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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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October 1, 1957

Authority to effect transactions in System account.

The directive of the Federal Open Market Committee was re-
newed without change at this meeting and the policy of restraint
on inflationary pressures was thus continued.

Votes for this action: Messrs. Martin, Chairman, Hayes, Vice
Chairman, Allen, Balderston, Bryan, Leedy, Mills, Robertson,
Shepardson, Szymczak, Vardaman, and Williams. Votes against
this action: None.

At the time of the October 1 Open Market Committee meeting,
an increasing number of business observers were suggesting that the
major expansive forces had been spent, that pressure of inflationary
forces was in process of lessening and even of dispersing, and that
the prospective movement in activity was a decline. Business senti-
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ment, which had shown pronounced gyrations over the past two
years, being at times more optimistic than the figures and portents,
at other times less optimistic, appeared to be developing into a psy-
chology of gloom in some places and was much more cautious about
prospects than for some months. That was reflected in inventory
policy which, after permitting some rise in the spring months, later
was designed to hold inventories in close relationship with sales.
On the other hand, the reports to the Committee at this meeting did
not present a picture of a settling or declining economy. There was
considerable feeling that while inflationary clouds might be breaking
up, it would be premature to conclude that they had been scattered.

The most significant financial development reported to the Com-
mittee was that there had been a leveling out of interest rates at the
advanced level of early August. This leveling out had occurred not-
withstanding the increase in Reserve Bank discount rates, the un-
precedented two-point rise in the rate of the Bank of England, con-
tinued large offerings of new security issues by corporations and
State and local governments, and relatively heavy borrowing by the
United States Treasury. A smaller than seasonal increase in business
loans in the first half of September had been followed by an yn-
usually large decline in the latest week. Required reserves of banks
had increased less than anticipated, reflecting the smaller increase
in credit and deposits. For the third quarter as a whole, growth in
bank loans had fallen further behind the preceding year than had
been the case in the second quarter, but bank investments had in-
creased somewhat more than in the previous year. The money
supply was less than one per cent higher than a year earlier. This
picture suggested that banking developments had kept within the
limits envisioned by recent policies of credit restraint and that capital
market rates might have reached the level appropriate to the mainte-
nance of equilibrium.

The views of the Open Market Committee at this meeting were
that there should be no change in policy or in the Committee’s di-
rective at this time. In reaching this conclusion, the Committee did
so with the understanding that, in carrying on transactions for the
System open market account, an effort would be made to continue
the same degree of restrictive pressure that had been sought during
the preceding three weeks.
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