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1. Authority to Effect Transactions in System Account.

The Committee renewed at this meeting the ditective to the Federal
Reserve Bank of New York that had been approved at the meeting of the
Committee on August 2, 1955 and at each meeting since and which included
the specific instruction that, among other things, operations for the System
account be with a view “to restraining inflationary developments in the
interest of sustainable economic growth.” In addition, it was understood
that while the Committee wished to maintain a restraining influence on
the credit situation, it did not wish to increase pressure drastically.

Votes for this action: Messrs. Martin, Chairman, Sproul,
Vice Chairman, Baldetston, Earbart, Fulton, Irons, Leach,
Mills, Robertson, Shepardson, and Szymczak. Votes against
this action: none.

The economic situation was still one of advance but with the pace of
advance, in terms of physical output, necessarily slowing down as capacity
operations were reached in basic industries. Most economic indicators were
showing moderate fluctuations at advanced levels. Industrial prices had
risen 3 per cent since midyear and consumer prices had risen slightly in
September. Mortgage credit had become tight and was getting tighter, and
residential building was falling off somewhat more than seasonally; but
business and industrial construction was rising. It was still difficult to judge
the economic effect of the President’s illness, the Committee felt, and how
that factor might have altered plans of businessmen and consumers. In-
flationary pressures did not seem to be carrying through to speculative excesses
in the accumulation of inventories or in rapidly spiraling prices. With the
over-all business and credit outlook remaining exceedingly strong, however,
it was not evident that the present policy of restraint had been too restrictive,
and the Committee’s judgment was that the situation did not call for action
to ease credit policy. Monetary policy could not be expected to correct the
disparity between industrial and agricultural prices, nor could general policy
be expected to correct the imperfections that had been evident in the
mortgage credit and consumer credit fields without causing difficulty in other
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parts of the economy. Continuation of the policy of restraint on credit
expansion seemed to be called for, with the understanding that doubts
should be resolved on the side of dispelling any idea of an easing of
System policy at this time. In repewing the existing directive to restrain
inflationary developments in the interest of sustainable economic growth,
the Committee did so with the understanding that pressure on the money
market should not be increased drastically.
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