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MONEY MARKET IN DECEMBER
The pressures on bank reserve positions lessened during 

December, although year-end strains generated some tight
ness in the money market from time to time. Over the 
earlier part of the month, prices of Government securities 
continued the advances which had begun in late October 
and had quickened after the discount rate reduction at the 
middle of November. Before midmonth, however, these 
prices began the mixed fluctuations that are characteristi
cally produced by the variety of transactions related to 
taxes, dividends, and other special influences in December. 
Near the very end of the month, the market atmosphere 
became somewhat easier again, and Treasury bill rates 
declined sharply after several weeks of offsetting fluctua
tions. In the year’s final bill auction, on December 30, 
the average issuing rate dropped to a sixteen-month low 
of 2.75 per cent.

Yields on corporate and municipal bonds, meanwhile, 
after lagging somewhat behind the decisive November 
declines in Treasury issues, slid off more rapidly during 
December. The downward tendency of yields on all types 
of interest-bearing securities over the course of the month 
was apparently attributable in part to the impetus of 
Federal Reserve action, but was also influenced by the con
tinuing evidence of a slackening in business activity as well 
as by recurrent market rumors of possible additional meas
ures to ease credit. Total loans in December increased by 
about the same amount as in December of the previous 
year, probably partly because of the effects of Treasury 
borrowing and tax payments.

Bank R eserve  P ositions

During the four weeks ended December 25, member 
banks’ excess reserves averaged about 565 million dollars, 
approximately 50 million more than in the preceding 
four weeks, while average borrowings were around 700 
million, about 100 million below the November average. 
Average net borrowed reserves for the December period, 
at around 135 million dollars, were therefore less than

half as large as in the preceding four-week interval and 
were the lowest for any month since February 1957.

Early in December, reserves were supplied chiefly 
through Federal Reserve open market purchases of Gov
ernment securities. These operations more than offset the 
effects of increased currency in circulation and other 
reserve-absorbing factors, including a rise in required re
serves that stemmed from the deposit increase associated 
with bank purchases of new Treasury securities in the 
December 4 week. A drop in Treasury deposits and in 
certain other deposits at the Reserve Banks also supplied 
reserves early in the month. On balance, average net bor
rowed reserves declined to about 130 million dollars in 
the opening week of the month, and increased only to 
about 235 million in the second week. In large part, the 
improved availability of reserves initially affected the cen
tral reserve city banks in New York, which built up 
substantial surplus positions and actually were net sellers 
of Federal funds on several days early in December. From 
December 2 to 6, Federal funds were traded at rates vary
ing from 2Va to 3 per cent, with the effective rate for the 
heaviest volume of trading falling below 3 per cent on 
one day.

Later in the month, float expanded sharply, rising on 
average by 500 million dollars in the December 18 week 
and by another 370 million in the following week. The 
expansion was less than usually occurs at this time of year, 
however. Moreover, the reserves thus supplied were largely 
absorbed by the continued heavy pre-Christmas outflow of
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currency into circulation, by further increases in required 
reserves connected with seasonally heavy credit demands, 
and by a rise in Treasury deposits at the Reserve Banks. 
Over the midmonth period, the reserves provided through 
expansion in float appeared to be concentrated among 
country banks, while central reserve city banks on balance 
experienced a marked reserve drain associated with heavy 
corporate tax payments and dividend disbursements by 
firms drawing checks on central reserve city banks. This 
development sharply reversed the geographical pattern 
established earlier in the month. On balance, average net 
borrowed reserves declined during the third and fourth 
weeks of the month, dipping to 72 million in the Decem
ber 25 statement period, but the money market atmosphere 
nevertheless became somewhat tighter in this interval as 
seasonal liquidity demands generated pressures on the 
financial centers. In the final few days of the year, the 
market tone once more became easier.

Over the four-week period ended December 25, Federal 
Reserve holdings of Government securities increased by 
443 million dollars, including net purchases of 283 million 
on an outright basis and a net rise of 160 million held 
under repurchase agreement. New repurchase agreements 
were written on most days during the month and in rather

Table I
Chancres in Factors Tending to Increase or Decrease Member 

Bank Reserves, December 19S7
(In millions of dollars; ( + )  denotes increase,

(—) decrease in excess reserves)

Factor
Daily averages—week ended Net

changes
Dec. 4 Dec. 11 Dec. 18 Dec. 25

Operating transactions 
Treasury operations*.................................. +  187 

— 204
-  8 — 19 — 138 +  22

Federal Reserve float.................................. +  15 +  505 
— 146

+  389 
— 116

+  685 
— 658Currency in circulation............................... -  235 -  161

Gold and foreign account........................... +  11 -  24 — 12 — 25 — 50
Other deposits, etc...................................... +  92 -  34 -{- 33 — 7 +  84

Total........................................ -  150 -  211 +  360 +  83 ~r 82
Direct Federal Reserve credit transactions 

Government securities:
Direct market purchases or sales............. +  313 

+  101

-  154

H" 94 +  26 +  17 +  450 
+  182 
4- 9

Held nn<W repurchase agreements.......... -f 60 — 5 +  26
Loans, discounts, and advances:

Member hank borrowings....................... +  51 +  76 +  36
Other..................................................... +  3 -  1 -  2

Bankers* acceptances:
Bought outright...................... .............. +  2 +  4 +  2 +  10 +  18
Under repurchase agreements.................. +  8 -  1 +  12 +  19

Total........................................ +  266 +  215 -f 96 + 1 0 0 +  677

Total reserves........ ......................... +  116 
-  118

+  4 +  456 
-  252

+  183 
-  110 1 +

 

8
8

Effect of change in required reservesf ........... -  59

Excess reservesf . .............................. -  2 -  55 +  204 -f 73 +  220

Daily average level of member bank: 
Borrowings from Reserve Banks................. 618 669 745 781 703+

566+Excess reservesf......................................... 487 432 636 709

Note: Because of rounding, figures do not necessarily add to totals. 
* Includes changes in Treasury currency and cash, 
t These figures are estimated. 
t  Average for four weeks ended December 25.

sizable total amount, but repayments and maturities also 
were large so that the average of repurchase agreements 
outstanding did not vary substantially from week to week. 
Federal Reserve System holdings of bankers’ acceptances 
also increased during the four-week span, rising from 20 
million dollars on November 27 to 60 million by Decem
ber 25 as a result of acquisitions on both an outright basis 
and under repurchase agreements. During the final few 
days of 1957, in order to avoid potential year-end strains, 
the Federal Reserve supplied additional reserve credit 
through open market purchases of Government securities.

G ov ern m en t  Secu rities  M arket

Price increases for Government securities during the 
early part of December did not match the sharp November 
gains, which had ranged as high as 5 to 6 points, but 
they were nevertheless quite substantial. The price rise 
appeared to reflect continued net investment demand for 
securities, considerable tax swapping that usually involved 
some maturity lengthening, and further market reaction 
to the indications of a slackening in business activity. In 
the latter portion of the month, prices tended to fluctuate 
within fairly narrow limits.

For notes and bonds maturing through 1962, price in
creases during December mainly ranged up to about 2 
points, with most of the gains clustered around V2 to IV2  
points. At the longer end of the list the increases were 
generally around 2 or 3 points but were as high as 5 points 
in the case of the recently issued twelve-year 4 per cent 
bonds and over 5lA  points for the new seventeen-year 3% 
per cent bonds. The strength of these two issues may have 
been partly a result of the reluctance of investors to sell and 
take capital gains, since the securities have not been held 
for six months and profits would be taxed at regular 
income rates.

