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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March 26, 1957

Authority to effect transactions in System account.

The policy directive calling for a continuation of restraint on in-
flationary developments was renewed without change at this meet-
ing of the Federal Open Market Committee.

Votes for this action: Messrs, Martin, Chairman, Hayes, Vice
Chairman, Allen, Balderston, Bryan, Leedy, Robertson, Shepard-
son, Szymczak, and Williams. Votes against this action: None.

The Committee’s review of the economic situation did not indi-
cate a material change since the preceding meeting but rather
showed a sidewise movement of activity at inflated price levels.
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There had been evidence of slackened momentum in the cyclical
advance after some 30 months of sustained rising activity, and the
question was how monetary policy should react in this situation
after a depreciation in the purchasing power of the wholesale dol-
lar over these months of about 6 per cent and of the consumer dol-
lar of over 3 per cent.

This cyclical rise in activity had gotten its first stimulus from con-
sumer outlays for houses and durables purchased heavily on credit.
This had been in direct response to the exceptionally easy credit
conditions prevailing in 1954. The size of this stimulus had resulted
in a large acceleration in business plant and equipment expendi-
tures but there were other factors bringing about these capital ex-
penditures, such as high wage costs and much technological ob-
solescence of plant and equipment. The large capital investment
had meant a heavy total demand for credit and also that savings
would have to increase substantially if monetary expansion were
not to get out of control. It also had meant that interest rates would
rise to higher levels. In addition, since supplies had to be diverted
so largely to producers’ goods, thus generating additional income
without enlarging short-run supplies of products for current use, the
rising investment had meant that commodity and service markets
were under heavy demand pressures tending to advance prices.
Against this background, the Open Market Committee had directed
policy for more than a year before this meeting to resisting infla-
tionary pressures as they intensified.

Although it appeared at this time that the boom had lost much
of its buoyancy, it was not possible to tell whether the present side-
wise movement would continue for some months, perhaps with a
renewed upward movement, or whether the economy would decline.
Consumer demand, industrial production, and employment re-
mained at or near record levels, although they were no longer rising
appreciably.

The Committee’s conclusion that the policy directive should be
continued with emphasis on restraint included the understanding
that, in adjusting amounts of reserves supplied to the market by the
Federal Reserve System, doubts should be resolved on the side of
greater rather than less restraint than had existed in recent months.
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