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DiGEST OF PRINCIPAL FEDERAL RESERVE POLICY ACTIONS, 1959

Period Action Purpose of action
January-- Reduced holdings of U.S. Govern-  To offset the seasonal inflow
February ment securities in January by about of reserve funds resulting

$1 billion. Member bank borrowings mainly from the post-holi-
at the Federal Reserve Banks con-  day return flow of cyrrency
tinued at an average of $500 million from circulation and thus
or more, maintain restraint on credit
expansion.
March— Increased System holdings of U.S. To offset partially the ab-
Mid-July Government securities by about $1.1  sorption of reserves due
billion. Member bank borrowings mainly to a decline of $780
rose further to an average of $1.0 million in gold stock and an
billion in mid-July. increase of about $1 billion
in currency in_circulation
and to keep credit expansion
under restraint.
March Raised discount rates from 215 to 3] To keep discount rates in
per cent at all Reserve Banks. an appropriate relationship
with the rise in market rates
May—June Raised discount rates from 3 to 3% resulting from vigorous
per cent at all Reserve Banks. credit demands and to re-
s}ra.m undue credit expan-
sion,
Mid-July— Bought and subsequently sold small To supply special reserve
October amounts of U.S. Government securi- needs for only limited peri-
ties around periods of Treasury fi- ods i in recognition of pres-
nancing and the 3rd quarter tax date.  sures in money, credit, and
Member bank borrowings averaged capital markets resulting
about $900 million with temporary from vigorous public and
increases above $1 billion around private demand for credit.
Treasury financing and tax payment
dates.
September Raised discount rates from 314 to 4  To keep discount rates in an
per cent at all Reserve 3 appropnate relationship
with the rise in market rates
resulting from vigorous
credit demands and to re-
strain undue credit expan-
sion.
November-- Increased System holdings of U.S. To meet part of the tem-
December Government securities by about $800  porary end-of-year needs of

million through mid-December and
then reduced holdings somewhat.
Authorized member banks to count
about $300 million of their vault
cash as required reserves through
amendment to Regulation D, cffec-
tive December 1, under new legisla-
tion. Average borrowings rose to
about $1 billion in the last half of
December.

banks for reserve funds but
at the same time to keep
bank reserve positions un-
der pressure.
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RECORD OF POLICY ACTIONS
FEDERAL OPEN MARKET COMMITTEE

The record of policy actions of the Federal Open Market
Committee is presented in the Annual Report of the Board of
Governors pursuant to the requirements of Section 10 of the
Federal Reserve Act. That section provides that the Board
shall keep a complete record of the actions taken by the Board
and by the Federal Open Market Committee upon all ques-
tions of policy relating to open market operations, that it shall
record therein the votes taken in connection with the determi-
nation of open market policies and the reasons underlying the
actions of the Board and the Committee in each instance, and
that it shall include in its Annual Report to the Congress a full
account of such actions.

In the pages that follow, there is an entry with respect to the
policy approved by the Committee at each of the 18 meetings
held during the calendar year 1959, which record includes the
votes on the policy decisions as well as a resume of the basis
for the decisions, as reflected by the minutes of the Commit-
tee’s meetings. In some cases policy decisions were by unani-
mous vote, while in others a dissent was recorded. As this
record shows, the fact that a decision for a general policy was
by large majority or even by unanimous vote does not neces-
sarily indicate that all members of the Committee were equally
agreed as to the reasons for a particular decision or as to the
precise operations in the open market that were called for to
implement the general policy. These shades of opinion, fully
expressed at meetings, serve to provide the Manager of the
System Open Market Account (who attends the meetings of
the Committee) with guides to be used in the conduct of open
market operations within the framework of the policy directive
adopted.

Set forth below is the policy directive of the Federal Open
Market Committee that was in effect at the beginning of 1959,
the directive having been approved in this form at the meeting
on December 16, 1958, This directive was issued to the Fed-
eral Reserve Bank of New York as the Bank selected by the
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Committee to execute transactions for the System Open Mar-
ket Account. It directed that Bank:

(1) To make such purchases, sales, or exchanges (including replace-
ment of maturing securities, and allowing maturities to run off without
replacement) for the System Open Market Account in the open market
or, in the case of maturing securities, by direct exchange with the
Treasury, as may be necessary in the light of current and prospective
economic conditions and the general credit situation of the country, with
a view (a) to relating the supply of funds in the market to the needs of
commerce and business, (b) to fostering conditions in the money market
conducive to sustainable economic growth and stability, and (c) to the
practical administration of the Account; provided that the aggregate
amount of securities held in the System Account (including commit-
ments for the purchase or sale of securities for the Account) at the close
of this date, other than special short-term certificates of indebtedness
purchased from time to time for the temporary accommodation of the
Treasury, shall not be increased or decreased by more than $1 billion;

(2) To purchase direct from the Treasury for the account of the
Federal Reserve Bank of New York (with discretion, in cases where it
seems desirable, to issne participations to one or more Federal Reserve
Banks) such amounts of special short-term certificates of indebtedness
as may be necessary from time to time for the temporary accommoda-
tion of the Treasury; provided that the total amount of such certificates
held at any one time by the Federal Reserve Banks shall not exceed in
the aggregate $500 million.

January 6, 1959
Aygthority to effect transactions im System Account.

The Federal Open Market Committee’s directive was ap-
proved in the same form that had been adopted at the last
meeting of the Committee in 1958 (December 16), calling for
a policy of fostering conditions in the money market condu-
cive to sustainable economic growth and stability.

Votes for this action: Messrs, Martin, Chairman, Hayes,
Vice Chairman, Balderston, Fulton, Irons, Leach, Mills,
Robertson, Szymczak, and Deming. Votes against this action:
None.

Presentation and consideration of a detailed review of the
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regional and national economic and financial situation pre-
ceded the Committee’s decision to renew the existing policy
directive. There was general agreement that the Committee
should attempt to maintain about the same degree of restraint
on credit expansion during the immediate future that had ap-
plied in the recent past. However, there was a considerable
body of sentiment that favored resolving doubts in the opera-
tion of the System Open Market Account on the side of re-
stricting, rather than easing, the reserve positions of banks.

This policy decision was made against an economic back-
drop of maturing recovery with output back or nearly back to
prerecession levels, meaning that problems of sustainable
growth had now replaced problems of recession. The failure
of commodity prices to decline significantly during the reces-
sion, the speed and generality of the economic recovery, the
persistent rise in common stock prices, the pace of monetary
expansion early in 1958, and the size of the current Federal
deficit suggested the likelihood of the development of specula-
tive or otherwise unsustainable elements in the further expan-
sion of activity. This posed a key question for Federal Reserve
policy as to what rate of monetary expansion would contribute
best to the sustainability, without inflation, of prospective eco-
nomic expansion,

It was noted that the money market had functioned more
smoothly in the closing weeks of 1958 than in other year-end
periods. Treasury bill rates had reached a peak on Decem-
ber 16 but since then had moved downward. As for bank
credit, recent statistics had shown greater expansion than had
been apparent a month or two earlier. This was true particu-
larly with respect to a larger than expected growth in loans
and investments at country banks, bringing the increase in
loans and investments of all commercial banks to around $13
billion for the first eleven months of 1958.