Treasury bill rates, continuing the declines that followed 
the discount rate reductions in November, generally moved 
down in the first third of December. In the regular 
Monday bill auctions on December 2 and 9 the average 
issuing rates were 3.105 per cent and 2.991 per cent, 
respectively, compared with a 3.158 per cent rate on the 
last issue auctioned in November. The December 9 
auction marked the first time since last May that the 
average issuing rate was under 3 per cent; simultane
ously, some of the shorter dated bills were quoted in the 
market to yield only around 2 per cent. Toward the 
middle of the month, however, bill rates moved higher 
again, and in the auctions on December 16 and Decem
ber 23 the average issuing rates moved up to 3.140 and 
3.174 per cent. The rise partly reflected the fact that
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these two issues were 100 million dollars larger than the 
maturing issues that they replaced. Toward the end of 
the month, bill rates moved lower again, and the decline 
accelerated sharply at the close of the period as strong 
demand developed. The average issue rate in the year’s 
final auction dropped to 2.752 per cent even though the 
amount of the new issue was once more 100 million dollars 
larger than the maturing block of bills. At the end of 
December, the longest outstanding three-month bill was 
bid to yield 2.75 per cent as compared with 3.14 per cent 
a month earlier.

The drop in yields on Government securities during 
November and December has been notable not only for 
its over-all size and rapidity, but also for its distribution 
among various maturities. Over the two-month period, 
the sharpest yield declines, running to more than 100 
basis-points, have been for securities maturing about three 
to five years hence, while the declines for both longer and 
shorter maturities have been more moderate. Since the 
securities of around three to five-year maturity range had 
carried the highest market yields in late October, the re
cent realignment of rates has significantly altered the shape 
of a yield curve based on market prices of selected Treas
ury securities. These developments may be noted in the 
accompanying chart, which compares an end-of-October 
yield curve with one drawn on the basis of late December 
data.

O th er  Secu rities  M arkets

In contrast to the Government securities market, where 
tiie drop in yields was less pronounced in December than 
in November, the downward movement in yields on out
standing corporate and municipal bonds was greater in 
December than in the preceding month. At least in the 
case of corporate issues, this apparently was partly because 
of the lighter new issue calendar during the closing weeks 
of 1957. Corporate bond issues publicly offered during 
December totaled only an estimated 155 million dollars, 
down sharply from 445 million in November and also far 
below the 370 million total in December 1956. Flotations 
by States and localities during the month aggregated some 
555 million dollars, or somewhat above the 520 million 
total in November, but nearly half of the December total 
consisted of one large issue which had been pending for 
some time.

Over the month, market yields on seasoned high-grade 
corporate issues declined from 4.02 per cent to about 3.68 
per cent according to Moody’s average. Indicative of the 
change in rate structure for both outstanding and new 
issues, a 30 million dollar telephone utility issue, rated

Aaa, was well received on December 9 at a reoffering yield 
of 3.98 per cent. This was 67 basis-points below the rate 
on a comparable bond issue on November 18, and it was 
the first time in more than a year that a corporate issue 
had been marketed at less than 4 per cent.

Market yields on seasoned municipal issues also de
clined sharply during December, with Moody’s average for 
Aaa-rated bonds down to about 2.84 per cent by the end 
of the year, compared with about 3.16 per cent in late 
November. Because of the continued volume of new offer
ings, however, the rate changes in the case of new issues 
were less striking than in the corporate area, and investor 
response to a number of issues around midmonth was only 
moderately good. On December 17 a 15 million dollar 
Aa-rated State issue was marketed at a net interest cost 
of 2.96 per cent—or about 40 basis-points below the rate 
on a similarly graded issue about one month earlier. Con
siderable attention during the month centered on a 250 
million dollar public utility district offering, which was 
well received on December 24 following some earlier 
delays. Priced initially at par and carrying a 5 per cent 
coupon, the bonds swiftly moved to a premium bid.

Small downward adjustments occurred in a number of 
short-term interest rates on December 12, continuing the 
series of reductions that had been made in November. 
The decreases, all of Vs per cent, covered directly placed 
finance company paper, open market commercial paper, 
and bankers’ acceptances. The rate on 30 to 89-day 
directly placed finance company paper was thus lowered 
to 3% per cent, while the dealers’ offered rate on prime 
4 to 6-month open market commercial paper is now 33A 
per cent. Dealers’ bid and offered rates on 90-day un- 
indorsed bankers’ acceptances moved down to 3%-3i4 
per cent, but the reduction was later reversed by a Vs per 
cent increase on December 18 which restored the 3Vi-3% 
per cent bid and offered quotations.
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Table II
Changes In Principal Assets and Liabilities of the 

Weekly Reporting Member Banks
(In millions of dollars)

Item

Assets 
Loans and investments:

Commercial and industrial loans...
Agricultural loans..........................
Securities loans.............................
Real estate loans...........................
AQ other loans (largely consumer).

Total loans adjusted*

Investments:
U. S. Government securities:

Treasury bills....................
Other...............................

Total..........
Other securities..

Total investments.....................

Total loans and investments adjusted*..

Loans to banks....................................
Loans adjusted* and “other” securities.

Liabilities
Demand deposits adjusted............
Time deposits except Government.
U. S. Government deposits............
Interbank demand deposits:

Domestic..................................
Foreign.....................................

Statement week ended

Nov.
27

260 
• 7 

128

-  397

+  71

+  137

-  260

+  328

+  364 + 46
-  155

-  316

Dec.
4

+  43 
+  3 
4* 147 
-  16 
-  6

+  167

+  35 
+  574

10
+  619

+  786

+ 202 
+  177

-  75 
+  47 
+  572

+  431
-  29

Dec.
11

+  249
-  3 
+  170 
+  18
-  19

+  412

+  82 
-  71

$
+ 120

-  310 
-f 521

+1,321 
+  129 
-  913

42

Dec.
18p

+  459 

+ ”*259 

+  24

+  746

t
381
27

+  408

+1,154

-  25-  1 
+  920

Change 
from Dec. 
26, 1956 
to Dec.
18> 1957

+  996
-  31
-  137
-  73 
+  317

+  877

-  466
-  177

-  643 
+  385

+  619

+  178 
+  1,262

-  1,529 
+  1,856
-  56

-  110 
+  19

p Preliminary» ^
* Exclusive of loans to banks and after deduction of valuation reserves; figures for the individual 

loan classifications are shown gross and may not, therefore, add to the totals shown.

M em ber  B ank Credit  
Total loans and investments of weekly reporting banks 

expanded sharply by more than 2,200 million dollars dur
ing the four weeks ended December 18, as loans increased 
by over 900 million and investment holdings rose by 
nearly 1,300 million.

The loan expansion chiefly reflected a net rise of close 
to 500 million dollars in business borrowing and of about 
450 million in securities loans. The increase in business 
loans over the four-week interval was still considerably 
short of the comparable year-earlier rise (which had been 
more than 800 million dollars) but much of this shortfall 
was in the final week of November; in the three December 
weeks for which data are available, the business loan ex

pansion came fairly close to matching the year-earlier 
experience and appeared to be about in line with seasonal 
expectations. At the same time, the net rise in securities 
loans, which seemed to be connected with the increased 
activity and sharp price boosts in securities markets, was 
much larger than in the comparable four-week interval a 
year earlier. On the other hand, real estate loans and loans 
to “others” (mainly consumers) registered almost no net 
change in the few latest weeks, in contrast to small or 
moderate increases in the similar weeks of 1956. In all, 
the reporting bank loan increase of around 900 million 
dollars for the four weeks compared with a rise of 1,050 
million a year earlier; in the three December weeks alone 
the 1957 rise actually exceeded that in 1956.

The 1.3 billion dollar rise in weekly reporting bank 
investments during the four weeks ended December 18 
mainly reflected the 1,073 million increase in holdings of 
Government securities. Most of this rise occurred in the 
December 4 week, and apparently it resulted chiefly from 
bank purchases of the new Treasury securities issued at 
that time. In addition, during the week of December 18 
there was a sizable net increase in the banks’ Treasury 
bill portfolios.

