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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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February 18, 1957

Auythority to effect transactions in System account.

No change was made in the policy directive issued by the Com-
mittee, which again directed that open market operations be with a
view to restraining inflationary developments in the interest of sus-
tainable economic growth, while recognizing unsettled conditions
in the money, credit, and capital markets and in the international
situation.

Votes for this action: Messrs. Martin, Chairman, Hayes, Vice
Chairman, Balderston, Erickson, Fulton, Johns, Mills, Powell,

Robertson, Shepardson, Szymczak, and Vardaman. Votes against
this action: None.

There was no clear evidence of serious weakness in the economy,
although business and financial observers had been reappraising,
with some doubts, their year-end expectations that 1957 would bring
further advances in business activity and further creeping inflation.
Industrial production had hesitated in January and slipped back one
index point, but it remained close to record levels. While the gen-
eral level of wholesale commodity prices had continued to rise from
mid-December to mid-January and probably further to mid-Febru-
ary, advances in industrial commodities had slackened since late
autumn. For some months industrial construction had been below
a year ago and, since the spring of 1956, residential contract awards
in millions of square feet had been falling. Nonresidential construc-
tion awards for business purposes also had been declining, and avail-
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able evidence suggested that plant and equipment expenditures by
manufacturing industries were in the process of leveling off. Un-
filled orders in durable goods industries had changed little since
August, in contrast to the earlier situation of a2 mounting order back-
log. Business inventories had risen through 1956 at about the same
rate as in 1955. This increase in inventories had been greater than the
rise in sales, so that inventory-sales ratios in manufacturing were
currently higher than a year ecarlier. The labor market was still
strong. Government spending for goods and services had been
rising steadily, and further steady rise seemed to be in prospect.
Consumer incomes had risen further and spending at retail in Janu-
ary had been at about the record level relative to the season of
December. Business optimism was running higher than in the third
quarter of 1956—a feeling that appeared to be shared by most manu-
facturing and retail groups. Demand for long-term business funds
continued very strong.

From the survey of economic data available, there was evidence
of some slackening in the momentum of inflationary tendencies, but
as yet there was no clear-cut evidence of a combination of forces
that would halt the advance in the foreseeable future. The financial
problem of the economy continued to be that of aggregate demand
pressing against aggregate supply. Credit developments in recent
weeks had continued to indicate a relaxation of pressures, with rapid
bank loan liquidation, less strain on bank reserve positions, a sharp
decline in money rates, and an improved tone in the bond market
which had permitted sale of a large volume of new issues of securi-
ties at declining yields. This easing of inflationary pressures was the
goal toward which monetary forces had been directed. It was too
early to tell, however, whether this was but a temporary lull, the
beginning of a downturn, or the attainment of high-level stability.
While it seemed clear that it would be unnecessary and inappropri-
ate to have more stringent restraint at this time, there appeared to
be confidence in the vitality of the economy, and this suggested that
credit policy should not help to promote a new bulge in activity.
The Committee’s conclusion was that this was a time calling for
continuation of the status quo, and on that basis no change in the
policy directive was deemed necessary or desirable.
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