Other factors to which the Committee paid close attention
in reaching its decision as to the policy directive included the
forthcoming cash and refunding operations of the Treasury,
the need for the System to absorb the seasonal return flow of
currency into the banking system to prevent the expansion in
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the reserve base that otherwise would occur, and the continued
evidence of speculative fever in the stock market. At the same
time, concern was expressed over the persistence of relatively
large unemployment.

The conclusion of the Committee that the degree of re-
straint on credit expansion in the near future should be about
the same as in the immediate past, but that any deviation
should be on the side of restraint, reflected the foregoing
considerations.

January 27, 1959

Authority to effect transactions in System Account.

No change was made at this meeting in the Open Market
Committee’s directive, thus continuing the policy of conduct-
ing operations in the System Open Market Account with a
view, among other things, to fostering conditions in the money
market conducive to sustainable economic growth and sta-
bility.

Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Balderston, Fulton, Irons, Leach, Mangels,
Mills, Robertson, Shepardson, and Szymczak. Votes against
this action: None.

In reaching its decision as to policy, the Committee gave
particular attention to the fact that the monetary basis for con-
tinued economic expansion had already largely been estab-
lished and that forces mostly outside the area of bank credit
were likely to determine whether demands for consumption
and investment would be of such magnitude and nature as to
reduce the volume of unemployment, whether there would be
sustainable growth, whether persistent pressures on prices
would produce creeping inflation, or whether speculative com-
mitments would create a bubble on a boom that would burst at
an early stage.

Analysis of current economic trends led to the conclusion
that further recovery to reasonably full utilization of resources
and then continued growth at a sustainable rate would depend
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upon individual decisions with respect to pricing and buying
and investment and saving. It appeared that additional stimu-
lants through fiscal or credit policies were not now needed. In
fact, the forces already at work might induce commitments of
a speculative nature, or lead to pricing policies that would first
contribute to inflation but ultimately discourage buying. Con-
sequently, it was the view of the Committee that the current
degree of restraint on bank reserves was appropriate under
existing circumstances and should be continued, especially in
the light of the forthcoming Treasury refunding which indi-
cated the desirability of no change in the general state of the
money market until a reasonable time following completion of
this Treasury financing.

The Committee members and the other Reserve Bank presi-
dents in attendance at this meeting also discussed the level of
the discount rate at the Reserve Banks, then 214 per cent. Al-
though they recognized that that rate was fixed by the directors
of the Federal Reserve Banks subject to review and determi-
nation by the Board of Governors, there was a fairly unani-
mous opinion that no action to change the rate would be desir-
able prior to completion of the Treasury’s February refunding.

February 10, 1959
Authority to effect transactions in System Account.

The Commiittee again renewed without change its directive
that set forth a policy of fostering conditions in the money
market conducive to sustainable economic growth and sta-
bility.

Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Balderston, Fulton, Irons, Leach, Mangels,
Robertson, Shepardson, and Szymczak. Votes against this
action: None.

Careful consideration by the Committee of business and
financial developments preceded its decision to renew its exist-
ing policy directive. Widespread but small further increases in
industrial production were reported, and prices for some stra-
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tegic industrial materials had risen further. On the whole,
business recovery appeared to be continuing at a moderate
pace, although unemployment had risen about seasonally dur-
ing January.

In reaching its decision to make no change in policy and to
maintain the same degree of pressure on bank reserve posi-
tions that had been exerted recently, the Committee took par-
ticular account of the fact that the large and almost continuous
schedule of Treasury borrowings, together with potentially
large private credit demands, showed every likelihood of
bringing the capital markets increasingly under pressure, thus
tightening credit conditions even without any aggressive Sys-
tem effort at restraint. The Committee also considered the
prospect that the upward trend of interest rates caused by such
borrowing might be sharper than would be appropriate for the
general state of business activity. Nevertheless, the view was
expressed by a few members that any doubts in arranging
transactions for the Open Market Account, pursuant to the
terms of the directive issued at this meeting, should be re-
solved on the side of restraint rather than of ease.

There was further discussion at this meeting of the Reserve
Bank discount rate level in relation to the open market policy
being followed and to prevailing market rates. Several of
those present expressed the opinion that action by the Reserve
Bank directors to increase the discount rate level soon after
the Treasury’s large February refunding operation had been
completed would be appropriate and consistent with current
open market policy.

March 3, 1959
1. Review of continning authorities or statements of policy.

This being the first meeting of the Federal Open Market
Committee following election of new members by the Federal
Reserve Banks for the year beginning March 1, 1959, and as-
sumption by them of their duties, the Committee reviewed and
reaffirmed all continuing statements of policy and authorities
for operations. These included the following:
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a. It is not now the policy of the Committee to support any pattern
of prices and yields in the Government securities market, and interven-
tion in the Government securities market is solely to effectuate the ob-
jectives of monetary and credit policy (including correction of disorderly
markets).

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

b. Operations for the System Account in the open market, other than
repurchase agreements, shall be confined to short-term securities (except
in the correction of disorderly markets), and during a period of Treasury
financing there shall be no purchases of (1) maturing issues for which
an exchange is being offered, (2) when-issued securities, or (3) out-
standing issues of comparable maturities to those being offered for ex-
change; these policies to be followed until such time as they may be
superseded or modified by further action of the Federal Open Market
Committee.

Votes for this action: Messrs. Martin, Chairman, Allen,
Balderston, Deming, Erickson, Mills, Robertson, Shepardson,
Szymczak, and Bryan. Vote against this action: Mr. Hayes,
Vice Chairman.

Mr. Hayes stated that he continued to have the same reser-
vations as a year ago about the wording of this statement,
which he would vote to approve if the qualifying phrase “as a
general rule” were inserted after “shall” in the second and
fourth lines.

¢. Transactions for the System Account in the open market shall be
entered into solely for the purpose of providing or absorbing reserves
(except in the correction of disorderly markets), and shall not include
offsetting purchases and sales of securities for the purpose of altering
the maturity pattern of the System’s portfolio; such policy to be fol-
lowed until such time as it may be superseded or modified by further
action of the Federal Open Market Committee.

Votes for this action: Messrs. Martin, Chairman, Allen,
Balderston, Deming, Erickson, Mills, Robertson, Shepardson,
Szymczak, and Bryan. Vote against this action: Mr. Hayes,
Vice Chairman.
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Mzr. Hayes said that he would vote to approve this action if
the word “solely” were deleted from the second line and
“primarily” substituted therefor, and if the phrase “as a gen-
eral rule” were inserted after “shall” in line three.

2. Authority to effect transactions in System Account,

No change was made at this meeting in the directive of the
Committee, thus continuing the policy of fostering conditions
in the money market conducive to sustainable economic
growth and stability.

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

The state of economic activity appeared to be one of bud-
ding inflationary boom. The economy had now about attained
the preceding cyclical high in industrial production, and it was
exceeding the high in terms of aggregate output of goods and
services. Business demands for fixed capital and for stock
were expected to gain strength as expansion continued. The
response of industrial prices to increasing demands had been
at least as prompt and as strong thus far during 1959 as in the
two preceding postwar expansions, with increases fairly wide-
spread and encompassing finished products as well as mate-
rials.