Weekly reporting bank loan and investment data are 
now available for all but two weeks of 1957, making it 
possible to indicate in preliminary fashion the changes over 
the past year and comparisons with other periods. From 
late December 1956 through December 18, 1957, as may 
be seen in Table II, reporting bank loans (adjusted) in
creased by about 900 million dollars. A net advance of 
around 1 billion in business loans and a smaller rise in 
consumer loans were partially offset by a drop in securi
ties loans and some other types of borrowings. In the 
comparable 1956 weeks, total loans of the reporting banks 
had increased by more than 5 billion dollars with business 
loans (including farm loans) expanding by 4Yz billion. 
On the investment side, too, the 1957 experience contrasts 
with that of 1956. Reporting banks’ investment holdings 
declined by about 250 million dollars in the 1957 period 
as against a drop of more than 4.2 billion in the com
parable weeks of 1956.

INTERNATIONAL MONETARY DEVELOPMENTS
M onetary  T rends and P olicies  

United Kingdom. Bank advances fell more sharply dur
ing the three months to mid-November than in any pre
vious quarter since the autumn of 1955, according to the 
latest quarterly analysis of the British Bankers’ Associa
tion; total advances declined by 123 million pounds, or

about 6 per cent, to a level well below the ceiling 
fixed by the authorities in September. As notable as 
the size of the reduction was the fact that it was widely 
spread among the different groups of borrowers and in
cluded some groups, such as the engineering industries, 
whose bank loans had continued to rise during the earlier
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phases of the credit squeeze. The largest reductions were 
in loans to the financial sector, but the iron and steel and 
textile industries, local government authorities, and per
sonal and professional borrowers also reduced their ad
vances substantially; however, loans to the nationalized 
industries rose slightly. The marked downward trend of 
advances in recent months may indicate a decline not only 
in the availability of credit but also in the private demand 
for it, and British interest rates declined slightly in Decem
ber, falling somewhat beneath the peak level attained fol
lowing the September increase in the discount rate to 7 per 
cent. The average Treasury bill tender rate dipped at the 
end of the month, to 6.37 per cent on December 27, while 
the yield of 2 Vi per cent Consols, after rising slightly 
at the beginning of the month, declined thereafter to 5.37 
per cent on December 31. Total hire-purchase debt rose 
nearly 13 per cent during the first ten months of this year, 
according to the most recent statistics on consumer credit, 
and at the end of October was more than 39 million pounds 
above the level of a year ago. However, hire-purchase 
debt, which has risen steadily since the relaxation of re
strictions in December 1956, was still some 10 per cent 
beneath the record 1955 level.

Canada. While the trend to monetary ease that has 
been apparent during the past several months continued 
in December, the decline in interest rates slowed substan
tially. The average Treasury bill tender rate, which had 
declined a record Va percentage point in November, rose 
at the beginning of December but then slipped downward 
again to 3.62 per cent on December 26. The yield of 
long-term government bonds, after declining by as much 
as Vz percentage point in October and November, re
mained almost unchanged during December, and interest 
rates in the short end of the market, which had declined 
even more sharply in the preceding months, also were 
steady; however, interest rates on medium-term govern
ment bonds declined slightly. The downward trend in the 
chartered banks’ business loans under way since July con
tinued in December, when the fall was sharper than in any 
of the preceding months; the increase in the banks’ busi
ness lending during 1957, even after correction for the 
changes during the year in the reporting of the statistics, 
was less than 150 million dollars, compared with the in
crease of about 450 million in 1956. The decline in bank 
lending is clearly not attributable to any tightness in the 
banks’ reserve positions, since their cash and liquid assets 
ratios have been comfortably above the required minima 
during the past several months and there has been no bor
rowing from the Bank of Canada since August.

Tax cuts announced in December, together with the

planned increase in expenditures and the reduction in 
revenues resulting from the decline in economic activity, 
indicate that budgetary developments will also contribute 
to the easing of monetary conditions. Small cuts have been 
made in lower bracket personal income taxes, in corpora
tion taxes, and in the sales tax on automobiles by the 
Conservative Government which has also committed itself 
to increasing social security expenditures substantially and 
to raising military pay. As a result, the budgetary surplus 
for the current financial year ending March 31 is now 
estimated at 80 million dollars, less than one third the 
1956-57 surplus.

A ustralia. The Commonwealth Bank has announced 
that, for the first time in twenty months, the private trading 
banks are to be permitted to expand their loans to busi
ness; however, the present limitations on the banks’ financ
ing of instalment credit remain unchanged. The credit 
restraints, which had helped to reduce inflationary pres
sures and stabilize prices in recent months, are now being 
relaxed at a time when signs of an easing of demand are 
appearing in the Australian economy. Export earnings 
are expected to decline substantially in the coming year 
because the wheat crop has been cut by a severe drought 
and because wool prices are considerably below last sea
son’s level. Domestically, the authorities have warned of 
a possible reduction in economic activity, as new orders 
to industry have declined and manufacturers’ stocks have 
begun to accumulate heavily in some lines.

Argentina. The return to the commercial banks on 
December 2 of most of their deposits, which had been 
held by the central bank since they were “nationalized” in 
1946, marked the launching of a major reform of the 
Argentine banking system. Where the amount of a bank’s 
outstanding loans from the central bank was greater than 
its deposits, the excess has been transformed into ordinary 
rediscounts carrying the old 3 Vi per cent rate and requir
ing liquidation in twenty-four months. If a bank’s deposits 
were larger than its borrowings from the central bank, the 
difference is regarded as constituting its cash holdings; 
however, in order to avoid undue credit expansion, any 
such excess of returned deposits above the new reserve 
requirements is blocked and will be released to the banks 
only gradually over the next two years. Moreover, since 
December 2 the commercial banks have again been free 
to accept new deposits for their own account.

Hie new reform measures also restore to the central 
bank its normal credit control powers. The bank is em
powered to establish variable minimum cash reserve re
quirements as potentially its major instrument of credit 
control; these have been initially set at 20 per cent on
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existing demand deposits, SO per cent on new demand de
posits, and 10 per cent on savings and time deposits. The 
bank will also have power to operate in the open market 
and to issue its own securities for this purpose, to set its re
discount rate, which in any case had lost all practical 
significance under the previous arrangements, and to es
tablish maximum and minimum interest rates. On Decem
ber 2 the central bank raised its rediscount rate to 6 per cent 
from 3.5 and set the maximum interest rate on commercial 
bank loans at 10 per cent. The new charter also limits 
the central bank’s loans to the government, linking to 
prospective revenue collections the amount of temporary 
advances that the bank may grant and restricting the dura
tion of such facilities to twelve months.

Another important aspect of the reform will be the 
reorganization of the operations and portfolios of the offi
cial banks, whose debts to the central bank incurred to 
finance their past loans to the government are to be funded 
and replaced by government bonds. These newly assumed 
liabilities of the government to the central bank are to be 
reduced by the application of part of the bookkeeping 
profit that will result from the revaluation of the central 
bank’s gold and foreign exchange holdings at the official 
parity of 18 pesos per dollar established last year.

E xchange R ates

Following the announcement of the 92 million dollar 
increase in the United Kingdom’s gold and dollar reserves 
during November, which was less than some traders had 
expected, American-account sterling gradually declined 
from $2.802%2 on December 2 to $2.80%2 on Decem
ber 11 in spite of intermittent commercial demand. After 
recovering to $2.80% on December 16, the quotation 
moved downward again, reaching $2.801%2 on Decem
ber 18 when Britain announced its decision to defer inter
est and capital payments totaling 176.4 million dollars due

in December on loans from the United States and Canada. 
By December 20, the rate had improved to $2.802%2 as 
commercial demand again developed, but eased to $2.80% 
on December 24 in a quiet pre-Christmas market. In the 
closing days of the month, sterling made a significant 
recovery, closing the month at $2.81%2-

In a quiet and relatively small market die discounts on 
three and six months’ sterling narrowed from 2V* and 
4%e cents on December 2 to 12%2 and 32%2 at the 
midmonth. The discounts subsequently widened slightly, 
and on December 31 stood at 2V& and 4 cents.

