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Period

January-June

August

July-
Mid-October

Mid-October-
December

November—
December

Action

Reduced holding of U. S. Govern-
ment securities by about $1.8 billion,
Member bank borrowings increased
from an average of $400 million in
January to $1 billion in June.

Raised discount rates from 3 to 3%
per cent at all Reserve Banks.

Bought and subsequently sold small
amounts of U. S. Government securi-
ties at various times. Member bank
borrowings remained at or near aver-
age of $1 billion.

System holdings of U. S. Govern-
ment securities increased by $1 bil-
lion, including substantial amounts
of securities held under repurchase
agreement. Member bank borrowings
declined to an average of less than
$750 million.

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

Purpose of action

To offset the effect on re-
serves of seasonal factors and
the sale of $600 million of
gold to the United States
Treasury by the International
Monetary Fund, and to exert
pressure on bank reserve po-
sitions by bringing about a
higher level of member bank
borrowings.

To bring discount rates into
closer alignment with open
market money rates and
maintain the restrictive ef-
fect of member bank bor-
rowing.

To meet changing reserve
needs and at the same time
maintain continuing pressure
on bank reserve positions.

To increase the availability
of bank reserves and thereby
cushion adjustments and mit.
igate recessionary tendencies
in the economy.

To reduce the cost of bor-
rowing from the Reserve
Banks and eliminate any un-
due restraint on bank bor-
rowing in view of the de-
cline in business activity and
evidences of economic re-
cession.
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January 8, 1957
1. Authority to effect transactions in System account.

The Committee changed clause (b) of the first paragraph of its
directive to provide for open market operations with a view, among
other things, “to restraining inflationary developments in the inter-
est of sustainable economic growth while recognizing unsettled con-
ditions in the money, credit, and capital markets and in the interna-
tional situation.” Since November 27, 1956 this clause had read “to
restraining inflationary developments in the interest of sustainable
economic growth while recognizing additional pressures in the
money, credit, and capital markets resulting from seasonal factors
and international conditions.”

Votes for this action: Messrs. Martin, Chairman, Hayes, Vice
Chairman, Balderston, Erickson, Fulton, Johns, Mills, Powell,
Robertson, Shepardson, and Szymczak. Votes against this action:

None.

‘The domestic economic situation, as of this meeting, was sum-
marized as strong and still on the inflatonary side; while abroad it
was partly slackening and partly steady in Europe and inflationary
outside Europe. Commodity prices were continuing to tend upward,
industrial production had risen slightly in December from the No-
vember Jevel and a further rise appeared possible for January, con-
struction activity bad been holding close to record levels, total
employment was close to the highest levels reported for this season
of the year, business inventories had shown a spurt in November
(the latest month for which data were available), new orders in
durable manufacturing in November exceeded slightly previous
record levels, and personal income in November had been 6 per
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cent ahead of a year earlier. Department store sales in November
and December had shown similar gains over the previous year. The
full year 1956 represented close to capacity performance for the do-
mestic economy, and this had taken place while the rate of increase
in the privately held monetary stock had declined, the money supply
having averaged only 1.3 per cent greater in the course of 1956 than
in 1955. Although there had been a more active use of the existing
money stock, the cumulative effects of the slower growth in the pri-
vately held money stock had operated to retard the further expansion
of aggregate demand for goods and services in relation to output and
to damp down inflationary pressures.

This business picture showed essentially no change since the De-
cember 10 meeting of the Committee, although there were intima-
tions that the upward thrust of the economy might be losing some
of its momentum. System open market operations during the clos-
ing weeks of 1956, as called for by the directive approved at the
November 27 and December 10 meetings, had been designed to
meet expected heavy liquidity needs of the period due to seasonal
and special international factors. They had, in effect, been conducted
s0 as to prevent any increase in restrictive pressures beyond those
previously applied and had actually relaxed pressures somewhat.
There had been continued pressures on the market, however, because
of the very heavy credit demands, some of which reflected more than
the usual business borrowing to meet end-of-year financial needs,
owing in part to the reduced liquidity of business. These develop-
ments indicated that credit demands continued to be vigorous.

With the economy operating at close to capacity limits and with
prices continuing to rise, the change in the policy directive to delete
the reference to seasonal factors that brought additional pressures
and which had called for some adjustment of policy in the last few
weeks of 1956 seemed appropriate. At the same time, the revised
wording registered an awareness by the Committee of the possibility
of unduly severe restraint inherent in the current low level of cor-
porate liquidity and in the financing program ahead. In other words,
the directive issued at this first meeting of 1957 continued the policy
of restraint upon credit expansion that had been in effect for ap-
proximately two years, but it represented an adjustment from the
program followed in the last few weeks of 1956 when funds had
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been put into the market to help meet added seasonal pressures
within the limits of the policy of restraint.

2. Resolution concerning International Monetary Fund transac-
tions.

The Committee approved the following resolution: “Resolved,
that the Federal Open Market Committee express no views with
respect to the form in which the International Monetary Fund
chooses to draw upon its dollar resources.”

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

This resolution was a response to an inquiry by the United States
Executive Director of the International Monetary Fund who had
inquired whether the Federal Reserve System would see objection
to use by the Fund of some of its gold holdings in meeting prospec-
tive drawings against the Fund. In concluding that it would express
no views as to the form in which the Fund might choose to draw
upon its dollar resources, the Committee sought to preserve the
utmost freedom to the Fund in meeting its problems. It was not
felt that the Federal Reserve System should tell the Fund or any
other agency how it should carry out its responsibilities. The Com-
mittee wanted, however, to be kept informed by the Fund in ad-
vance of its operatiops in the American market and appreciated
having had an opportunity to know of and consider the current pro-
posal. In keeping with this approach, the Committee felt that the
System should follow monetary policy that fitted the circumstances
whenever external factors occurred. Thus, in approving the resolu-
tion it was understood that the Committee’s operations would be
used to offset the influence of the operations of the Fund in ac-
cordance with whatever the Committee’s policy might be.
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