Although this was the general picture, unemployment was
still sizable at 6 per cent of the labor force. Further, the
sharp rise that had taken place in the operating rate in the
steel industry was believed to reflect to some extent pre-
cautionary buying against a possible strike, rather than a cor-
responding increase in final demands for steel products.

The financial situation suggested that there was adequate
liquidity to finance further expansion and that under the cir-
cumstances further growth in the money supply might not be
necessary for some time—at least not until there was evidence
that unfulfilled monetary needs might be unduly retarding
growth,
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The foregoing considerations led the Committee to con-
clude that the policy directive should be continued without
change, with the understanding as expressed by a majority of
the Committee that about the same level of restraint should
be maintained on bank reserves as at present and that any
doubts on the part of the Account Management regarding
transactions to be effected should be resolved on the side of
restraint. However, a minority view was that any greater pres-
sure than presently evidenced was unnecessary and might be
unwise, and in fact that the occasional appearance of free re-
serves (excess reserves in excess of member bank borrowings
from the Reserve Banks) could be psychologically desirable.

The members of the Open Market Committee and the other
Federal Reserve Bank presidents who were in attendance at
this meeting also discussed the level of the discount rate at the
Federal Reserve Banks. A majority indicated the belief that
the 212 per cent rate was clearly out of line and that early
adoption of a 3 per cent rate would be more appropriate.

March 24, 1959

Authority to effect transactions in System Account.

The Open Market Committee renewed without change its
directive to the Federal Reserve Bank of New York, which
specified that operations should be with a view, among other
things, to fostering conditions in the money market conducive
to sustainable economic growth and stability.

Votes for this action: Messrs. Balderston, Chairman pro
tem, Allen, Deming, Erickson, Mills, Robertson, Shepardson,
Szymczak, Bryan, and Treiber. Votes against this action:
None.

The Committee’s decision to continue the policy directive in
its existing form followed a review of national and regional
business and credit conditions from which it appeared that
economic activity was continuing its upward swing, with fur-
ther gains noted in a number of the leading indices, including
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the index of industrial production. Prices of industrial mate-
rials had risen somewhat further, while prices of agricultural
commodities had declined, and the average of all wholesale
prices was fairly stable. The most recent statistics, for Febru-
ary, indicated that both employment and unemployment were
little changed.

Since the March 3 meeting of the Committee, financial mar-
kets had absorbed with remarkably little disturbance the
effects of an increase in Federal Reserve Bank discount rates
from 214 per cent to 3 per cent earlier this month, some tight-
ening of bank reserve positions, the demands of the corporate
tax and dividend payment period, and the announcement of
a Treasury cash financing operation totalling $4 billion. The
explanation of this relative calmness in money markets during
a period of special pressures seemed to lie partly in the mod-
erateness of current credit demands, but more largely in the
general state of liquidity of the economy.

The consensus favored maintaining about the degree of re-
straint that had prevailed during the preceding three weeks,
with the impending Treasury financing operation one factor
that suggested no change in open market policy. During the
discussion, one view was expressed that doubts arising in the
conduct of open market operations should be resolved on the
side of ease and that near-term System policy should be
directed toward maintaining only sufficient pressure on re-
serves to aid the redistribution of the Treasury’s new security
offerings out of the underwriting commercial banks into per-
manent hands. However, most members of the Committee
concluded that recent policy had been appropriate and should
be continued.

April 14, 1959
Authority to effect transactions in System Account.

The policy directive calling for operations in the System
Account with a view to fostering conditions in the money
market conducive to sustainable economic growth and sta-
bility was again renewed.
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Votes for this action: Messrs. Hayes, Vice Chairman, Bal-
derston, Deming, FErickson, Mills, Robertson, Shepardson,
Szymczak, Bryan, and Fulton. Votes against this action:
None. Mr. King did not vote on this action.

A consideration of importance to the Committee in the de-
termination of policy at this juncture was the situation of the
Treasury. From the $4 billion cash financing operation that
had been completed on April 1, there remained for the banks
and dealers the task of distributing a large portion of their
acquisitions to the investing public. In the offing were the
Treasury’s large May refunding and another cash financing
operation, while holders of the 4 per cent notes of August
1961 had until the end of this month the option of deciding
whether to turn in those notes by August 1, 1959, in lieu of
holding them to maturity. In the Government securities mar-
ket, a slow but steady deterioration of atmosphere had devel-
oped since the first of April, with nonbank demand for
securities off substantially and buyers for commercial bank
offerings of the Treasury’s latest issues more difficult to locate.

Reflecting the heavy schedule of Treasury financing ahead
and continued improvement in the business situation, there
appeared to be a growing belief in the market that interest
rates were likely to move higher. As to the business sitpation,
recent data provided a record of general economic advance,
with available statistics for March indicating advances in in-
dustrial production, housing starts, and personal income, along
with continued accumulation of business inventories. A
greater than seasonal rise in employment was reported, and
creeping advance in average prices of industrial commodities
was noted.

The consensus at this meeting in terms of policy for the
three-week period ahead called for maintenance of about the
same degree of restraint as had existed during the past three
weeks. However, the mixture of views contributing to the
consensus covered a rather wide spectrum of opinion. There
were those who felt that the Treasury problem was a reason
for moving cautiously and that a certain degree of caution
might in any case be warranted by the lack of definite evi-
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dence of inflationary threats at the present time. There were
also those who believed that the economy was reaching toward
boom proportions and who concluded with only the greatest
reluctance that the System should refrain from further restric-
tive measures because of the Treasury’s financing program,
while a small minority would have favored some probing in
the market toward increased restraint. It was out of this mix-
ture of views that there came agreement that the existing
policy directive should be renewed without change and that
operations in the immediate future should continue as nearly
as practicable the existing degree of pressure against credit
expansion.

May 5, 1959
Authority to effect transactions in System Account.

The decision of the Committee at this meeting was to renew
without change the policy directive that called for operations
with a view to fostering conditions in the money market con-
ducive to sustainable economic growth and stability.

Votes for this action: Messrs. Balderston, Chairman pro
tem, Deming, Erickson, King, Mills, Robertson, Shepardson,
Szymczak, Bryan, Fulton, and Treiber. Votes against this
action: None.

The Treasury being in the midst of a large refunding and
cash financing operation, with the new securities to be issued
the next week, the consensus at this meeting of the Federal
Open Market Committee favored continuing the existing de-
gree of restraint for an appropriate period following the
Treasury financing. However, upon review of current business
and financial data, it was the majority view that it would be
desirable to move toward greater restraint as soon as feasible
after the Treasury financing and that revision of the policy
directive might be indicated at the next meeting of the
Committee.

The economic report was one of strongly expanding de-

FEDERAL RESERVE SYSTEM 43

mand, rising productive activity, advancing prices at whole-
sale, and strongly optimistic business and financial expecta-
tions. Labor market data pointed to further strengthening of
demands for manpower, and altogether the domestic expan-
sion in process was suggestive of developing inflationary boom.
Internationally, a pick-up of activity in key industrial coun-
tries and improvement in the balance-of-payments positions of
material-supplying areas indicated that a general upturn in
world output and trade was under way.