Continental and Far Eastern demand for transferable 
sterling firmed the quotation from $2.7880 on December 2 
to $2.7920 on December 12. After easing somewhat, the 
rate turned upward again on substantial demand from 
sugar interests and renewed demand from the Continent, 
and on December 20 reached $2.7925. At the month end 
the quotation was lower at $2.7915.

Securities sterling improved from $2.74% quoted on 
December 2 to $2.76% on December 10, on investment 
demand. Thereafter it generally held at or above $2.75 
until December 24 when it eased in a quiet market to 
$2.7414, at which it stood at the month end.

The Canadian dollar declined in December from 
$1.031%4 to $1.012%4, by December 23, the lowest 
quotation since June 1956. Among the factors respon
sible were, first, a net decrease in the movement of capital 
to Canada, as well as substantial intracompany transfers 
of earnings from Canadian subsidiaries of American com
panies; secondly, the conversion into United States dollars 
of Canadian dividends accruing to American investors on 
a larger scale than in the past few years; and finally, near 
the month end in a relatively small market, indications of 
commercial demand for United States dollars in Canada. 
On December 31 the Canadian dollar was quoted at 
$1.012%2> after having reached $1.013%4 on Decem
ber 26.

SURVEY OF FOREIGN MONETARY POLICIES IN 1957
Recent monetary experience in much of the free world 

has been marked by determined efforts to curb excessive 
domestic demand and eliminate or moderate the rise in 
prices and costs. Most foreign countries, of course, regard 
inflation not only as a danger in itself but also as a threat 
to their balance of payments. In restricting home demand 
and preventing or moderating the rise in domestic costs, 
they are also seeking to expand exports, hold down the 
rise in imports, and maintain confidence in the currency, 
and thus secure a workable external balance.

One of the most noteworthy developments has been the 
change in the trend of prices. In the early part of 1957, 
prices were rising in many Western European countries 
at an annual rate of over 3 per cent; in some of them, 
including Great Britain, the rate was closer to 5 per cent. 
In Japan and in many of the primary-producing countries 
of Latin America and Asia, the rise was even larger, in 
some cases 10 per cent or more. Toward the year end, 
however, the increase subsided in most of Western Europe; 
in many other countries, it slackened noticeably. This
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Changes In Foreign Central Bank Discount Rates in 1956-57
(In per cent)

Amount of
Date of change Country New rate

Increase Decrease

1956 February 7 Netherlands 3 H
February 16 United Kingdom 3March 8 Germany* 1
April 4 Canada 3
April 19 
May 1

Finlandf m t
Greece t 10

May 19 Germany* 5M 1
May 26 Ireland 5 1
June 6 
August 9

Turkey
Canada

6
3M

August 25 Netherlands 3K
September 6 Germany* 5 H
September 10 
October 17

Spain t 
Canada

4*4
3H

October 22 Netherlands m H
November 1 Canada §
November 22 Sweden 4 H
November 28 Cuba 4 ^ l
December 6 Belgium ZlA H

1957 January 11 Germany* 4H
1HFebruary 1 Chile 6$

HFebruary 7 United Kingdom 5
March 20 Japan# 7.665 0.365
April Philippines 2 H
April 11 France 4 1
April 12 
May 8

El Salvador 4 1
Japan# 8.395 0.73

May 14 Switzerland 2 H 1
May 16 India 4
June 20 Vietnam 4K H
July 11 Sweden 5 1
July 17 Netherlands 4M
July 22 Spainf 5
July 25 Belgium 4H 1
August 12 France 5 1
August 16 Netherlands 5 %
September Philippines 4 ^ 2H

HSeptember 19 Germany* 
United Kingdom

4
September 19 7 2
September 30 Ireland 6 1
October 1 Libya 5 1
December 2 
December 11

Argentina
Cuba

6
5H

f i

* Federal Republic of Germany.

iRate charged to private nonbank borrowers.
Minimum rate in range.

Beginning November 1,1056 the Canadian discount rate is being set each week 
at per cent above the average weekly Treasury bill tender rate.

# “ Basic rate for commercial bills.

change in the price trends has reflected, in part, the weak
ening of world commodity prices; by and large, however, 
the degree of price inflation has been smaller in those coun
tries which have effectively implemented adequate mone
tary controls in the early stage of inflationary pressures.

Another feature of recent monetary experience abroad is 
the easing, in the overloaded economies of most countries, 
of the pressure of demand on resources. Available evi
dence suggests that the pressure of demand abated toward 
the year end, especially in most Western European coun
tries and in Canada. At the same time, however, the earlier 
rate of increase in industrial production—an increase that, 
in Western Europe, had begun in 1953—slowed down 
almost everywhere; there was a small actual decline in 
output in countries like Great Britain, Canada, and Japan. 
This slowing-down in the earlier rate of industrial expan
sion reflected, of course, capacity limitations together with 
the readjustment in production patterns that accompanied

the curbing of excessive demand and the resulting shifts 
in productive resources. A reshuffling of resources from 
industries contracting in relative importance into those 
that are expanding to meet the requirements of economic 
growth—and of exports—can, obviously, take place only 
if inflationary pressures have been brought under control.

The easing of the pressure of demand on resources has 
also tended to improve the balances of payments. Earlier 
in the year, many foreign countries experienced serious 
payments strains. The countries that had the most severe 
difficulties encountered them, not vis-si-vis the United 
States alone, but in their relationships with many other 
countries as well, which in itself was an indication that 
these difficulties stemmed basically from inflationary pres
sures and the attendant heavy importing. In the closing 
months of 1957, however, those countries which had made 
determined efforts to curb inflationary pressures succeeded 
in reducing their imports and arresting the drain on their 
reserves. As to the United Kingdom, it has had for the 
last two years a surplus in its balance of payments on 
current account; this surplus has been the result of its 
earlier efforts not merely to reduce the pressure on avail
able resources but also to facilitate a shift of resources 
from domestic consumption and investment to exports. 
Despite these accomplishments, however, there had re
mained by the early summer of 1957 doubts about Britain’s 
ability to check wage inflation and thus safeguard the value 
of sterling; these and other uncertainties about the struc
ture of European exchange rates led during the third 
quarter to a particularly large outflow of short-term funds, 
which brought about heavy reserve losses. Following the 
rise in the Bank of England discount rate to 7 per cent last 
September, and the other measures that have showed 
Britain’s determination to defend sterling, sterling has re
gained much of its strength in the exchange markets, and 
Britain has recovered some of the reserves lost earlier. 
Now that die speculative wave has receded, the reduction 
in the flow of domestic spending that is required in order to 
restore a workable balance-of-payments position in most of 
the principal trading nations appears to be relatively small, 
at least in aggregative terms. What is at stake is whether 
these countries can reduce the marginal demands on their 
resources and thus continue to operate at generally stable 
prices and with a sustainable balance of payments.

M onetary  R estraint  I n  P erspective

The continuing, and often intensified, recourse to mone
tary restraint abroad is evidenced perhaps most vividly by 
the number of central bank discount rate increases last
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INTEREST RATES IN SELECTED FOREIGN COUNTRIES

TREASURY BILLS*

LONG-TERM GOVERNMENT BONDS

Note: December figures ore based on incomplete data. 
^Treasury bills: United Kingdom and Canada, average of 

tender rates; Netherlands, average of market rates; 
Germany, selling rate of the central bank.

