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DIGEST OF PRINCIPAL FEDERAL RESERVE POLICY ACTIONS, 1959 

Period 

January­
February 

March­
Mid-July 

March 

May-June 

Mid-July­
October 

September 

November­
December 

Action 

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 2V2 to 3 
per cent at all Reserve Banks. 

Raised discount rates from 3 to 3lh 
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 3~ 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. 

Purpose of action 

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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The record of policy actions of the Federal Open Market 
Committee is presented in the Annual Report of the Board of 
Governors pursuant to the requirements of Section 10 of the 
Federal Reserve Act. That section provides that the Board 
shall keep a complete record of the actions taken by the Board 
and by the Federal Open Market Committee upon all ques­
tions of policy relating to open market operations, that it shall 
record therein the votes taken in connection with the determi­
nation of open market policies and the reasons underlying the 
actions of the Board and the Committee in each instance, and 
that it shall include in its Annual Report to the Congress a full 
account of such actions. 

In the pages that follow, there is an entry with respect to the 
policy approved by the Committee at each of the 18 meetings 
held during the calendar year 1959, which record includes the 
votes on the policy decisions as well as a resume of the basis 
for the decisions, as reflected by the minutes of the Commit­
tee's meetings. In some cases policy decisions were by unani­
mous vote, while in others a dissent was recorded. As this 
record shows, the fact that a decision for a general policy was 
by large majority or even by unanimous vote does not neces­
sarily indicate that all members of the Committee were equally 
agreed as to the reasons for a particular decision or as to the 
precise operations in the open market that were called for to 
implement the general policy. These shades of opinion, fully 
expressed at meetings, serve to provide the Manager of the 
System Open Market Account (who attends the meetings of 
the Committee) with guides to be used in the conduct of open 
market operations within the framework of the policy directive 
adopted. 

Set forth below is the policy directive of the Federal Open 
Market Committee that was in effect at the beginning of 1959, 
the directive having been approved in this form at the meeting 
on December 16, 1958. This directive was issued to the Fed­
eral Reserve Bank of New York as the Bank selected by the 
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tions of banks, as indicated by the rise in borrowings at the 
Federal Reserve Banks and the accompanying increase in the 
level of net borrowed reserves.  

Upon review and analysis of the over-all situation, includ
ing the continuing United States balance-of-payments deficit, 
the Open Market Committee reached the conclusion that the 
current level of restraint imposed by monetary and credit 
policy was not sufficiently restrictive and that an intensifica
tion of restraint was required. Reports presented by the Re
serve Bank presidents at this meeting indicated the possibility 
that the directors of the respective Federal Reserve Banks 
would move soon to fix the discount rate at a level higher 
than the prevailing 3 per cent-probably 3 1/2 per cent. On 
the assumption of a rate increase of no larger proportions, the 
Committee favored conducting open market operations with 
a view to exerting additional pressure as rapidly as that could 
be done without creating an untenable condition in the market 
for Government securities.  

Although the firmer tone desired by the Committee was not 
expressed in terms of a specific target of net borrowed reserves 
(an excess of member bank borrowings at the Reserve Banks 
over their excess reserves), it was noted that additional re
straint could be brought about in the next few weeks by letting 
natural factors take their course. On the basis of projections 
before the Committee as to factors affecting the supply of and 
need for reserves in the weeks ahead, it appeared that under 
such a procedure net borrowed reserves, which recently had 
been running in the neighborhood of $250 million, would 
move upward toward the $500 million level.  

In the current circumstances, the policy directive to the 
Federal Reserve Bank of New York was deemed to be in need 
of revision. Accordingly, after consideration of several sug
gestions, it was decided that clause (b) of the first paragraph 
of the directive, which since December 1958 had provided for 
operations with a view "to fostering conditions in the money 
market conducive to sustainable economic growth and sta
bility," should be changed to provide for operations with a 
view "to restraining inflationary credit expansion in order to
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foster sustainable economic growth and expanding employ
ment opportunities." 

Mr. Mills, who voted against approval of the revised policy 
directive, indicated that apprehensions he previously had ex
pressed had not diminished with respect to the delayed and 
violent financial and economic reactions that he sensed to be 
in the offing when the cumulative pressures inherent in present 
monetary and credit policy took their full effect. He cautioned 
against undue alarm concerning anticipated events that had 
not yet come into clear perspective.  

June 16, 1959 
Authority to effect transactions in System Account.  