Pressures on financial markets had increased during April,
apparently reflecting expanding monetary and credit demands
incident to the continuing advance of business activity rather
than limitations on the supply of credit. Demands on long-
term capital markets had been moderate, but bank loans (par-
ticularly consumer instalment credit) had increased more than
seasonally and banks also had been endeavoring to distribute
Government securities taken on in the April 1 financing.
Mortgage demands continued large and real estate loans at
banks had increased more than at any time since 1955. The
stock market had risen to new high levels and stock market
credit continued to increase. Interest rates had continued to
rise further. Reflecting these factors, member bank borrow-
ings from Federal Reserve Banks had risen in recent weeks to
an average of around $700 million.

Although the majority of the Committee agreed that it
would be desirable to move towards greater restraint on credit
expansion as soon as feasible after the current Treasury financ-
ing was completed, a minority point of view cautioned against
a monetary policy that might defeat and finally counteract
what could prove to be only normal economic growth by
touching off a spiral of contractive credit forces. A specific
danger cited was that undue restraint on the growth of the
money supply could result in harmful consequences to the
Government securities market if commercial banks were
forced to liquidate unduly large amounts of securities in order
to fulfill lending obligations to their customers.
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May 26, 1959
Authority to effect transactions in System Account.

Clause (b) of the first paragraph of the Committee’s policy
directive was revised at this meeting so as to provide for in-
creased restraint on credit expansion. This was indicated by
adoption of wording specifying that open market operations
should be conducted with a view “to restraining inflationary
credit expansion in order to foster sustainable economic
growth and expanding employment opportunities.” This re-
placed the clause of the directive that had been in effect since
December 16, 1958 calling for operations with a view “to
fostering conditions in the money market conducive to sustain-
able economic growth and stability.”

Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Allen, Balderston, Deming, Erickson, King,
Robertson, Shepardson, Szymczak, and Bryan. Vote against
this action: Mr. Mills.

Productive activity was spurting ahead and the economic
climate had become distinctly more inflationary, according to
reports at this meeting. Industrial production in April, which
carried the Board’s index up two points in a month for the
third consecutive month, reflected principally gains in output
of durable goods industries, including both producer and con-
sumer lines. Data available for May suggested another two-
point advance in the index for that month. Personal income
had been climbing for several months at an annual rate of
more than $3 billion a month, principally because of higher
wage and salary payments. Reflecting this improvement in
personal income, retail sales (seasomally adjusted) in April
carried beyond the large March volume and were about 12
per cent higher than the cyclical low point of March 1958.
A robust expansion of consumer instalment credit, which had
been in process since late 1958, supported rising sales of auto-
mobiles and household durables.

Housing starts in April, seasonally adjusted, were at the
annual rate of 1.4 million, and the total of starts in the first
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four months of 1959 was the highest on record for a com-
parable period. Total construction contract awards in April
had reached the highest level on record, 31 per cent above a
year earlier., Marked improvement in the employment situa-
tion also had occurred in April, and the unemployment prob-
lem appeared to be diminishing in scope to certain pockets of
structural unemployment. Industrial prices rose further in
April and an additional advance was taking place in May; at
mid-May, the level was up 2.5 per cent from a year earlier and
stood 2 per cent above the prerecession high reached in 1957.
Consumer prices advanced slightly in April, with a further
modest rise indicated for May.

In financial markets, the month of May was characterized
by unseasonably large credit demands and further increases in
interest rates to the highest levels for some years. Nearly all
interest rates rose except yields on three-month Treasury bills,
which continued in the 234 to 3 per cent range that had pre-
vailed generally since late February. Yields on long-term
Treasury bonds and on both new and seasoned corporate is-
sues had now risen to the highest levels since the 1920’s. On
May 135, large city banks announced an increase from 4 to
4%5 per cent in their lending rate on prime customers’ loans.

Following an exceptionally large increase in bank loans at
all commercial banks in April, city banks showed a further
loan expansion in the first three weeks of May. The increase
had been particularly large in business loans, but real estate
and consumer loans also showed marked increases. The ratio
of total loans to total loans and investments of banks now
stood close to the high level reached in 1957. The aggregate
money supply, after adjustment for seasonal variations,
showed an advance in recent months at an annual rate of
4 per cent or more, and in addition the turnover of bank de-
posits had been increasing in recent months.

The large May refunding and cash operations of the
Treasury were now completed, and it appeared likely that no
additional borrowing would be necessary until early July.
Nevertheless, the expansion in credit demands during April
and May had brought increased pressure on the reserve posi-
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tions of banks, as indicated by the rise in borrowings at the
Federal Reserve Banks and the accompanying increase in the
level of net borrowed reserves.

Upon review and analysis of the over-all situation, includ-
ing the continuing United States balance-of-payments deficit,
the Open Market Committee reached the conclusion that the
current level of restraint imposed by monetary and credit
policy was not sufficiently restrictive and that an intensifica-
tion of restraint was required. Reports presented by the Re-
serve Bank presidents at this meeting indicated the possibility
that the directors of the respective Federal Reserve Banks
would move soon to fix the discount rate at a level higher
than the prevailing 3 per cent—probably 3%% per cent. On
the assumption of a rate increase of no larger proportions, the
Committee favored conducting open market operations with
a view to exerting additional pressure as rapidly as that could
be done without creating an untenable condition in the market
for Government securities.

Although the firmer tone desired by the Committee was not
expressed in terms of a specific target of net borrowed reserves
(an excess of member bank borrowings at the Reserve Banks
over their excess reserves), it was noted that additional re-
straint could be brought about in the next few weeks by letting
natural factors take their course. On the basis of projections
before the Committee as to factors affecting the supply of and
need for reserves in the weeks ahead, it appeared that under
such a procedure net borrowed reserves, which recently had
been running in the neighborhood of $250 million, would
move upward toward the $500 million level.

In the current circumstances, the policy directive to the
Federal Reserve Bank of New York was deemed to be in need
of revision. Accordingly, after consideration of several sug-
gestions, it was decided that clause (b) of the first paragraph
of the directive, which since December 1958 had provided for
operations with a view “to fostering conditions in the money
market conducive to sustainable economic growth and sta-
bility,” should be changed to provide for operations with a
view “to restraining inflationary credit expansion in order to
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foster sustainable economic growth and expanding employ-
ment opportunities.”

_ Mr. Mills, who voted against approval of the revised policy
directive, indicated that apprehensions he previously had ex-
pressed had not diminished with respect to the delayed and
violent financial and economic reactions that he sensed to be
in the offing when the cumulative pressures inherent in present
monetary and credit policy took their full effect. He cautioned
against undue alarm concerning anticipated events that had
not yet come into clear perspective.

June 16, 1959
Authority to effect transactions in System Account.

Since the previous Open Market Committee meeting
(May 26), the discount rate at each of the Federal Reserve
Baqks hqd been increased from 3 per cent to 3% per cent.
While prices of Treasury notes and bonds remained virtually
unchanged following this increase, rates on bills of longer
maturities moved up slightly and those on 91-day bills ad-
vanced fairly sharply.

As envisaged by the consensus at the May 26 Committee
meeting, natural market factors had been allowed to have their
effect since that time in order to bring about an increase in the
degree of restraint. Net borrowed reserves, for example, rose
from slightly over $300 million in the week ended May 27 to
more than $500 million in the following week and continued
around that level.