Sources: National statistics; and international Monetary Fund, 
International Financial Statistics.

year (see table).1 The number of such increases in 1957 
not only exceeded that of 1956, but it is indicative of the 
authorities’ concern over inflationary pressures and the 
attendant balance-of-payments difficulties that last year’s 
increases were much sharper on the average than in the 
previous year. Moreover, there were nine increases in the 
third quarter of 1957 alone, as against eight in the first 
half. Of the 37 increases since the beginning of 1956, 
five have taken place in the Netherlands, and two each in 
Belgium, Cuba, France, Ireland, Japan, the Philippines, 
Spain, Sweden, and the United Kingdom; there were three 
changes in Canada during 1956 before the Bank of Canada 
announced on November 1 that thereafter its discount 
rate would fluctuate with, but at XA  per cent above, the 
average weekly Treasury bill tender rate. In the United 
Kingdom, the central bank discount rate is now the high
est since 1921, and in Belgium, France, Ireland, the Neth
erlands, and Sweden the highest since the thirties; in 
Switzerland, the increase last May was the first change 
since 1936. In the Federal Republic of Germany, it is 
true, the discount rate was reduced three times between 
September 1956 and September 1957, but this action re
flected Germany’s very special circumstances, which are 
discussed below.

While discount rate increases have been the clearest— 
as well as the most publicized—signal of a tightening of 
credit policy, they have been reinforced almost everywhere 
by the simultaneous application of several other monetary 
instruments. These have included the increased use of 
open market operations, the limiting of rediscounting 
facilities, and the imposition, raising, or general broaden
ing of commercial bank reserve requirements. The setting 
of over-all credit ceilings and the establishment of selec
tive controls on particular credit sectors, as well as the 
issuing of “directives” to financial institutions, have served 
to supplement in a number of countries the general or 
quantitative restraints. Notable efforts have also been made 
in several countries to stimulate the flow of savings by 
raising the rates allowed on various forms of savings de
posits and savings-type bonds, or by introducing special 
incentives. In a number of countries, the governments 
also have attempted to support monetary restraint by cut
backs in public expenditures and/or increases in taxes.

As a result of the continued application of monetary 
restraint—and basically, of course, in response to in
creased demands for loan funds—interest rates in many

1 For an earlier discussion, see "A Year of Monetary Restraint 
Abroad”, Monthly Review, November 1956. See also, Peter G. Fousek, 
Foreign Central Banking: The Instruments of Monetary Policy, Federal 
Reserve Bank of New York, November 1957, which is largely baaed 
on articles that have appeared in this Review over the past two years.
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foreign countries have risen markedly, at times to record 
levels (see chart). In Western Europe, particularly large 
increases in short-term yields have taken place in the 
Netherlands and the United Kingdom; in the latter 
country, some long-term rates have reached the highest 
level since the early twenties. Long-term bond yields have 
also risen appreciably in France, the Netherlands, Sweden, 
and Switzerland. In certain other countries, however, the 
rise in long-term rates, although noticeable, has been less 
precipitous; in Germany by late 1957 they were actually 
lower than in late 1956. In Canada, a six months’ rise, 
which had carried long-term rates to record highs, was 
halted in August, and rates declined considerably there
after. In Australia, New Zealand, and the Union of South 
Africa long-term rates appear to have had their major 
advances in 1956 rather than last year.

T he Un ited  K ingdom

The monetary measures taken in the United Kingdom 
have commanded particular attention, not only because 
of the country’s importance in international trade and 
payments, but also because of the severity and vigor of the 
credit restraints, especially since last September.2 More
over, Britain’s policies have been designed to halt a serious 
drain on its international reserves and then rebuild them 
through monetary and fiscal measures, without requiring 
any major retreat from the trade and payments liberal
ization attained so far.

Britain’s gold and dollar reserves, which had risen by 
248 million dollars during the first half of last year, de
clined during July-September by 531 million, or 22 per 
cent. This drain, however, was not due to any excessive 
spending on imports by the United Kingdom; indeed, the 
rise in imports was much less than the expansion of ex
ports, since the pressure of domestic demand was reduced 
as a result of the restrictive monetary and fiscal policies 
of 1955 and 1956. Moreover, there were indications that 
the balance of payments on current account of the over
seas sterling area improved somewhat during the third 
quarter of last year despite the decline in commodity prices 
and the exceptionally large imports by India; this improve
ment thus supplemented the strengthening of Britain’s own 
current-account balance. The large reserve losses that 
Britain suffered during the summer were therefore attribu
table primarily to persistent speculative pressures on ster
ling. These pressures of course reflected the doubts, in 
Britain as well as elsewhere, about the likelihood of main

2 For a discussion of economic conditions and policies in Britain 
through April 1957, see "Sterling After Suez”, Monthly Review, 
May 1957.

taining the existing value of sterling in view of the 
greater rise in prices and wages in Britain than in other 
industrial nations.

It was to combat both the speculative pressures on 
sterling and the basic inflationary strains from which the 
speculation arose that the British authorities last Septem
ber raised the discount rate to 7 per cent. In addition to 
unequivocally declaring their intention to maintain the 
existing parity of the pound and to defend it by drawing 
both on Britain’s own reserves and on the lines of credit 
of the Export-Import Bank—and, if necessary, of the 
International Monetary Fund—the authorities instructed 
the clearing banks to hold the average level of their ad
vances during the next twelve months to the average of 
the past twelve, and directed the Capital Issues Committee 
to take a “more restrictive and critical attitude towards 
applications to borrow and, in particular, towards applica
tions for large amounts”. Secondly, the authorities decided 
to hold the investment expenditure of the public authorities 
and nationalized industries during the next two years to 
the 1957 level. Thirdly, they increased sharply the rates 
charged by the Public Works Loan Board on new loans 
to local authorities. In commenting on the new measures, 
which were followed by an upward movement of the en
tire interest rate structure in the London financial markets, 
the Chancellor of the Exchequer stated that:

There can be no remedy for inflation and the steadily rising 
prices which go with it which does not include, and indeed is 
not founded upon, a control of the money supply. So long as 
it is generally believed that the Government are prepared to 
see the necessary finance produced to match the upward 
spiral of costs, inflation will continue and prices will go up.

The government’s objective, he said, “is to ensure that the 
supply of money and the consequent pressure of demand 
do not exceed the manpower and resources which are in 
fact available”. The government was prepared, the 
Chancellor told the annual meeting of the International 
Monetary Fund in September, “to deny the extra cash, 
whatever other painful consequences may follow”, and he 
warned that, “if an attempt were made to take out of the 
system in money income more than is put in by new effort 
and production, the only result would be a reduction in 
activity and the employment of fewer men”.

In the meantime, tie  restrictive monetary and fiscal 
policies appear to have gradually become fairly effective. 
The drain on British reserves has been reversed; in Novem
ber, Britain’s reserves rose by 92 million dollars—the 
largest rise for that month since November 1952 when 
sterling, as now, was benefiting from a reversal of specu
lative pressures. According to an official estimate, there 
should be a British balance-of-payments surplus on current-
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account during the year ending June 1958 of the order 
of 200 million pounds; this is to be compared with the 
211 million surplus actually realized in the year previous. 
Bank advances declined during the three months to mid- 
November, not only below the ceiling requested by the 
authorities, but also more rapidly than is usual for this 
particular time of the year. The authorities have continued 
to reaffirm their confidence in the measures taken and have 
made clear the government’s determination to push these 
measures through vigorously.

At the turn of the year, there were indications of a 
moderate decline in investment from the record level of the 
first half of 1957; on the other hand, personal consumption 
still seemed to be rising. Industrial production, which 
during the summer was some 2 per cent higher than a year 
previous, fell off somewhat in October. Another sign of a 
possible turn in Britain’s domestic economic conditions is 
die change in the balance of the labor market from one 
in which vacancies were 88,000 in excess of unemployment 
in July to one in which unemployment exceeded vacancies 
by 65,000 in November; in the latter month, moreover, 
unemployment was larger and vacancies were fewer than 
a year earlier.

Con tin en ta l  W estern  E uro pe

In the countries of Continental Western Europe, the au
thorities during the past year or so have continued to apply, 
and in some cases have considerably strengthened, their 
monetary and credit restraints. Largely because of the 
differing degrees of inflationary pressure and also because 
of substantial speculative movements of funds during the 
summer months, the balance-of-payments positions of in
dividual countries have differed widely, entailing, on the 
one hand, sizable reserve losses, as in France and the 
Netherlands, and, on the other hand, reserve gains, as in 
Austria, Italy, and of course Germany. This pronounced 
lack of external equilibrium in the major countries, to
gether with the underlying domestic conditions from which 
it stemmed, was the dominating factor in the formulation 
of much of Western European economic and monetary 
policy last year. The measures taken have naturally varied 
widely from country to country as to form, intensity, and 
timing.

