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DIGEST OF PRINCIPAL FEDERAL RESERVE Poricy ACTIONS, 1959

Period

Action

Purpose of action

January-
February

March-
Mid-July

March

May-June

Mid-July-
October

September

November—
December

Reduced holdings of U.S. Govern-
ment securities in January by about
$1 billion. Member bank borrowings
at the Federal Reserve Banks con-
tinued at an average of $500 million
or more.

Increased System holdings of U.S.
Government securities by about $1.1
billion. Member bank borrowings
rose further to an average of $1.0
billion in mid-July.

Raised discount rates from 214 to 3
per cent at all Reserve Banks.

Raised discount rates from 3 to 3145
per cent at all Reserve Banks.

Bought and subsequently sold small
amounts of U.S, Government securi-
ties around periods of Treasury fi-
nancing and the 3rd quarter tax date.
Member bank borrowings averaged
about $900 million with temporary
increases above $1 billion around
Treasury financing and tax payment
dates.

Raised discount rates from 314 to 4
per cent at all Reserve Banks.

Increased System holdings of U.S.
Government securities by about $800
million through mid-December and
then reduced holdings somewhat.
Authorized member banks to count
about $300 million of their vault
cash as required reserves through
amendment to Regulation D, effec-
tive December 1, under new legisla-
tion. Average borrowings rose to
about $1 billion in the last half of
December.

To offset the seasonal inflow
of reserve funds resulting
mainly from the post-holi-
day return flow of currency
from circulation and thus
maintain restraint on credit
expansion.

To offset partially the ab-
sorption of reserves due
mainly to a decline of $780
million in gold stock and an
increase of about $1 billion
in currency in circulation
and to keep credit expansion
under restraint.

To keep discount rates in
an appropriate relationship
with the rise in market rates
resulting from vigorous
credit demands and to re-
strain undue credit expan-
sion.

To supply special reserve
needs for only limited peri-
ods in recognition of pres-
sures in money, credit, and
capital markets resulting
from vigorous public and
private demand for credit.

To keep discount rates in an
appropriate relationship
with the rise in market rates
resulting from vigorous
credit demands and to re-
strain undue credit expan-
sion.

To meet part of the tem-
porary end-of-year needs of
banks for reserve funds but
at the same time to keep
bank reserve positions un-
der pressure.
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January 6, 1959
Aygthority to effect transactions im System Account.

The Federal Open Market Committee’s directive was ap-
proved in the same form that had been adopted at the last
meeting of the Committee in 1958 (December 16), calling for
a policy of fostering conditions in the money market condu-
cive to sustainable economic growth and stability.

Votes for this action: Messrs, Martin, Chairman, Hayes,
Vice Chairman, Balderston, Fulton, Irons, Leach, Mills,
Robertson, Szymczak, and Deming. Votes against this action:
None.

Presentation and consideration of a detailed review of the
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regional and national economic and financial situation pre-
ceded the Committee’s decision to renew the existing policy
directive. There was general agreement that the Committee
should attempt to maintain about the same degree of restraint
on credit expansion during the immediate future that had ap-
plied in the recent past. However, there was a considerable
body of sentiment that favored resolving doubts in the opera-
tion of the System Open Market Account on the side of re-
stricting, rather than easing, the reserve positions of banks.

This policy decision was made against an economic back-
drop of maturing recovery with output back or nearly back to
prerecession levels, meaning that problems of sustainable
growth had now replaced problems of recession. The failure
of commodity prices to decline significantly during the reces-
sion, the speed and generality of the economic recovery, the
persistent rise in common stock prices, the pace of monetary
expansion early in 1958, and the size of the current Federal
deficit suggested the likelihood of the development of specula-
tive or otherwise unsustainable elements in the further expan-
sion of activity. This posed a key question for Federal Reserve
policy as to what rate of monetary expansion would contribute
best to the sustainability, without inflation, of prospective eco-
nomic expansion,

It was noted that the money market had functioned more
smoothly in the closing weeks of 1958 than in other year-end
periods. Treasury bill rates had reached a peak on Decem-
ber 16 but since then had moved downward. As for bank
credit, recent statistics had shown greater expansion than had
been apparent a month or two earlier. This was true particu-
larly with respect to a larger than expected growth in loans
and investments at country banks, bringing the increase in
loans and investments of all commercial banks to around $13
billion for the first eleven months of 1958.

Other factors to which the Committee paid close attention
in reaching its decision as to the policy directive included the
forthcoming cash and refunding operations of the Treasury,
the need for the System to absorb the seasonal return flow of
currency into the banking system to prevent the expansion in
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the reserve base that otherwise would occur, and the continued
evidence of speculative fever in the stock market. At the same
time, concern was expressed over the persistence of relatively
large unemployment.

The conclusion of the Committee that the degree of re-
straint on credit expansion in the near future should be about
the same as in the immediate past, but that any deviation
should be on the side of restraint, reflected the foregoing
considerations.
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