In addition to seasonal demands that would require addi-
tions to reserves during the latter part of June, it was noted
that, within the three-week period following this meeting of
the Committee, the Treasury was to conduct another cash
financing operation in which it was anticipated that around
$3.5 to $4.5 billion of new money would have to be raised,
presumably again in the short-term area.

In considering the course of System policy, the Committee
had before it reports indicating further economic expansion
on a broad front to new high levels. Production, sales, in-
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come, and employment showed increases, while unemploy-
ment in May fell below 5 per cent of the labor force for the
first time since the end of 1957. Businesses were adding to
their inventories at an unusually high rate and had revised
upward their plans for new plant and equipment expenditures.
Total bank credit expansion, including that of the Federal
Reserve Banks, appeared to have been adequate to meet the
persistent gold outflow and provide for further expansion of
the money supply. Abroad, general economic expansion
seemed clearly in process, with principal foreign countries con-
tinuing to show a strong balance-of-payments situation and to
accumulate gold and dollar reserves.

On the basis of business and credit conditions and in view
of the forthcoming Treasury financing, the consensus favored
continuance of the present open market policy of restraint on
inflationary credit expansion. While a number of Committee
members expressed the hope that the Account Management
would be able to avoid any development of less restraint
against credit expansion, others urged caution against opera-
tions that might result in excessive tightness.

With no change in policy indicated by the consensus at the
meeting, the Committee continued without change the direc-
tive, adopted at the May 26 meeting, which was stated in
terms of restraining inflationary credit expansion in order to
foster sustainable economic growth and expanding employ-
ment opportunities.

Votes for this action: Messrs. Hayes, Vice Chairman, Allen,

Deming, Erickson, Johns, King, Robertson, Shepardson, and
Szymczak. Votes against this action: None.

July 7, 1959
Authority to effect transactions in System Account.

It appeared to the Committee that a number of major ex-
pansive influences that had been operating in the economy,
including residential construction, inventory accumulation,
and gains in industrial productivity, might now have passed
their maximum rates of growth and that some slowdown in the
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rapid pace of advance could be expected during the next few
months. A major industrial uncertainty was the possibility of
a strike in the steel industry. However, for the period up to
the time of this meeting, the data reflected continuation of a
vigorous expansion in economic activity. Industrial produc-
tion apparently had increased further in June, while estimates
placed gross national product for the second quarter up $10
billion from the first quarter of the year in terms of both cur-
rent and constant dollars. Expanding consumer demand was
being supported by a rapid growth of consumer instalment
credit, which increased in the April-May period at an annual
rate in excess of $5 billion.

During June, money markets were under pressure from
continued strong credit demands. The restricted availability
of bank reserves made it necessary for banks to reduce their
holdings of securities by large amounts in order to meet these
demands, and a high level of borrowings at the Federal Re-
serve Banks also kept the banks under restraint. It now ap-
peared that growth in the money supply during the first six
months of 1959 had been at an annual rate of about 2 per cent
but that only a small increase had taken place in May and
none in June,

At the time of this meeting, interest in the Government
securities market focused on the new Treasury financing,
which involved the offering of a total of $5 billion of bills at
auctions on July 1 and July § in addition to the regular weekly
bill auctions. There had been pronounced increases in interest
rates in recent weeks, and in the regular Treasury bill auction
on the day preceding this meeting demand for both long- and
short- bills was light, resulting in an average rate of 3.26 per
cent for the 91-day bills and 3.96 for the 182-day bills.
Awards to dealers had totalled $587 million, and the result of
that auction indicated another upward adjustment in bill rates.

For the period immediately ahead, it was the consensus that
there should be no change in open market policy. However,
in view of the difficult Treasury financing situation, the in-
struction to the Manager of the System Open Market Account
was tempered with the proviso that, in carrying on operations
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for the Account, doubts should be resolved on the side of case
during the period of Treasury financing.

In view of the decision of the Committee to make no change
in policy, and with the indicated understanding as to resolving
doubts on the side of ease, the directive calling for restraint on
inflationary credit expansion in order to foster sustainable
economic growth and expanding employment opportunities
was again renewed without change.

Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Allen, Balderston, Deming, Johns, King,
Mills, Shepardson, Szymczak, and Bopp. Votes against this
action: None.

July 28, 1959
Authority to effect fransacions in System Account.

At this meeting the Open Market Committee continued
without change the policy directive providing for restraint on
inflationary credit expansion in order to foster sustainable eco-
nomic growth and expanding employment opportunities.

Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Allen, Balderston, Deming, Erickson, Johns,
Mills, Robertson, and Shepardson. Votes against this action:
None.

Financial developments during July had been dominated by
the massive Treasury operations, which included not only the
raising of $5 billion of new cash through two bill offerings but
the subsequent refunding of $14 billion of issues maturing on
the first of August. Difficulties and uncertainties connected
with the earlier Treasury operations resulted in a sharp rise in
rates to the level of 434 per cent for a one-year issue, but this
rate attracted funds from widespread sources. The refunding
offer at 4% per cent on both a 1214 month issue and a 4-year,
9-month issue was successful, with unusually low attrition. As
a consequence, the tone of the Government securities market
had improved somewhat, and the amount of prospective new
Treasury financing in mid-August was reduced.
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(On July 16, 1959, the Open Market Committee, by poll of
the available members, authorized exchange of as much as
one-half of System Open Market Account holdings of $8,143
million of Treasury certificates of indebtedness maturing
August 1, 1959, into 434 per cent notes maturing May 15,
1964, the remainder to go into 4% per cent notes maturing
August 15, 1960. Only $2.6 billion of the Account’s certifi-
cate holdings actually were exchanged into the 1964 notes.
The purpose of this authorization was to assist the Treasury
in evening out the maturity schedule. )

Almost all recent economic data continued to reflect rapid
growth. Expansion in the second quarter of 1959 proved to
have been more vigorous than earlier figures had indicated,
with gross national product rising at an annual rate of $13
billion above the previous quarter. The increase over the
quarter in physical volume amounted to about $10 billion, so
that there was $3 billion of inflationary price rise, i.e., an
annual rate of a billion dollars a month. Consumer spending
advanced by the near-record rate of $7.5 billion during the
quarter. Demand for producer durable goods was strong, re-
flecting both increased consumer spending and rising business
investment, and construction activity continued at close to
peak levels in June. Although wholesale prices of industrial
commodities marked time, the consumer price index showed
an abrupt rise of .4 per cent in June. A major uncertainty
was introduced into the economic situation by the steel strike
that began July 15 after extensive negotiations failed to pro-
duce a settlement. Another matter of concern accompanying
the expansion in business was the balance-of-payments situa-
tion; it now appeared that the total accumulation of gold and
dollar assets by foreign accounts in 1959 might be over $4 bil-
lion, compared with $3.4 billion in 1958.

The generally strong business picture, the strength of credit
demands, the need to keep the Treasury’s seasonal deficit
financing in the next few months from swelling the money sup-
ply unduly, prospective wage and price developments, and the
failure of the balance of payments to show improvement ap-
peared clearly to justify continued monetary restraint. On the
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other hand, the steel strike had injected a major element of
uncertainty into the outlook, and the situation in the Govern-
ment securities market remained delicate in spite of the suc-
cessful Treasury refunding. Thus, although an opinion was
expressed that such inflationary pressures as now existed
would be adequately contained by a more moderate degree of
restraint, the consensus favored aiming as far as practicable
at the same degree of restraint on credit expansion as cur-
rently prevailed. Accordingly, the directive was renewed
without change.