The restrictive measures taken in France, together with 
the readjustment in the franc exchange rate, were part of 
a concerted effort by that country to restore internal and 
external economic stability. France’s heavy reserve losses, 
to be sure, were due to some extent to poor crops and to 
the foreign exchange cost, direct as well as indirect, of the 
Algerian campaign; primarily, however, they were attribut

able to heavy overimporting, itself a consequence of the 
excessive domestic demand. These inflationary develop
ments, which occurred in the wake of the rapid economic 
expansion over the past two to three years, were sustained 
by a substantial monetary expansion; despite the foreign 
exchange losses, the money supply rose 10 per cent during 
1956 and continued to expand, although at a somewhat 
slower rate, during die first half of last year. While this 
growth reflected mainly the rapid rise in bank credit to 
the private sector, it had become apparent by mid-1957 
that the government’s continued need to borrow during 
the remainder of the year would be a decisive factor in 
monetary expansion.

To counter the inflationary pressures, the Bank of 
France, simultaneously with its April and August discount 
rate increases, raised its penalty rates in two stages to 7 
per cent for discounts between 100 and 110 per cent of 
an individual bank’s ceiling, and higher, at the discretion 
of the governor, for discounts in excess of 110 per cent 
of the ceiling. The discount ceilings themselves were re
duced by 10 per cent each in July and in August and by 
another 15 per cent in December, the result of which was 
to make the penalty rates more effective. However, 
medium-term paper (which has accounted for a large 
share of the recent central bank credit expansion) remains 
largely exempt from the discount ceilings and thus is not 
greatly affected by the penalty rates either. During the 
year, the authorities also tightened consumer credit regula
tions by raising the minimum downpayment on instalment 
sales and reducing the maximum repayment period. To 
supplement these measures in the monetary sphere, parlia
ment approved the government’s program to limit the 1958 
deficit to 60 per cent of the 1956 and 1957 deficits, by 
means of increased taxes and cuts in scheduled expendi
tures.

These measures, together with the readjustments in the 
exchange rate structure last August and October and the 
strengthening of direct controls over imports, resulted dur
ing October and November in a sharp cut in imports and 
some rise in exports. The drain on reserves continued, 
however, although greatly reduced. On the domestic side, 
Bank of France credit to business declined (by 4 per cent 
during August-November, as against a rise of 17 per cent 
during the comparable period of 1956); but the govern
ment because of its large deficit found it necessary to have 
renewed recourse to the central bank pending the adoption 
of further fiscal measures.

In the Netherlands, the balance of payments, which had 
begun to deteriorate in 1956, grew steadily worse during 
the first half of 1957, with die trade deficit much larger
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than a year previous; the strain on the country’s gold and 
exchange reserves, however, was mitigated by sales abroad 
of internationally known Dutch securities. This worsening 
of the Dutch international position reflected the continu
ing growth of excessive demand at home; although the 
rise in consumer spending slackened slightly, investment 
expenditure appears to have expanded even more rapidly 
than in 1956. Since the nation’s resources were fully 
employed, the increase in demand could not be met by a 
corresponding rise in output; moreover, a substantial part 
of the increase in demand was generated by the public 
sector.3 During the summer, the marked worsening of the 
country’s foreign exchange position was greatly accentu
ated by an outflow of funds as a result of uncertainties as 
to the maintenance of the existing European exchange 
rate structure. According to an official statement, it was 
the need to restrain domestic inflationary pressures that 
mainly prompted the discount rate rise in July; the August 
increase, however, was reportedly taken in response to 
foreign exchange developments, and was accompanied by 
some restrictions on capital movements. To prevent 
a further expansion of bank credit beyond what was 
necessary to meet seasonal business needs, the Netherlands 
Bank also requested the commercial banks to hold their 
lending to the private sector during the second half of the 
year to an average of not more than 2 per cent above the 
level of the April-June quarter; the bank also announced 
that a penalty rate of 1 per cent above the regular discount 
rate might be charged to those banks that did not heed 
this request. The government at the same time proposed

3 The impact of the operations of the government and the local 
authorities on the rise in die money supply and their consequences for 
monetary policy are analyzed with the help of new statistical methods 
in the annual reports of die Netherlands Bank.

to reduce substantially the current deficit, mainly through 
higher taxes on nonessential consumer goods. During the 
autumn, the country’s external position began to improve 
markedly, while internally there was evidence of an easing 
of the pressure on the government’s finances. These chang
ing conditions presumably permitted last October a reduc
tion from 6 to 4 per cent in the commercial banks’ mini
mum cash reserve requirements.

In Belgium, the central bank’s discount rate increase 
last July came against a background of high domestic 
activity that was sustained by both home and foreign de
mand, but was beginning to press against limited idle 
resources. Domestic demand has been swollen by the 
public works program in anticipation of the 1958 Interna
tional Exposition in Brussels. The resulting foreign ex
change losses have in turn reduced the liquidity of the 
banking system, and this, in conjunction with continued 
heavy demand for credit from the government and private 
borrowers, has produced a stringency in the money and 
capital markets; this stringency had adverse repercussions 
on the cash position of the Treasury, which accordingly 
offered toward the year end more attractive yields on 
short-term paper. Controls over instalment sales became 
effective on January 1, 1958.

The Scandinavian countries generally have continued to 
experience inflationary pressures, although in Denmark, 
Norway, and Sweden the economy appeared gradually to 
be moving toward a better balance last year, partly under 
the impact of the monetary controls instituted during 
earlier years. In Denmark, where inflationary pressures 
have been intensified by substantial wage increases tied to 
the rise in the cost of living, these control measures have 
been supplemented by higher excise taxes, a compulsory-

FOREIGN CENTRAL BANKING:
THE INSTRUMENTS OF MONETARY POLICY

A new 116-page booklet, Foreign Central Banking: The Instruments of Monetary Policy, written by 
Peter G. Fousek, is now available from this Bank free of charge. The booklet describes the development of 
central banking techniques abroad during the postwar period. The introduction provides an over-all view of 
postwar trends, and the five succeeding chapters discuss in turn the various monetary policy instruments—dis
count policy, open market operations, commercial bank cash reserve requirements and liquidity ratios, and selective 
and direct credit controls. The final chapter describes the money markets, through which so much of the 
implementation of monetary policy must be effected, and outlines many of the measures which have been fair^n in 
various foreign countries since the end of World War II to broaden these markets. Much of the material in 
this booklet first appeared in this Bank’s Monthly Review of Credit and Business Conditions, but it has since 
been brought up to date and new sections have been added. Requests for copies should be addressed to the 
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savings levy on upper bracket taxpayers, and higher 
charges on government housing loans. In Norway, despite 
the efforts to control inflation, higher subsidies have had to 
be granted in order to stabilize prices; otherwise, the cost- 
of-living index would have reached the critical point at 
which further automatic wage increases would have taken 
place. Although the central bank discount rate has re
mained unchanged at 3 Vi per cent for almost three years, 
money market conditions have become much tighter, as is 
evidenced by the considerably higher effective interest 
rates. Instalment credit terms for some commodities were 
tightened last year. In Sweden—the only Scandinavian 
country to raise the discount rate last year—the governor 
of the central bank indicated that the immediate purpose of 
the action was to counter the expectation of further infla
tion, which had led to dangerous speculative trends. The 
governor also pointed out that a rise in interest rates was 
necessary in order to make it possible to raise funds for 
the housing program on the capital market, and thus avoid 
further inflationary financing through bank credit. Since 
the Swedish central bank does not necessarily lend at the 
official discount rate, changes in the latter serve mainly to 
underscore the bank’s views on economic conditions and 
to signal adjustments in its credit policy. Finally, the 
governor stated that “the present budgetary situation and 
weakened financial policy” had made it necessary for 
monetary policy to seek to shoulder an even greater share 
of the burden of stabilization; the budgetary deficit rose 
nearly one third in 1956-57 and was financed largely by 
borrowing from the central bank. In Finland, internal and 
external financial difficulties have led to a considerable 
tightening of the central bank’s discounting mechanism, 
which has resulted in a substantial drop of rediscounting 
by the commercial banks; moreover, the Finnish mark was 
devalued last September.

