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Dicest oF Principar FeperaL Reserve Poricy AcrioNs, 1957

Period

January-June

August

July-
Mid-October

Mid-October-
December

November—
December

Action

Reduced holding of U. S. Govern-
ment securities by about $1.8 billion,
Member bank borrowings increased
from an average of $400 million in
January to $1 billion in June.

Raised discount rates from 3 to 3%
per cent at all Reserve Banks.

Bought and subsequently sold small
amounts of U. S. Government securi-
ties at various times. Member bank
borrowings remained at or near aver-
age of $1 billion.

System holdings of U. S. Govern-
ment securities increased by $1 bil-
lion, including substantial amounts
of securities held under repurchase
agreement. Member bank borrowings
declined to an average of less than
$750 million.

Reduced discount rates from 3% to 3
per cent at all Reserve Banks.

Purpose of action

To offset the effect on re-
serves of seasonal factors and
the sale of $600 million of
gold to the United States
Treasury by the International
Monetary Fund, and to exert
pressure on bank reserve po-
sitions by bringing about a
higher level of member bank
borrowings.

To bring discount rates into
closer alignment with open
market money rates and
maintain the restrictive ef-
fect of member bank bor-
rowing.

To meet changing reserve
needs and at the same time
maintain continuing pressure
on bank reserve positions.

To increase the availability
of bank reserves and thereby
cushion adjustments and mit.
igate recessionary tendencies
in the economy.

To reduce the cost of bor-
rowing from the Reserve
Banks and eliminate any un-
due restraint on bank bor-
rowing in view of the de-
cline in business activity and
evidences of economic re-
cession.
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October 22, 1957

Authority to effect transactions in System accoynt.

The Committee renewed its policy directive with the same word-
ing that had been adopted at the meeting on March 5 and at each
meeting since, namely, that open market operations were to be with
a view, among other things, “to restraining inflationary develop-
ments in the interest of sustainable economic growth while recog-
nizing uncertainties in the business outlook, the financial markets,
and the international situation.”

Votes for this action: Messrs. Hayes, Vice Chairman (presid-
ing), Allen, Balderston, Bryan, Leedy, Mills, Robertson, Shepard-
son, Szymczak, and Williams. Votes against this action: None.

The over-all situation at the time of the October 22 meeting was
such as to suggest that the Committee should be especially alert to
any sign of breakout from the sidewise movement that had been
characteristic of business for some months. In a searching re-
examination of the economic situation, the Committee found that
the latest quarterly and monthly figures showed continuation
through the third quarter of 1957 of many features prevailing earlier
in the year, with production steady at a high level, price movements
in wholesale markets mixed with the average up, and consumer
prices generally continuing upward. September industrial produc-
tion was at 144, down a point from August but within the narrow
143 to 146 range prevailing so far this year. The economy as a whole
showed basic strength, but there was uncertainty as to what combina-
tion of demands would prevent recession in activity, or, on the other
hand, make for an advance in total output and employment from
present levels.

In analyzing the implications of recent business and credit de-
velopments for monetary and fiscal policy, it appeared that there
had been short-run abatement in inflationary pressures, and questions
were raised about potential declines in important sectors of activity.
Business sentiment had turned more pessimistic than the current
indicator picture, and attitudes of common stock investors appeared
to reflect a growing disbelief in the extension of inflationary trends.
Business loan expansion was continuing to run behind the preceding
year. As a result of the increasing uncertainty as to the business


m1crl99
Rectangle


54 ANNUAL REPORT OF BOARD OF GOVERNORS

situation, resulting particularly from psychological factors and from
international developments including the Russian earth satellite
launching, the environment for monetary policy was beginning to
look quite different from the boom conditions that initially justified
the current restrictive policy. It was suggested that the Federal
Reserve System should meet scasonal reserve requircments freely
and that, if readjustments then taking place were to gather momen-
tum, some easing of member bank reserve positions and even a
decrease in Reserve Bank discount rates might be appropriate. In
sum, the economic data presented indicated that developments in
business and economic conditions would have to be watched particu-
larly closely in coming weeks in order to make policy adjustments
that might be suitable.

The Committee concluded, after reviewing the data, that there was
no immediate occasion to reverse its policy of restraint on credit
expansion or to make a change in the policy directive. While it was
clear that the Committee at this juncture did not wish to make any
move which would signal a change in policy, it wished to supply
seasonal needs reasonably freely. It did not wish to increase restraint
from what it had been. There was some feeling that the Committee
should actually diminish restraint a little, but more of the members
believed that the Committee should resolve doubts on the side of
ease. Thus, in renewing the directive without change, the Committee
agreed that although general policy was not to be changed appre-
ciably, it should tend on the easier side from where it had been in
recent weeks.


m1crl99
Rectangle

m1crl99
Rectangle


