, Chairman, Sproul,
Vice Chairman, Bryan, Leedy, Mills, Robertson, Szymczak,
Vardaman, Williams, and Young. Votes against this action: none.

The economic outlook had improved somewhat between the March and
June meetings of the Committee. In March, recession was the dominant
characteristic of industrial and commercial activity, and there was serious
question whether the recessionary tendency might become sclf-feeding and
cumulative, although there was also a view that an early end to the economic
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decline might be anticipated. In that atmosphere, the Committee had con-
tinued a policy of actively supplying reserves to the market.

By June, it was apparent that there had been a slackening of the decline
in prodyction and consumption. In fact, a slight rise had taken place in
industrial output, construction activity had advanced further to record levels,
and the decline in employment had slackened. Prices had continued to show
little change, Production abroad had continued to rise. On the other hand,
elements in the sityation clouding the outlook included the continyed con-
traction in outlays of the Federal Government for national security, a decline
in farm income, and a decline in the income of industrial workers. The
Committee concluded that, ynder the circumstances, monetary policy con-
tinued to bear a heavy countercyclical responsibility. It felt that the policy of
“active ease” which had been maintained for some months had facilitated and
made possible the financing of business without causing distortions in the
credit and capital markets. In the Committee’s opinion such revival as had
occurred was insufficient to call for modification of the policy of active ease
and, therefore, action was taken to renew without modification the directive
calling for a policy of actively promoting ease in the money market. At the
same time the Committee noted that the Board of Governors of the Federal
Reserve System had acted in June to reduce the amount of reserves which
member banks are required to carry against their deposits, such reductions
to become ecffective during June, July, and August. In this connection, it
was suggested that the prospective reduction in reserve requirements should
be observed carefully and that, while the Committee’s existing general policy
of “active ease” should be continued, in the interests of avoiding undesirable
redundancy in the money market it would be desirable to absorb temporarily
some of the excess reserves that would be released to the market during the
summer months as a result of the action taken by the Board of Governors.

2. Minimum Buying Rate on Bankers’ Acceptances.

The Committee approved, ratified, and confirmed the action taken by the
members of the Federal Open Market Committee, effective April 16, 1954,
reducing from 1% per cent to 1% per cent the minimum buying rate on
prime eligible bankers’ acceptances.

Votes for this action: Messrs. Martin, Chairman, Sproul, Vice
Chairman, Bryan, Leedy, Mills, Robertson, Szymczak, Varda-
man, Williams, and Young. Votes against this action: none.

This further reduction in the minimum buying rate on bankers’ accept-
ances was made at the time the discount rates of the Federal Reserve Banks
of Chicago (April 14) and New York and San Francisco (April 16) were
reduced from 1% per cent to 1% per cent, which reductions were followed
shortly by corresponding reductions in discount rates at all other Federal
Reserve Banks. As was the case with the reduction effective February 5,
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1954, this decrease in the minimum buying rate was in recognition of the
existing market conditions and developments and was made in accordance
with the Committee’s general policy of actively promoting a condition of
case in the money market.

3. Repurchase Agreements.

The Committee modified the authority granted to the Federal Reserve
Banks to enter into repurchase agreements with nonbank dealers in United
States Government securities so as to provide that the rates or rate ranges
on such repurchase agreements would be prescribed by the executive com-
mittee rather than by the Manager of the System Open Market Account,
as had been the case since mid-1952. This action did not modify the policy
with respect to the use of repurchase agreements, which remained subject
to the general limitation adopted on July 22, 1952, that in no event should
the effective rate be below whichever was the lower of (1) the discount rate
of the purchasing Federal Reserve Bank on eligible commercial paper, or
(2) the average issuing rate on the most recent issue of 3-month Treasury

bills.

Votes for this action: Messrs. Martin, Chairman, Sproul, Vice
Chairman, Bryan, Leedy, Mills, Robertson, Szymczak, Varda-
man, Williams, and Young. Votes against this action: none.
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