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August 23, 1955

1. Authority to Effect Transactions in System Account.

The directive to the Federal Reserve Bank of New York was renewed at
this meeting in the same form as the directive approved at the meeting of
the Committee on August 2, 1955, at which time it was agreed that operations
for the System open market account should be with a view, among other
things, “to restraining inflationary developments in the interest of sustainable
economic growth.”
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Votes for this action: Messts. Martin, Chairman, Earhart,
Irons, Mills, Leach, Shepardson, Szymczak, Vardaman, Treiber,
and Young. Votes against this action: none.

Since the meeting on August 2, at which the Committee adopted a clear-
cut policy of restraining inflationary developments, the reserve position of
banks had changed markedly. During August, banks had been in the position
of borrowing net amounts of reserves, whereas in July and most earlier
months of the year the banking system had had a moderate to substantial
volume of free reserves available for lending. Discount rates at all of the
Federal Reserve Banks had been increased during the first half of August,
one Bank having increased the rate from 1% per cent to 214 per cent, and
the other Banks having increased their rates from 13 to 2 per cent. Other
interest rates had also resumed an upward tendency after an intetruption
early in August. Bank credit had continued to rise, however, reflecting
expansion in most types of loans in a period of usual seasonal slack. It
appeared that the rate of growth in the money supply had increased.

The economic situation continued to be one of demand pressure in the
industrial sector and supply pressure in the agricultural sector of the economy;
there was apparent over-all price stability because price declines in the
agricultural sector were offsetting price increases in the industrial sector.
The wage-cost pressures toward higher prices appeared to be increasing,
and the feeling of optimism on the part of business and the public did not
appear to have lessened. Inventory accumulation seemed to be increasing.
The Committee felt that a restrictive credit policy was called for in this
situation and that one of the questions was how to conduct open market
operations so as to make the increase that had taken place in discount rates
at the Reserve Banks effective as a restraining force.

There was agreement that the Committee’s policy should be one of
gradually increasing pressure and that such a condition would result if the
System continued its existing policy of not supplying reserves through open
market operations except to relieve temporary stringencies in the money
market. It was also thought that a further increase in discount rates at the
Federal Reserve Banks might be needed as a part of a program of continuing
restraint on credit expansion. The Committee’s existing directive calling
for operations for the System account that would restrain inflationary develop-
ments in the interest of sustainable economic growth seemed appropriate to
the program agreed upon, and it was therefore renewed without change.
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