Since the previous Open Market Committee meeting 
(May 26), the discount rate at each of the Federal Reserve 
Banks had been increased from 3 per cent to 3 1/2 per cent.  
While prices of Treasury notes and bonds remained virtually 
unchanged following this increase, rates on bills of longer 
maturities moved up slightly and those on 91-day bills ad
vanced fairly sharply.  

As envisaged by the consensus at the May 26 Committee 
meeting, natural market factors had been allowed to have their 
effect since that time in order to bring about an increase in the 
degree of restraint. Net borrowed reserves, for example, rose 
from slightly over $300 million in the week ended May 27 to 
more than $500 million in the following week and continued 
around that level.  

In addition to seasonal demands that would require addi
tions to reserves during the latter part of June, it was noted 
that, within the three-week period following this meeting of 
the Committee, the Treasury was to conduct another cash 
financing operation in which it was anticipated that around 
$3.5 to $4.5 billion of new money would have to be raised, 
presumably again in the short-term area.  

In considering the course of System policy, the Committee 
had before it reports indicating further economic expansion 
on a broad front to new high levels. Production, sales, in-
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come, and employment showed increases, while unemploy
ment in May fell below 5 per cent of the labor force for the 
first time since the end of 1957. Businesses were adding to 
their inventories at an unusually high rate and had revised 
upward their plans for new plant and equipment expenditures.  
Total bank credit expansion, including that of the Federal 
Reserve Banks, appeared to have been adequate to meet the 
persistent gold outflow and provide for further expansion of 
the money supply. Abroad, general economic expansion 
seemed clearly in process, with principal foreign countries con
tinuing to show a strong balance-of-payments situation and to 
accumulate gold and dollar reserves.  

On the basis of business and credit conditions and in view 
of the forthcoming Treasury financing, the consensus favored 
continuance of the present open market policy of restraint on 
inflationary credit expansion. While a number of Committee 
members expressed the hope that the Account Management 
would be able to avoid any development of less restraint 
against credit expansion, others urged caution against opera
tions that might result in excessive tightness.  

With no change in policy indicated by the consensus at the 
meeting, the Committee continued without change the direc
tive, adopted at the May 26 meeting, which was stated in 
terms of restraining inflationary credit expansion in order to 
foster sustainable economic growth and expanding employ
ment opportunities.  

Votes for this action: Messrs. Hayes, Vice Chairman, Allen, 
Deming, Erickson, Johns, King, Robertson, Shepardson, and 
Szymczak. Votes against this action: None.  

July 7, 1959 

Authority to effect transactions in System Account.  

It appeared to the Committee that a number of major ex
pansive influences that had been operating in the economy, 
including residential construction, inventory accumulation, 
and gains in industrial productivity, might now have passed 
their maximum rates of growth and that some slowdown in the
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rapid pace of advance could be expected during the next few 
months. A major industrial uncertainty was the possibility of 
a strike in the steel industry. However, for the period up to 
the time of this meeting, the data reflected continuation of a 
vigorous expansion in economic activity. Industrial produc
tion apparently had increased further in June, while estimates 
placed gross national product for the second quarter up $10 
billion from the first quarter of the year in terms of both cur
rent and constant dollars. Expanding consumer demand was 
being supported by a rapid growth of consumer instalment 
credit, which increased in the April-May period at an annual 
rate in excess of $5 billion.  

During June, money markets were under pressure from 
continued strong credit demands. The restricted availability 
of bank reserves made it necessary for banks to reduce their 
holdings of securities by large amounts in order to meet these 
demands, and a high level of borrowings at the Federal Re
serve Banks also kept the banks under restraint. It now ap
peared that growth in the money supply during the first six 
months of 1959 had been at an annual rate of about 2 per cent 
but that only a small increase had taken place in May and 
none in June.  

At the time of this meeting, interest in the Government 
securities market focused on the new Treasury financing, 
which involved the offering of a total of $5 billion of bills at 
auctions on July 1 and July 8 in addition to the regular weekly 
bill auctions. There had been pronounced increases in interest 
rates in recent weeks, and in the regular Treasury bill auction 
on the day preceding this meeting demand for both long- and 
short- bills was light, resulting in an average rate of 3.26 per 
cent for the 91-day bills and 3.96 for the 182-day bills.  
Awards to dealers had totalled $587 million, and the result of 
that auction indicated another upward adjustment in bill rates.  

For the period immediately ahead, it was the consensus that 
there should be no change in open market policy. However, 
in view of the difficult Treasury financing situation, the in
struction to the Manager of the System Open Market Account 
was tempered with the proviso that, in carrying on operations
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