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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

April-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%2 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-eatly
September

August-
September

October

Late October—
early November

Mid-November-
December

Bought 2 small volume of U. S. Gov-
ernment securities other than short-
tertn 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
pet 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
eatlier 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 uptutn 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
matket rates.

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




August 19, 1958
Authority to effect transactions in System Account.

The policy directive of the Federal Open Market Committee was
changed at this meeting by adopting wording for clause (b) of
paragraph (1) to provide that, among other things, transactions be
with a view “to fostering conditions in the money market conducive
to balanced economic recovery.” This wording superseded that
adopted at the meeting on July 29, which called for operations with
a view “to recapturing redundant reserves” and which was supple-
mented by the action taken on August 4 designed to keep from
having redundant reserves return.

Votes for this action: Messrs. Martin, Chairman, Balderston,
Fulton, Irons, Leach, Mangels, Shepardson, Vardaman, and
Treiber. Votes against this action: none.

Information presented at this meeting showed that vigorous revival
in domestic economic activity was taking place. Similarly, in Canada
revival appeared to be under way. In Europe, production trends had
been mixed, with contractions, where occurring, apparently associated
with inventory adjustment.

In the United States the Board's index of industrial production
through July had risen at least seven points or 6 per cent, from April,
and it seemed possible that late data might raise the amount of ad-
vance. Regional reports bore out the national trend, although some
important areas of the country were still not experiencing much re-
covery and the total number of unemployed persons nationally re-
mained disturbingly large.

Domestic financial developments since late July included further
expansion in bank credit, which had risen by $7 billion in the first
seven months of the year. Financial markets had been influenced by
the stream of economic data and corporation reports indicating that
vigorous recovery was under way; by indications and rumors that
Federal Reserve policy might be shifting away from ease (the Board
of Governors of the Federal Reserve System had increased margin
requirements for purchasing and carrying listed securities from 50
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per cent to 70 per cent, effective August 5, 1958); and by a flow of
banking, monetary, and Treasury deficit data pointing to a sharp in-
crease in the cash balance position of the economy.

In considering policy, the Committee was faced with the fact that
the large Federal Government deficit would have to be financed dus-
ing a period characterized by broadly spread revival of productive
activity and incomes and an abnormal expansion in privately held
cash balances, and by the emergence of an inflationaty psychology in
the stock market and other financial markets that could easily spill
over into commodity and real estate markets. Notwithstanding the
substantial numbers of unemployed persons, the data presented indi-
cated that the rate of expansion in the money supply in the immediate
future should be tempered and that operations for the System Open
Market Account should move in the direction of lower free reserves
without seriously disrupting the Government securities market. The
fact that seasonal influences would be working in this direction
through the Labor Day week end suggested that, without too much
pressure, the System Account might be able to move in the direction
of the elimination of free reserves by the time of the next meeting.

In terms of the policy directive, the objectives sought by the Fed-
eral Open Market Committee were encompassed in the amended
wording of clause (b) to provide that operations should be with a
view, among other things, “to fostering conditions in the money
market conducive to balanced economic recovery.” This wording of
the directive may be compared with that in effect from the March 4,
1958 meeting until July 29, which called for open market operations
“contributing further by monetary ease to resumption of stable
growth of the economy,” and which had been temporarily inoperative
from July 18 to July 24 in view of the special authority to make pur-
chases for the purpose of correcting a disorderly condition in the
Government securities market.

In its discussions of the policy directive the Committee also con-
sidered the market structure of interest rates, noting that the discount
rate of the Federal Reserve Bank of San Francisco had been increased
from 13, per cent to 2 per cent effective August 15, 1958. The
reasons for this rate increase, which are presented in the section of
this report dealing with policy actions of the Board of Governors of
the Federal Reserve System, were reviewed at this meeting, and the
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rate increase was considered to be consistent with the action taken by
the Open Market Committee in deciding to move toward reduced
reserve availability.


m1crl99
Rectangle