August 18, 1959
Authority to effect fransactions in System Account.

The conclusion reached by the Open Market Committee
was to aim toward maintenance of the status quo, that is, con-
tinuation of the existing degree of restraint, during the period
immediately ahead, with no change at this time in the policy
providing for System open market operations with a view to
restraining inflationary credit expansion in order to foster sus-
tainable economic growth and expanding employment oppor-
tunities. Accordingly, the directive was renewed in the form
that had been in effect since May 26.

Votes for this action: Messrs. Martin, Chairman, Allen,
Balderston, Deming, Erickson, Johns, King, Mills, Szymczak,
and Treiber. Votes against this action: None.

In discussion leading to this conclusion relative to the
course of open market policy, the Committee gave considera-
tion to whether the present economic situation and prospective
developments justified moving in the direction of additional
restraint during the two-week period before its next meeting,
scheduled for September 1, 1959, or, on the other hand,
whether the tendency should be in the direction of leaning
slightly on the side of ease.

The business and financial position was characterized by
strong and broadly-based demands despite the month-old steel
strike, and general optimism was reported to prevail with re-
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spect to the business and employment outlook over the next
few months. There continued to be reports of strong demand
for bank credit, widely distributed among different types of
borrowers. The index of industrial production dropped 2
points in July, but this was accounted for by the steel strike
along with adjustments from the abnormal levels of activity
in some sectors of the economy that had been attained in the
past few months in anticipation of the strike. However, ap-
proximately 5 per cent of the labor force (exclusive of those
on strike) was unemployed, and some excess production
facilities were still available. Although the volume of com-
mercial bank loans had expanded, this expansion was accom-
panied by substantial divestment of Government securities by
the banks. This trend, together with the continued high level
of member bank borrowing at the Federal Reserve Banks, sug-
gested to some the possibility that monetary and credit policy
may have been more restrictive than appeared from surface
indications. The consensus that emerged from consideration
of these and other factors favored continuing the present de-
gree of restrictiveness at least until the next Committee
meeting.

September 1, 1959
Authority to effect tramsactions in System Account.

The two-week period since the previous meeting of the
Open Market Committee was marked by a further steep in-
crease in Treasury bill rates. The rate on three-month bills,
which was at the 3 per cent level in late July and moved up to
3.40 per cent by mid-August, had now increased to a point
where the average rate in the auction on the day prior to this
meeting was 3.89 per cent. In the same auction the average
rate on six-month bills was 4.47 per cent, almost 75 basis
points above the average rate in the auction on August 17.
This rise in rates reflected continued sales of short-term secur-
ities by banks in order to meet an exceptionally strong loan
demand, reduced demand for Treasury bills on the part of non-
bank buyers as seasonal increases in cash needs approached,
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and further additions to the supply of bills. The current rate
level caused attention in the market to focus on the Reserve
Bank discount rate (3% per cent) and the commercial bank
prime rate (42 per cent); uncertainties with respect to the
latter rate were resolved when an increase to 5 per cent was
announced on the morning of this meeting,

Aside from the influence of work stoppages attributable
directly or indirectly to the steel strike, the economic picture
presented at this meeting appeared to be one of widespread
strength. Construction activity, although showing moderate
decline from the all-time record level of April and May, was
at a rate one-third higher than a year earlier. New orders and
sales figures for durable goods manufacturers reflected marked
strength in most lines, retail sales continued vigorous, and con-
sumers continued to seek and incur instalment and mortgage
debt at a near-record pace. After rising in June, United States
exports reached a seasonally adjusted rate in July one-fifth
above the level earlier in the year. While prices of industrial
commodities showed relative stability, the consumer price
average rose in four consecutive months through July, with a
broad range of price increases.

Discussion at this meeting revealed cross currents of think-
ing with respect to the appropriate posture of System policy at
this juncture. Among other things, it was pointed out that the
level and trend of Treasury bill and other short-term market
rates, together with the increase in the commercial bank prime
rate, raised a substantial question as to the practicability of
indefinite continuation of the existing Reserve Bank discount
rate.

With respect to the appropriateness of the current degree of
credit restraint, some sentiment was expressed to the effect
that it would be a mistake to await settlement of the steel
strike before moving to a more restrictive position. This point
of view suggested that there should be some reluctance on the
part of the System in meeting seasonal reserve needs and some
increase in the level of net borrowed reserves. A different
point of view expressed by one member of the Committee held
that recent developments indicated that current System policy
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was unduly restrictive and that its continuation might not be
consistent with the System’s objective of fostering longer-run
economic growth and stability. This opinion suggested that
System policy traditionally had sought to meet seasonal credit
needs and that there should be no doubt about doing so at this
time,

The majority of the Committee favored maintenance of the
existing degree of pressure on reserve positions of banks in the
period immediately ahead, but no intensification, which would
mean supplying reserves to meet the usual seasonal increase in
money and credit needs during the next few weeks. Factors
influencing the thinking of the majority included the uncer-
tainties attendant upon the steel strike and the further compli-
cations that might be created in the Government securities
market by the exertion of additional restraint at this time.

Some consideration also was given to the possibility of a
revision of the Committee’s directive to the Federal Reserve
Bank of New York. However, in view of the consensus that
there should be no move at this point toward either more or
less restrictiveness on reserves, the Committee made no change
in the existing directive, providing for open market operations
with a view to restraining inflationary credit expansion in
order to foster sustainable economic growth and expanding
employment opportunities.

Votes for this action: Messrs. Martin, Chairman, Allen,
Balderston, Deming, Erickson, King, Mills, Robertson, Shep-
ardson, Szymczak, Bryan, and Treiber. Votes against this
action: None.

September 22, 1959

Autherity to effect transactions in System Account.

The directive to the Federal Reserve Bank of New York
was renewed without change, continuing the Open Market
Committee’s policy of restraining inflationary credit expansion
in order to foster sustainable economic growth and expanding
employment opportunities.
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Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Allen, Balderston, Deming, Erickson, Johns,
King, Mills, Robertson, Shepardson, and Szymczak. Votes
against this action: None.

The Committee’s decision to renew the existing policy direc-
tive was made after presentation and consideration of a de-
tailed review of the national and regional economic and finan-
cial situation. Although no change was made in the directive
that provided for restraint on inflationary credit expansion,
the Committee qualified its instruction to the New York Re-
serve Bank with an understanding that t0 whatever extent
operations in the open market for the System Account might
result in deviations from the existing degree of restraint on the
reserve positions of banks, such deviations preferably should
be on the side of reducing restraint. The large majority of
Committee members favored this understanding, but the op-
posite view was put forward, namely, that any such deviations
from the existing degree of pressure be on the side of greater
restraint.

