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November 16, 1955

1. Authority to Effect Transactions in System Account,

The Committee approved another renewal of its directive to the Federal
Reserve Bank of New York in the form that had been approved at several
recent meetings providing that transactions for the System open market
account be conducted with a view, among other things, “to restraining
inflationary developments in the interest of sustainable economic growth.”

Votes for this action: Messts. Martin, Chairman, Sproul,
Vice Chairman, Balderston, Earhart, Fulton, Irons, Leach,
Mills, Robertson, Shepardson, Szymczak, and Vardaman. Votes
against this action: nope.

Analysis of the situation at the time of this meeting in mid-November
showed that businessmen and consumers had thrown off doubts about
economic prospects that had been created by the President’s illness. Consumer
spending and borrowing continued extremely high. Plans for business spend-
ing for plant and equipment during 1956 were being announced in sub-
stantially higher volumes than for 1955. Production was approaching or
had reached capacity levels in more and more industries, and the Iabor
market was showing further tightening. Markets for industrial commodities
were very strong, manufacturers’ unfilled orders were continuing to rise,
and industrial price rises were spreading.

These Factors suggested the need for additional restraint but, at the same
time, the Committee noted that normal seasonal developments would require
additional resetves to assist banks in supplying essential credit needs between
mid-November and the year-end. The Committee was also awate that the
Treasury would be in the market to refund $12 billion of maturing securities
toward the end of November or early in December and that it probably
would have to borrow around a billion dollars of new money by the middle
of December. In addition, the Committee noted that consideration was
currently being given to a further increase to 21 per cent in the discount
rates of the Federal Reserve Banks, which had been increased to 21 per cent
in August and September. In considering these several factors, the Com-
mittee agreed that, while the Federal Reserve should operate to restrain
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excesses, it should avoid undue pressure on the supply of reserves through
more restrictive open market operations at a time when the Treasury was
getting ready to announce its financing and during a period in which the
money matket and banks might be adjusting to an increase in the discount
rate. Under these circumstances, the Committee renewed the existing direc-
tive with the understanding that, while it was trying to move in the direction
of maintaining tightness, it should not be concerned if operations in the
open market during the immediate future did not achieve as great a degree
of tightness as had existed recently.
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