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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.



m1crl99
Rectangle


November 12, 1957

Authority to effect transactions in System account.

The directive of the Federal Open Market Committee was changed
at this meeting by deleting the clause that had been in effect since
March 5, 1957 calling for operations with a view, among other things,
“to restraining inflationary developments in the interest of sustainable
economic growth while recognizing uncertainties in the business
outlook, the financial markets, and the international situation,” and
by replacing that clause with wording that called for operations with
a view, among other things, “to fostering sustainable growth in the
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economy without inflation, by moderating the pressures on bank
reserves.”

Votes for this action: Messrs. Martin, Chairman, Hayes, Vice
Chairman, Allen, Balderston, Bryan, Leedy, Shepardson, Szymc-
zak, and Williams. Vote against this action: Mr. Robertson.

Data presented to the Committee at this meeting showed that the
economic climate domestically was in process of change, that ex-
pansive forces had eased, and that contractive forces had become
more prominent. Declines were indicated by data for October
covering industrial production, employment, and department store
sales, and unemployment claims were running sharply above a year
earlier. These changes had followed significant weakening in busi-
ness sentiment as evidenced by sharp declines in stock market prices,
in prices of sensitive commodities, and in new orders. There also
had been a sizable number of professional forecasts of business de-
cline. The spreading view that business outlays for fixed capital
were heading downward had been given recent support by a survey
of plans for capital spending in 1958, which showed a decline of a
tenth or more. Private demands for bank credit had eased consider-
ably in October, with business loans at city banks showing a sub-
stantial decrease in contrast to a marked increase customary during
that month. Demands for long-term funds, however, continued
strong. Yields on Government securities had declined steadily al-
though moderately in recent weeks. Bank reserve positions had
eased somewhat since early October, reflecting in part a decline in
required reserves and in part Federal Reserve open market operations.

Among the latest specific data presented at this meeting, the
Committee noted that after five months of little change, domestic
output at factories and mines was expected to show a drop of as
much as two index points from September to October. Declines in
output were widespread although most conspicuous in durable goods
lines. Both freight carloadings and electric power generation in
October were off moderately, the decline in carloadings extending
a decline that had begun in April and that for power generation
a decline that commenced in August. While total new construction
was holding at a high level, industrial construction had continued
the decline that had set in in May of this year. Business inventory
accumulation had slowed markedly in recent months. Nonfarm
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employment in October had receded further from the peak reached
in August. Not only were the signs of domestic decline fairly general,
but in Canada recession tendencies had become clear, and in Europe
industrial activity which had ceased expanding in late spring of
1957 had tapered off moderately through the summer months.

Although the Committee’s analysis showed that the domestic
economy still was operating at high levels and that the downward
adjustment thus far had been moderate, there no longer was much
doubt that at least 2 mild downturn in business activity was under
way, and there was widespread belief that it would probably con-
tinue well into 1958. ‘The major question seemed to be not whether
a further business decline would occur, but for how long and in what
degree. In terms of credit policy, the question presented was how
far the Committee should go at this time in recognizing the change
in the economic situation and outlook, and by what means.

The Committee’s decision at this meeting was that action should
now be taken to recognize the change in the general economic situa-
tion away from the sidewise movement that bhad prevailed during
most of 1957. This did not signify a shift that would entirely elimi-
nate restraint on credit expansion, but it did reflect a decision that
there should be a moderate relaxation of the degree of restrictive
pressure. It was on the basis of this general view that the directive
was changed to eliminate the previous clause (b) which had called
for restraining inflationary pressures and to replace that clause with
wording that provided for open market operations with a view,
among other things, “to fostering sustainable growth in the economy
without inflation, by moderating the pressures on bank reserves.”

Mr. Robertson dissented from the foregoing action with respect
to the insertion in clause (b) of the words “by moderating the pres-
sures on bank reserves.” His action was based on the belief that the
prevailing condition of the economy was not such as to call for a
lessening of restraint, that inflationary potentials were still strong,
and that continued restraint was essential to their containment.

There was also a discussion at this Open Market Committee meet-
ing, at which all of the Federal Reserve Bank Presidents were in
attendance, of the relationship of open market policy to the discount
rates of the Federal Reserve Banks and the appropriateness of those
rates in view of the changed economic situation and the change in
open market policy.
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