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DIGEsT OF PRINCIPAL FEDERAL RESERVE POLICY ACTIONS, 1958

Period

Action

Purpose of action

January

January

January—
February

February

March

March

February-
Mid-April

April

Aptil-May

Mid-April-June

Limited net reduction in holdings of
U. S. Government securities to $900
million, more than half of which rep-
resented securities held under repur-
chase agreement at end of year. Mem-
ber bank borrowings declined to an
average of $450 million.

Reduced margin requirements on
loans for purchasing or carrying listed
securities from 70 to 50 per cent of
market value of securities.

5

Reduced discount rates from 3 to 2%
per cent at 11 Reserve Banks.

Reduced reserve requirements on de-
mand deposits from 20 to 19% per
cent at central reserve city banks; from
18 to 17%2 per cent at reserve city
banks; and from 12 to 11% per cent
at country banks, thus freeing an esti-
mated $500 million of reserves.

Reduced discount rates from 2% to
2% per cent at 11 Reserve Banks and

from 3 to 2% per cent at one Reserve
Bank.

Reduced reserve requirements on de-
mand deposits from 19% to 19 per
cent at central reserve city banks;
from 17% to 17 per cent at reserve
city banks; and from 11% to 11 per
cent at country banks, thus freeing an

additional $500 million of reserves. J

Purchased about $§450 million of U. S.
Government securities. Member bank
borrowings declined further to an
average of about $180 million.

Reduced reserve requirements on de-)
mand deposits from 19 to 18 per cent
(in two stages) at central reserve city
banks and from 17 to 16%: per cent at
reserve city banks, thus freeing a total
of about $450 million of reserves.

Reduced discount rates from 2% to

134 per cent at all Reserve Banks.

Purchased outright about §$1.7 billion
net of U. S. Government securities.
Member bank borrowings declined
further to an average of $100 million
at the end of June.

To ease reserve positions by
absorbing only part of the re-
serves made available by
seasonal factors affecting
bank reserve positions.

To recognize that dangers of
excessive use of credit for
stock market speculation had
subsided, since stock prices
and the volume of credit in
the stock market had declined
to levels near or below those
prevailing at the time of the
previous increase in require-
ments,

To reduce further the cost of
borrowing from the Reserve
Banks and increase further
the availability of bank re-
serves in order to encourage
bank credit and monetary
expansion conducive to re-
sumed growth in economic
activity,

To supplement reserve re-
quirement actions in further
increasing the availability of
bank reserves.

To supplement previous ac-
tions to encourage bank
credit and monetary expan-
sion and resumed growth in
economic activity and to off-
set current gold outflow.
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Period

Action

Purpose of action

July-
early August

August

August-early
September

August-
September

October

Late October—
early November

Mid-November-
December

Bought a small volume of U. S. Gov-
ernment securities other than short-
term issues and a large amount of
securities involved in a Treasury re-
financing. Promptly thereafter reduced
Treasury bill holdings substantially.

Raised margin requirements on loans
for purchasing or carrying listed se-
curities from 50 to 70 per cent of
market value of securities.

Made little change in holdings of
U. S. Government securities. Mem-
ber bank borrowings increased to an
average of more than $400 million
in early September.

Raised discount rates from 1% to 2
per cent at all Reserve Banks.

Raised margin requirements on loans
for purchasing or carrying listed se-
curities from 70 to 90 per cent of mar-
ket value of securities.

Raised discount rates from 2 to 2%
per cent at all Reserve Banks.

Increased system holdings of U. S.
Government securities about $900
million, including securities held un-
der repurchase agreement. Member
bank borrowings rose to average of
$560 million in December.

To cotrect disorderly condi-
tions in the Government se-
curities market, to facilitate
the Treasury refinancing,
and then to recapture the
bank reserves created by the
earlier securities purchases.

To help prevent an excessive
use of credit for purchasing
or carrying securities. The
volume of credit in the stock
market and stock prices were
advancing sharply and were
at or near the highest levels
since World War II

Open market action not taken
to offset drains on reserve
funds reflecting bank credit
and monetary expansion re-
sulting from seasonal fac-
tors and the sharp upturn in
economic activity.