The Swiss National Bank, in its first discount rate 
change in more than twenty years, increased the rate last 
May from l¥ t to 2Vz per cent. The Swiss economy has 
been expanding rapidly during the past two to three years; 
the most striking evidence of the rise in demand has been 
the substantial growth in imports, which has eliminated 
the traditional current-account surplus in the country’s 
balance of payments. This in turn has contributed to 
unaccustomed tightness on the Swiss money and capital 
markets, where ample investable funds have traditionally 
kept interest rates low. The discount rate increase was 
regarded in Switzerland both as a move to realign the 
official rate with market rates and as a restraint measure 
designed to counter excessive pressure on economic re
sources. The Swiss National Bank is unable to engage in

open market sales, owing to the smallness of its securities 
portfolio, and Swiss monetary legislation does not provide 
for variable cash-reserve requirements. However, under a 
gentlemen’s agreement with the monetary authorities that 
was concluded in mid-1955 and since renewed a number 
of times, commercial banks have undertaken to hold cer
tain minimum balances with the central bank; in December 
1957, the agreed amounts were lowered to help ease the 
seasonal tightness in the money market. In addition, the 
Treasury in agreement with the national bank has gener
ally been accumulating large cash balances rather than 
redeeming debt.

In Austria, economic expansion continued in 1957, but 
without the intensive pressure on wages and prices that 
had characterized the preceding year. The high levels of 
employment and productivity exerted a favorable influence 
on production, while increased receipts from tourism made 
an appreciable contribution to the growth of foreign 
exchange reserves. These favorable developments may 
well be attributable in part to the authorities’ continued 
policy of restraint. This policy was tightened late in 1956 
under a new agreement between the finance minister and 
the credit institutions, following consultations with the 
central bank. The supplementary reserve requirements 
against increases in deposits (which are in the form 
mainly of cash, day-to-day loans, and government securi
ties) were raised to 75 per cent from 50. Moreover, cer
tain heretofore-privileged credits, such as export-promotion 
loans, were thenceforth to be treated as ordinary loans, 
thus coming within the scope of the general credit restric
tions. Finally, the banks were requested to effect a 10 per 
cent cut in the total of their outstanding credits by the end 
of February 1957.

The Italian economy has continued strong, with eco
nomic activity in 1957 expanding at roughly the same rate 
as in 1956 and the over-all balance of payments showing 
a surplus in both years. While Italy has not been able to 
wholly escape inflationary symptoms, the cost of living 
last year rose much less than in other Continental coun
tries. This seems to vindicate the authorities’ restrictive 
monetary and fiscal policies of the past decade.

Monetary conditions in the Federal Republic of Gar- 
many have been marked during recent years by a smaller 
degree of price and cost inflation than in most of 
the European countries; this has been, of course, one of 
the reasons for Germany’s sizable foreign trade surpluses. 
Moreover, during the first nine months of 1957, there 
occurred a large inflow of foreign funds, as a result mainly 
of rumors about a possible appreciation of the German 
mark. This inflow of funds, together with the current-
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account surplus, raised Germany’s gold and foreign ex
change reserves during January-September by 1,360 mil
lion dollars’ equivalent to 5,620 million. The German 
central bank estimated that about two thirds of the ex
ceptional 800 million dollar net increase in its reserve 
holdings during the third quarter alone could be attributed 
to the intensification of speculation. This inflow of funds, 
of course, was largely the counterpart of the reserve losses 
by the United Kingdom and other European countries dur
ing the spring and summer, which have already been com
mented upon. Under the circumstances, monetary 
measures were taken to cope with the resulting market 
liquidity, although domestic pressures likewise made them
selves felt in the form of wage increases and—in the 
spring—large-scale retroactive social security payments. 
The German central bank increasingly turned to open mar
ket sales as a means of absorbing most of the liquidity 
generated by the reserve gains; on five separate occasions, 
the Treasury agreed to replenish the bank’s portfolio of 
marketable short-term paper through the conversion of so- 
called “equalization claims” held by the bank. The bank 
also tightened its credit policy last May by lowering the 
commercial banks’ rediscount quotas by 15 per cent; in 
addition, the banks’ borrowings abroad (except for credits 
to finance imports) were thenceforth to be deducted from 
their discount ceilings. Moreover, in order to counter the 
rising level of exports, the bank excluded export bills from 
rediscounting privileges altogether as of December 1. Sim
ultaneously with the reduction in the discount ceilings, 
the central bank raised the commercial banks’ minimum 
reserve requirements by 1 per cent. On the same occasion 
—again in view of the growing German reserve position— 
the bank for the first time established special reserve re
quirements for deposits held by nonresidents. These 
requirements were set substantially higher than those for 
domestically owned deposits—at 20 per cent for demand 
deposits (as against 9-13 per cent), and at 10 per cent both 
for time and for savings deposits (compared with 7-9 and 
6 per cent, respectively, for residents). Subsequently, the 
requirements against foreign-owned demand and time de
posits were raised further, to 30 per cent (the maximum 
permitted under present statutes) and 20 per cent, respec
tively. During the last quarter, the speculative flow of 
funds abated and eventually was reversed; in November, 
the central bank’s reserves recorded the first net monthly 
loss since 1951. A small-scale resumption of private short
term German capital exports and the lifting of the last 
remaining restrictions on foreign investment by German 
residents may well help check Germany’s reserve accumu
lation.

Canada and J apan

In Canada, as in the industrial countries of Western 
Europe, the most active factor in economic expansion has 
been private investment; however, industrial investment 
and inventory accumulation have shown signs of slacken
ing, beginning with the second quarter of 1957. Another 
distinctive feature of the Canadian developments has been 
the inflow of foreign capital, attracted by the opportunities 
to develop natural resources and set up new industries; in 
some recent years the long-term capital inflow has made 
possible the deficit in the balance of payments on current 
account which was due to large imports. In the first half 
of 1957 the Canadian balance of payments showed a 
record current-account deficit, which was, however, much 
reduced toward the year end. The long-term capital inflow 
abated considerably in the second half of last year, and the 
Canadian dollar exchange rate, which under the impact of 
the capital inflow reached an all-time high in August, 
thereupon declined markedly.

It is within this general economic environment that the 
monetary authorities had adopted a policy of credit re
straint in 1955. Long-term interest rates rose in the second 
half of that year and continued to increase in 1956. Last 
year, however, commercial bank lending and the money 
supply rarely exceeded the levels of the corresponding 
1956 months, and the banks generally were able to main
tain their cash and liquid assets ratios comfortably above 
the required minima. While monetary conditions gave 
some indication of tightness during the summer—perhaps 
in response to developments in the United States—interest 
rates declined considerably toward the year end, the drop 
permeating the entire rate structure. Easier monetary con
ditions were also associated with a tendency toward a 
reduced budget surplus and increased government ex
penditures. Industrial production in October 1957 stood 
almost 5 per cent below the February peak, and wholesale 
prices, which rose noticeably from mid-1955 to the end 
of 1956, began to fall during the second half of 1957.