This policy decision was made against the background of
information showing that, despite the spreading effects of the
steel and other strikes, economic activity and credit demands
were continuing at a high level. The discount rates of all
Federal Reserve Banks had been increased from 3%% per cent
to 4 per cent since the September 1 meeting, and rates on the
longest outstanding Treasury bills had been bid at above 5 per
cent. Some uncertainties were expressed as to the near-term
future, depending on the settlement of the steel strike, but with
demand for credit continuing strong, bank reserve positions
remained under pressure. The banks continued to dispose of
Government securities to help in meeting loan demands, and
the Government securities market had weakened around mid-
September as nonbank holders liquidated securities to meet
quarterly tax and dividend payments. Investor demand was
low, the market supply of Treasury securities was large, and it
was noted that a new short-term Treasury financing expected
in October would add further to the supply of securities on the
market.
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Some concern was expressed about the difficulties that the
Treasury might expect in its imminent cash financing opera-
tion. The point also was made that the anti-inflationary policy
that had been followed for some months was contributing to a
tempering of business and investor exuberance in forward ex-
pectations and planning. Another factor noted was that the
seasonal increase in demand for credit during the fall of the
year would tend automatically to increase pressure on banks,
even though additional amounts of reserve funds were sup-
plied to the market by the Federal Reserve in accordance with
projections of aggregate needs of the banking system.

The conclusion of the Committee that the degree of re-
straint to be maintained in the market during the next few
weeks should be about the same as in the recent past, but that
any deviations preferably should be on the side of less re-
straint, was a reflection of such considerations as the fore-
going, even though there was recognition of factors to suggest
a rapid recovery in economic activity, perhaps developing
boom characteristics, after production of steel was renewed.

October 13, 1959
Authority to effect transactions in System Account,

At its preceding meeting (September 22, 1959), the Open
Market Committee made no change in the existing policy
directive calling for restraint on inflationary credit expansion,
with the instruction to the Federal Reserve Bank of New York
qualified by the understanding that, to whatever extent System
Open Market Account operations might result in deviations
from the existing degree of restraint, such deviations prefer-
ably should be on the side of reducing the degree of restraint.

At the time of this meeting (October 13), the business and
financial outlook was obscured by the cumulative impact of
the steel strike. Important economic developments since late
spring suggested a possibility that the danger of inflationary
boom might have been overcome, although a positive judg-
ment in this respect awaited settlement of the steel strike and
the results flowing from such a settlement. The Committee’s
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analysis of the domestic situation gave little reason for either
increasing restraints or providing additional stimulants to the
economy, and in these circumstances the consensus favored
watchful waiting and marking time in the period immediately
ahead.

One member of the Committee, Mr. Mills, in whose opinion
a moderating of the policy of credit restraint had long been in
order, dissented from the policy indicated by the consensus,
although only mildly at this particular juncture. Mr. Mills felt
that a gradual shift in policy toward relaxation of restraint
was called for and that a cautious approach in shaping the
supply of reserves and expanding the availability of credit was
required in order to avoid provoking an artificial distortion in
the structure of interest rates. While certain other members of
the Committee also favored a mild backing away from the
present degree of restraint, in those cases the shades of differ-
ence involved were not sufficient to cause them to record dis-
agreement with the policy indicated by the consensus. Mr.
Mills, although dissenting to the extent indicated from a policy
of watchful waiting and marking time, joined in the unani-
mous vote to continue the existing directive to the Federal
Reserve Bank of New York, which provided for restraining
inflationary credit expansion in order to foster sustainable
economic growth and expanding employment opportunities.

Votes for this action: Messrs. Martin, Chairman, Allen,
Balderston, Deming, Erickson, King, Mills, Robertson, Shep-
ardson, Szymczak, and Treiber. Votes against this action:
None.

November 4, 1959
Authority to effect transactions in System Account.

The Open Market Committee again renewed without
change its directive to the Federal Reserve Bank of New York
calling for operations with a view to restraining inflationary
credit expansion in order to foster sustainable economic
growth and expanding employment opportunities.
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Votes for this action: Messrs. Hayes, Vice Chairman,
Allen, Balderston, Deming, Erickson, Johns, King, Robertson,
Shepardson, and Szymczak. Vote against this action: Mr.
]Naﬂls. -

Renewal of the directive reflected the conclusion of the
Committee, after analysis of business and financial develop-
ments, that there should be no change in basic policy at this
time and that in implementing the policy decision, operations
for the Open Market Account should aim at maintaining a
feeling of stability in monetary and credit conditions and as-
suring the availability of funds for seasonal credit needs.

In reaching its decision as to policy, the Committee gave
careful consideration to the continuing lull in economic ac-
tivity and in monetary and credit demands. This Iull, which
had been evident at the October 13 meeting and which led to
the suggestion that current developments pointed less in the
direction of inflationary boom than was earlier considered
likely, was associated largely with the steel strike and its cumu-
lative impact on various segments of the economy. Despite
the strike, demand, particularly at the consumer level, re-
mained strong, and an upward tilt was visible in prices for
consumer goods and most basic industrial materials. Never-
theless, following a year of heavy pressures in the over-all de-
mand for funds, some moderation of expansive pressures had
appeared in late September and continued to characterize the
financial markets. At this stage, however, it was questionable
whether this moderating of pressures reflected a change in
trend or simply a passing phase.

In voting against continuing the existing directive, Mr.
Mills proposed revising clause (b) so that it would provide
for “fostering sustainable economic growth and expanding
employment opportunities while guarding against inflationary
credit expansion.” This suggestion reflected his judgment that
uncertainties as to the future were strong enough to argue for
a monetary and credit policy that would lessen the degree of
restraint on credit expansion. Certain other Committee mem-
bers expressed themselves as leaning toward a slight easing of
restraint, but only to the extent that this might be accom-
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plished within the framework of the existing policy directive.
None expressed the view that there should be an intentional
increase in the degree of restraint at this time.

November 24, 1959
Authority to effect transactions in System Account.

The policy directive providing for restraint on inflationary
credit expansion in order to foster sustainable economic
growth and expanding employment opportunities was again
renewed by the Open Market Committee.

Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Allen, Deming, Erickson, Johns, King,
Robertson, Shepardson, and Szymczak. Vote against this
action: Mr. Mills.

The consensus of this meeting favored maintaining the same
degree of restraint. In reaching this conclusion as to the ob-
jective that should guide open market operations in the ensu-
ing three-week period, the Committee had in mind that the
period of heaviest pre-Christmas drain on reserves was now
beginning and that the financial markets would be subject to
the usual special pressures of the season. In addition, the $2
billion Treasury cash financing operation for which subscrip-
tions were being received the day of this meeting suggested no
change in the degree of restraint.

Activity in the steel industry had been resumed for approxi-
mately two weeks, after a four-month interruption, under a
Taft-Hartley Act injunction. Steel production had climbed to
about 80 per cent of capacity in the week before this meeting,
and a 90 per cent rate was estimated for the current week.
Nevertheless, the outlook as to the rate of economic advance
remained uncertain, particularly since it was not yet known
when and how the steel and other major labor disputes might
ultimately be settled and what would be the continuing and in-
direct effects of shortages that had accumulated during the
work stoppage.

