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1. Authority to Effect Transactions in System Account.

The Committee again renewed without change the directive to the Federal
Reserve Bank of New York in the form approved at meetings held on
August 2, August 23, and September 14, 1955, including the instruction that
transactions for the System account be with a view, among other things,
“to restraining inflationary developments in the interest of sustainable
economic growth.” In addition, the Committee restored the understanding
that had been reached at the meeting on September 14, 1955, and which
was suspended at the special meeting on September 26, 1955, that in carrying
out open market operations, doubts should be resolved on the side of
greater restraint rather than of ease.

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

At the time of this meeting the economic situation had advanced to a
point where financial developments had become 2 more critical factor in
the shaping of business trends. Consumer credit had been rising rapidly
to new heights and so also had mortgage credit, supporting very active
markets for automobiles and housing. It was at this stage of economic
developments that announcement of the President’s illness on September 24
had come as a shock to confidence and, while it was too eatly at the time
of this meeting to assess the economic significance of that announcement,
the immediate response had been a sharp setback in stock prices accompanied
by a sharp rise in trading. It was suggested that there was at least the
possibility of some postponement in business and consumer spending. Despite
the psychological shock to the business community, the current and pro-
spective momentum of economic activity was such that the Committec con-
cluded the situation called for continuing the present policy of restraint
without allowing the restraint to become so sevete as to accentuate any
tendency toward a downturn in the economy that might develop. While
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there were various shades of opinion as to the effect of the President’s
illness on the economy, the apparent leveling off at a high level of production
still seemed to be accompanied by increasing upward pressure on prices.
The Committee approved the same general instruction with respect to open
market operations that had been adopted at the meeting on September 14—
restraint on credit expansion, with the understanding that doubts should be
resolved on the side of increased restraint.
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