To keep discount rates in an
appropriate relationship with
market rates and to increase
the cost of borrowing by in-
dividual banks from the Re-
serve Banks in case of in-
creasing demands for bank
credit.

To help prevent an excessive
use of credit for purchasing
or carrying securities.

To bring discount rates into
closer alignment with open
matrket rates.

To meet part of reserve needs
associated with seasonal fac-
tors and a further moderate
outflow of gold.




January 7, 1958

Authority to effect transactions in System Account.

No change was made in the Committee’s policy directive that
specified that operations should be with a view, among other things,
“to cushioning adjustments and mitigating recessionary tendencies
in the economy.”

Votes for this action: Messts. Martin, Chairman, Hayes, Vice
Chairman, Allen, Balderston, Btyan, Leedy, Mills, Roberison,
Shepardson, Szymczak, and Williams. Votes against this action:
none.

Domestic economic activity continued to be characterized by gen-
eral cyclical recession, with contraction in output at a pace com-
parable to that experienced in the 1948-49 and 1953-54 recessions.
Gross national product in the fourth quarter of 1957 had decreased
about $6 billion, annual rate, largely associated with inventory
liquidation, while industrial production for December was estimated
at 137, seasonally adjusted, compared with 147 a year earlier and
with the narrow range of 143-146 that prevailed during the period
from January through September 1957. The market for new auto-
mobiles had been disappointing to producers, with sales off sig-
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nificantly from a year earlier, while repossessions on instalment
sales had reached high ground and still seemed to be edging up-
ward. However, other sales at retail picked up sharply in the latter
half of December, after having started the month slowly, and de-
partment store sales, seasonally adjusted, reached a new high in
that month. Construction activity in December continued at record
levels, with increases in residential construction again offsetting de-
clines in the industrial area, but unemployment rose further in that
month to around 5 per cent of the total labor force. Wholesale
prices showed little change in December, remaining at about the
average that had prevailed since midyear, while consumer prices
were reflecting advances in services and meat prices.

In the financial area, two developments had occurred since the
reduction in Federal Reserve Bank discount rates in November.
One of these was a sharp decline in interest rates and the other was
some seasonal increase in bank loans and investments, which repre-
sented a turnaround from the contra-seasonal decreases shown for
October and November. The Federal Reserve System had supplied
over $1 billion of reserves to the banking system during the six
weeks prior to the end of the calendar year, and those reserves had
contributed to credit expansion as well as currency expansion a little
in excess of seasonal estimates. In brief, recent policies designed to
cushion adjustments and mitigate recessionary tendencies in the
economy had established the basis for maintaining the privately
owned money supply.

Analysis of the data on economic activity indicated that the
current recession was attributable largely to a decline in business
plant and equipment expenditures, aggravated by an inveatory
cycle. It was not apparent, however, whether those influences were
likely to spread to consumer spending and thus produce a cumu-
lative recession. There was uncertainty as to the probable speed of
inventory adjustment, particularly by manufacturers, and there was
also uncertainty as to the amount and timing of the expected in-
crease in defense spending, although it did not seem probable that
this would be a significant factor for several months. In view of
the wide range of possible ways in which the recession might de-
velop, it seemed prudent to assume that the next upturn might be
a fairly long way off, to be preceded either by a continuing gradual
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decline or perhaps by a sideways movement after the current decline
had run its course. The shift in System credit policy in the fall of
1957 had made it clear that open market operations were being
directed toward assuring an adequate volume of credit for all poten-
tial borrowers with economically sound credit needs, but on the
other hand System policy had not gone to the point of trying to
bring about an excessive volume of free reserves.

In conduding that no change should be made in the policy direc-
tive, the Committee agreed that a slight easing in the reserve posi-
tions of banks would be desirable and that operations in the System
Open Market Account should be conducted with sufficient latitude
to permit this development to take place within the limits of the
directive.
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