Evidence of the underlying strength in the business situa-
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tion that had prevailed despite the strike led to expression of
the view by some members of the Committee that settlement
of the steel dispute might result in a sharp upsurge marked by
unsustainable elements of expansion and strong pressures for
price increases. Those expressing this view urged that the
trends be watched carefully, although they did not propose
that the current degree of credit restraint should be intensified
at this point. The view also was presented that the System
should be ready to move in the direction of lessening restraint
if a pattern of reduced pace of economic expansion should
emerge. It was noted, among other things, that stability of the
money supply and money velocity had prevailed over recent
months and that the seasonal growth of bank credit this fall
had been somewhat below normal, reflecting at least in part a
slackening in economic activity and monetary needs related to
the steel stoppage. At the same time, the public’s holdings of
liquid assets in the form of short-term Government securities
had continued to increase. Under all these circumstances, the
consensus was that the current open market position was not
unduly restrictive or stimulating and should be continued.

Mr. Mills, who voted against continuing the existing policy
directive, renewed the suggestion he had made at the meeting
on November 4 that clause (b) be amended to provide for
“fostering sustainable economic growth and expanding em-
ployment opportunities while guarding against inflationary
credit expansion.” This suggestion reflected his view that the
availability of credit had been brought to a point where the
commercial banking system was restricted in making its nor-
mal contribution creditwise to growth and stability.

December 15, 1959
Authority to effect tramsactions in System Account.

The Open Market Committee continued the policy directive
calling for restraint on inflationary credit expansion in order
to foster sustainable economic growth and expanding employ-
ment opportunities.
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Votes for this action: Messrs. Martin, Chairman, Hayes,
Vice Chairman, Allen, Balderston, Deming, Erickson, Johns,
King, Robertson, Shepardson, and Szymczak. Vote against
this action: Mr. Mills.

At the time of this Committee meeting, the last held during
calendar year 1959, a substantial recovery of industrial pro-
duction from the setback due to the steel strike was under way.
With full-scale output restored in the steel and to a large ex-
tent in the steel-dependent industries, it was anticipated that
the Board’s index of industrial production, placed at 147 for
October and estimated at 148 for November, would advance
further in December by five or more index points. Retail sales
showed widespread gains in November in lines other than
automobiles, and early December figures indicated some addi-
tional advance. Employment rose moderately in November,
the gain being concentrated mainly in durable goods indus-
tries, while wholesale price averages were marked by relative
stability and consumer prices continued to veer upward. Buy-
ing at the consumer level was supported by a further strong
growth of instalment credit. Recent data confirmed that the
balance-of-payments position of the United States had not
deteriorated further and probably had strengthened somewhat.
Abroad, the expansion of economic activity in industrial na-
tions continued to be vigorous.

Domestically, prospects seemed weighted toward resump-
tion of an expansionary movement. Although the trend in
housing construction was downward from a very high level
and a similar trend prevailed with respect to agricultural com-
modity prices, most general business indicators appeared likely
to reach or exceed previous records in the near future. As yet,
however, evidence of a general scramble for inventories was
lacking, and latest estimates of plant and equipment expendi-
tures suggested somewhat less of an upward trend than had
been expected earlier. With the injunction period under the
Taft-Hartley Act due to expire in January and labor-manage-
ment negotiations apparently making little progress, the ulti-
mate outcome of the wage dispute in the steel industry re-
mained in doubt.
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Largely in response to usual seasonal liquidity needs, and
perhaps to some increase in credit demands as a result of the
resumption of steel operations, interest rates rose in the latter
part of November and early December. System open market
transactions supplied nearly half a billion dollars of reserves
to the market during the three-weck period preceding this
meeting, and in addition some reserves were released by action
to permit member banks with relatively large holdings of vault
cash to count part as required reserves, effective at the begin-
ning of December. Treasury bill rates reached new record
highs in the first part of December, but on the other hand
there were occasions when the money market showed signs of
easing. Among the cross currents in the market was an ele-
ment of uncertainty concerning the trend of interest rates in
early 1960. Although a decline in rates usually follows the
end-of-year rise, there was some feeling that a resumption of
expansion in credit demands following settlement of the steel
strike might contribute to rate firmness. Also, substantial
Treasury financing operations were in prospect, including the
raising of possibly as much as $2%% billion of new money in
January, the refunding of a $2 billion issue of special bills
maturing January 15, and the refunding of a large February
certificate maturity.

Analysis of business and financial developments and pros-
pects resulted in a consensus favoring maintenance of the de-
gree of restraint on credit expansion that had been agreed
upon by the Committee at its meeting on November 24, 1959.
Noting that the economy was still operating below capacity,
that the growth of the quantitative money supply had been
quite small during the past year, and that the liquidity of the
banking system had diminished, some Committee members
concluded that the cumulative effects of monetary policy may
have become sufficient for a time and that a cautious approach
should be followed in order to prevent undue tightness.
Within this group, a few felt that the tendency of System
policy might well be toward a slight relaxation of restraint, or
at least that doubts arising in the conduct of open market
operations should be resolved on the side of ease. However,
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in view of the prospects for an advancing level of economic
activity, with vigorous monetary and credit demands, in the
months ahead, other members felt that the greater danger lay
in too little rather than too much restraint. The prevailing
opinion was that any lessening of restraint at this time would
be unwise.

Mr. Mills, who voted against renewal of the existing policy
directive, proposed the alternative wording for clause (b) that
he had also suggested at the two previous Committee meet-
ings. He believed that Federal Reserve monetary and credit
policy should aim at moderate restraint over the expansion of
bank credit, as contrasted with what he considered to be a
policy of relatively severe restriction.

* * *

The policy directive of the Open Market Committee in
effect at the beginning of 1959 was aimed at fostering condi-
tions in the money market conducive to sustainable economic
growth and stability. Within the framework of this directive,
however, there was room for an increase in pressure on mem-
ber bank reserve positions during the spring, as recovery in
the economy had given way to expansion. On May 26, the
directive was revised to provide that transactions should be
undertaken with a view to restraining inflationary credit ex-
pansion in order to foster sustainable economic growth and
expanding employment opportunities. Although this was the
only change during the year in the language of the directive,
there were occasions, as indicated in the entries for the indi-
vidual meetings, when the directive was issued with the under-
standing that in the conduct of open market operations there
would be a leaning on the side of restraint or of ease. The
directive at the end of 1959 instructed the Federal Reserve
Bank of New York, until otherwise directed by the Committee:

(1) To make such purchases, sales, or exchanges (including replace-
ment of maturing securities, and allowing maturities to run off without
replacement) for the System Open Market Account in the open market
or, in the case of maturing securities, by direct exchange with the
Treasury, as may be necessary in the light of current and prospective
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economic conditions and the general credit situation of the country, with
a view (a) to relating the supply of funds in the market to the needs of
commerce and business, (b) to restraining inflationary credit expansion
in order to foster sustainable economic growth and expanding employ-
ment opportunities, and (c) to the practical administration of the Ac-
count; provided that the aggregate amount of securities held in the
System Account (including commitments for the purchase or sale of
securities for the Account) at the close of this date, other than special
short-term certificates of indebtedness purchased from time to time for
the temporary accommodation of the Treasury, shall not be increased
or decreased by more than $1 billion;

(2) To purchase direct from the Treasury for the account of the
Federal Reserve Bank of New York (with discretion, in cases where it
seems desirable, to issue participations to one or more Federal Reserve
Banks) such amounts of special short-term certificates of indebtedness
as may be necessary from time to time for the temporary accommoda-
tion of the Treasury; provided that the total amount of such certificates
held at any one time by the Federal Reserve Banks shall not exceed in
the aggregate $500 million.
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