FORTY-FOURTH

ANNUAL REPORT

of the
BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM

COVERING OPERATIONS FOR
THE YEAR

1957



32

ANNUAL REPORT OF BOARD OF GOVERNORS

Dicest oF Principar FeperaL Reserve Poricy AcrioNs, 1957

Period

January-June

August

July-
Mid-October

Mid-October-
December

November—
December

Action

Reduced holding of U. S. Govern-
ment securities by about $1.8 billion,
Member bank borrowings increased
from an average of $400 million in
January to $1 billion in June.

Raised discount rates from 3 to 3%
per cent at all Reserve Banks.

Bought and subsequently sold small
amounts of U. S. Government securi-
ties at various times. Member bank
borrowings remained at or near aver-
age of $1 billion.

System holdings of U. S. Govern-
ment securities increased by $1 bil-
lion, including substantial amounts
of securities held under repurchase
agreement. Member bank borrowings
declined to an average of less than
$750 million.

Reduced discount rates from 3% to 3
per cent at all Reserve Banks.

Purpose of action

To offset the effect on re-
serves of seasonal factors and
the sale of $600 million of
gold to the United States
Treasury by the International
Monetary Fund, and to exert
pressure on bank reserve po-
sitions by bringing about a
higher level of member bank
borrowings.

To bring discount rates into
closer alignment with open
market money rates and
maintain the restrictive ef-
fect of member bank bor-
rowing.

To meet changing reserve
needs and at the same time
maintain continuing pressure
on bank reserve positions.

To increase the availability
of bank reserves and thereby
cushion adjustments and mit.
igate recessionary tendencies
in the economy.

To reduce the cost of bor-
rowing from the Reserve
Banks and eliminate any un-
due restraint on bank bor-
rowing in view of the de-
cline in business activity and
evidences of economic re-
cession.
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January 28, 1957

1. Authority to effect transactions in System account.

The Committee made no change at this meeting in the wording
of its directive to the Federal Reserve Bank of New York, thus con-
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tinuing in effect the policy decision that operations for the System
open market account should be with a view, among other things,
“to restraining inflationary developments in the interest of sustain-
able economic growth while recognizing unsettled conditions in
the money, credit, and capital markets and in the international
situation.”

Votes for this action: Messrs. Martin, Chairman, Hayes, Vice
Chairman, Erickson, Fulton, Johns, Mills, Powell, Robertson,
Shepardson, Szymczak, and Vardaman. Votes against this
action: None.

At the time of this meeting the economic situation domestically
remained one of intensive utilization of manpower and other re-
sources and of demand pressure on price levels. Abroad, output and
employment generally continued at high levels with price trends
most typically on the upside. Domestic industrial production for
January was turning out to be at about the same level as in December.

There were at the same time developments that suggested that the
economy might be losing some of its upward momentum. While
these data were not sufficient to support a forecast of a downward
turn as a clear, nearby prospect, they suggested that the economy
might be entering a period of sidewise movement. For example, a
tendency for total capital expeditures to level off was evidenced by
recent figures for factory construction contracts, new machine tool
orders, and freight car orders, together with scattered announce-
ments of postponements of plant construction projects. There were
cross currents in the area of prices with higher costs showing up in
increased prices for finished goods, both at wholesale and at retail,
in contrast with a softening trend in prices of a number of primary
products. Business loans at all reporting member banks after a
fourth quarter rise of $1.6 billion declined by more than $700 million
in the three weeks to mid-January, a postwar record decline for the
period that compared with a drop of $355 million a year earlier. A
rapid decline in security loans had also accurred and about three-
fourths of the total rise in loans during the fourth quarter of 1956
had been wiped out. December’s sharp rise in interest rates had
been followed by an equally sharp decline, the tight tone of the
money market by a feeling of ease. The contraction in bank loans
that had occurred since the latter part of December had taken place
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notwithstanding a continued state of relatively less restraint on bank
reserve positions, reflected in a decrease in member bank borrowing
to the lowest level since early 1955. This liquidation of bank loans
since the Christmas season indicated that most of the unprecedented
credit demands in December had been to cover temporary needs
for cash.

These mixed developments suggested on balance that, while the
situation still seemed to be one of pressures on the expansionary side
requiring continued restraint on credit growth, care was nceded to
avoid becoming too restrictive. In reviewing operations during re-
cent weeks, the Committee recognized that the furnishing of reserves
in the latter part of 1956 to meet seasonal and other requirements
had actually resulted in some reduction in the degree of restraint on
credit expansion that had existed in mid-November. It also recog-
nized that the current relative ease was unintended, since it reflected
a larger than expected decline in loans and return flow of currency,
as well as the relative immobility imposed on the System by the
Treasury financing operation. It was belicved that operations now
should be designed toward restoring approximately the degree of
restraint of the late November-early December period, but it was
not believed that an increase in that level of restraint was called
for at this particular time.

2. Increase in authority to effect transactions in System account.

The Committee ratified the action taken by the individual mem-
bers of the Committee as of the close of business January 22, 1957
in increasing by $300 million the authorization to the Federal Re-
serve Bank of New York to make sales of securities from the System
open market account under paragraph (1) of the directive ap-
proved January 8, 1957.

Vores for this action: Messrs. Martin, Chairman, Hayes, Vice
Chairman, Erickson, Fulton, Johns, Mills, Powell, Robertson,
Shepardson, Szymczak, and Vardaman. Votes against this
action: None.

The directive approved at the meeting on January 8, 1957, pro-
vided a limitation of $1 billion on the aggregate amount of securi-
ties that might be purchased or sold for the System open market
account in carrying out the policy approved at that meecting. By
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January 22, the larger than expected contraction in bank loans, along
with various other factors adding to the availability of reserves,
made it desirable that the System account have greater leeway to
makes sales of securities than had been authorized at the January 8
meeting in order to absorb more of the reserves coming into the
market and thus to maintain the policy of restraint on inflationary
developments. This January 22 increase of $300 million in the limita-
tion was no longer believed necessary at the time of the meeting on
January 28 and, in issuing the directive at that time, the Committee
fixed the limitation at §1 billion, the same as that approved on
January 8.
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