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1. Authority to Effect Transactions in System Account.

The Committee renewed without change the directive to the Federal Re-
serve Bank of New York that had been approved at its meetings on August 2
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and 23, 1955, providing that, among other things, transactions for the
System open market account be with a view “to restraining inflationary
developments in the interest of sustainable economic growth.”

Votes for this action: Messrs. Sproul, Vice Chairman,
Balderston, Earhart, Fulton, Irons, Leach, Mills, Robertson,
Shepardson, Szymczak, and Vardaman. Votes against this
action: none.

Review of the available data suggested that the economy had entered a
phase of decelerating advance. Manufacturing employment in durable goods
lines had been maintained on an overtime basis for several months; output
in several important industries was close to capacity; the labor market had
reached a state of tightness in many localities; and restrictive monetary
developments with higher interest rates had been operating with mounting
pressure to brake credit expansion. Since the preceding meeting, discount
rates at the 11 Federal Reserve Banks that had fixed such rates at 2 per cent
in August had been brought up to the 2% per cent level, to which the rate
had been increased by one Reserve Bank early in August. Demand was still
pressing the markets for industrial products, however, despite the prevail-
ing high level of supply. Price advances were occurring in considerable
numbers, with fusther widespread increases in prospect. Business, consumer,
and morstgage loans at banks had continued to expand, a particularly sharp
advance having appeared in business loans. It was the judgment of the
Committee that this situation called at least for the maintenance of, and
preferably for some slight increase in, the restraining pressure it had been
exerting through open market operations. To carry this out, it renewed the
directive calling for restraint on inflationary developments through maintain-
ing pressure on the reserve position of banks, but with the additional under-
standing that doubts should be resolved on the side of increased pressure.
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