An important technical innovation calls for mention. 
Under the Bank of Canada policy established in Novem
ber 1956, the discount rate is being set at Va per cent above 
the average Treasury bill tender rate every Thursday, after 
the disclosure of the results of the weekly tender for 9i-day 
Treasury bills. The bank, which apparently is the only 
central bank to adjust its discount rate automatically on 
the basis of fluctuations in the Treasury bill rate, gave two 
major reasons at the time for this change. First, it was 
the bank’s view that “the discount rate should be kept in 
line with other interest rates and should move when they 
do, but usually not otherwise”. Secondly, the bank felt
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that “it would be clearly undesirable that banks and dealers 
should be able to borrow from the central bank at a lower 
cost than the yield on the most liquid form of government 
securities”.

Japan experienced between mid-1954 and mid-1957 a 
remarkable increase in output, in response at first to rising 
export demand and then to increasing domestic invest
ment. Industrial output and exports expanded fast; but 
because of the even larger increase in imports, the external 
payments surplus attained in 1955 dwindled during 1956 
and gave way last year to a large deficit. The banks have 
had frequent recourse to central bank credit in the past 
twelve to fifteen months in order to finance the substantial 
rise in bank lending, which is largely attributable to the 
financing of investments and imports. The Bank of Japan 
last March, while making certain adjustments in its dis
count rate structure4 to ease seasonal tightness on the 
money market, raised the discount rates as a warning 
signal; this was followed in May by a further rise in the 
discount rates. Toward the year end, the authorities also 
announced open market sales of government securities. 
As a result of the restrictive measures, the external situa
tion improved somewhat.

T h e  P rimary-Producing Countries

Among the primary-producing countries, recent mone
tary experience has been particularly significant in 
Australia, India, and certain countries of Latin America. 
Australia, because of its large immigration and its con
tinued efforts to develop its economy rapidly, is necessarily 
exposed to balance-of-payments pressures, which marked 
most of the postwar decade. In 1956-57, however, as a 
result of favorable export market conditions, restrictive 
monetary and fiscal measures, and import controls, 
Australia had a sizable balance-of-payments surplus; this 
eventually made it possible to relax some of the import 
controls. With the emergence of greater internal stability 
in Australia, the Commonwealth Bank last year was able 
to permit somewhat greater flexibility in its general credit 
policy. The bank advised the trading banks that, while 
over-all credit relaxation still would be inappropriate, it 
would not be necessary for the aggregate of bank loans to 
fall further. Moreover, the banks were permitted to allo
cate at their own discretion loans for all purposes, except 
instalment sales. A further easing of the trading banks’

* The Bank of Japan maintains a progressive discount rate system 
under which the discount rate on commercial bills is the lowest rate 
at which the banks can borrow from the central bank; other categories 
of central bank credit are subject to higher rates. Moreover, each bank 
can borrow only a certain maximum (determined by a complex for
mula based on the assets and liabilities of each bank) at die lowest 
rates, and must pay a higher rate for additional accommodation.

lending policy was announced in December, as noted else
where in this Review.

Until early 1956 India was able to step up its develop
ment activities without undue pressure on prices and the 
balance of payments. With the inauguration of the Second 
Five-Year Plan in April 1956, however, greater capital- 
intensive investment has been called for, with a substantial 
foreign exchange component. For this reason, and also 
because of enlarged private spending and a failure of 
crops to expand to the levels assumed in the plan, India’s 
balance of payments took a seriously adverse turn last 
year. To halt the rapid drain of reserves India at the 
beginning of 1957 terminated its former relatively liberal 
import policy. Credit policy, too, became more restrictive. 
In mid-1957, the Reserve Bank shifted from a policy that 
it had labeled “controlled expansion” to one of more 
positive restraint. Under the earlier policy introduced in 
1956, discount and advance rates were increased slightly, 
in stages—they have been 4.2 and 4 per cent, respectively, 
since May 1957—and from time to time selective measures 
were undertaken to curtail speculation in certain consumer 
goods. This past summer, however, the banks were re
quested to reduce their outstanding loans and advances 
by mid-October to 90 per cent of the early-August level. 
The Reserve Bank reportedly informed the banks that, if 
they failed to do so, their requests for accommodation 
during the “busy” season (which starts in October) might 
not be granted so readily as in the past.

Certain anti-inflationary fiscal measures were also taken 
last year. The 1957-58 budget increased indirect taxation 
very substantially, mainly by higher excises that fall most 
heavily on the poorer groups. In addition, two new im
posts were placed on the wealthier groups—a wealth tax 
on both private and corporate capital, calculated to yield 
about one fourth as much as the increase in excises, and 
an expenditure tax, which is not to be collected before 
fiscal 1958-59. These two new taxes, however, as well 
as the requirement introduced in the November 1956 
budget that companies deposit with the government a 
percentage of their current profits, have been subject to 
criticism in India on the ground that they may have an 
adverse effect both on domestic investment and on the 
inflow of private foreign capital.

The continued sharp slide in gold and foreign exchange 
reserves during 1957 (these were down to 911 million 
dollars’ equivalent by mid-November) finally led the 
Indian authorities to revise the Second Plan. Late in 
November, the finance minister announced to Parliament 
that deficit spending under the Second Plan would be cut 
back 25 per cent from the original 2,521 million dollars
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to 1,891 million, of which about 1,050 million has already 
been spent. Although he emphasized that the government 
hoped to put through the “hard core” of the plan, this 
is generally recognized in India as possible only if in
creased external assistance becomes available.

As regards Latin America, the recent experience of the 
countries that have implemented currency stabilization 
programs is particularly interesting. These programs 
necessarily differ from country to country, but they have 
had in common the institution of an exchange reform 
designed to extricate trade and payments from a web of 
inappropriate exchange rates and of quantitative trade 
restrictions, and the adoption of monetary and fiscal 
measures to restore internal and external balance to the 
economy. In several countries, such stabilization programs 
have received the assistance of the International Monetary 
Fund, the United States Treasury, and United States 
banks.

In Colombia, heavy importing—the result both of 
rising domestic expenditure supported by credit expansion, 
and of an overvalued currency—had led by early 1957 
to a serious deterioration in the balance of payments, 
which was reflected in the loss of international reserves 
and the accumulation of large commercial arrears. To 
redress the situation, the authorities in June 1957 abol
ished the old and greatly overvalued official exchange 
rate, and replaced it by a fluctuating rate; furthermore, 
they drastically curtailed imports by stricter direct controls 
and by predeposit requirements for importers in order to 
reduce the existing foreign indebtedness and to prevent the 
accumulation of another backlog of debt arrears; finally, 
they took a number of monetary and fiscal measures to 
slacken the pace of monetary expansion. Following a 25 
per cent rise in the money supply during 1956 and an 11 
per cent rise during the first half of 1957, the second half 
of last year was for Colombia a period of relatively stable 
monetary conditions. The cost of living continued to rise 
but at a much slower pace, and international reserves 
increased somewhat. The decline in coffee prices—even 
though to a level still comparing favorably with that of 
only a few years ago—has, of course, exerted an adverse 
influence on the balance of payments; however, as a result 
of the exchange reform and the more satisfactory monetary 
conditions, the country is now in a much strengthened 
position, domestically as well as internationally.

In Bolivia, an economic stabilization program—like
wise a combination of an exchange reform and of currency 
and fiscal measures aimed at halting inflation — was 
initiated in December 1956. Immediately following the

exchange reform, the boliviano not only stopped falling 
but actually rose; prices continued to rise in early 1957, 
but subsequently became fairly stable and some declined. 
In Chile, where a comprehensive stabilization program 
got under way at the end of 1955 and an exchange reform 
was undertaken in April 1956, the rise in the cost of 
living last year was around 20-25 per cent, as against 
some 40 per cent in 1956 and more than 80 per cent in 
1955. This substantial reduction of the price rise in 1957 
was achieved, it may be noted, despite the increasing diffi
culties encountered by the stabilization effort because of 
the fall in the world price of copper, a major factor in the 
Chilean economy. Chile, like other countries dependent 
on the export of a few commodities, has experienced 
great difficulty in adjusting its economy to the fluctuations 
in world commodities prices—fluctuations that are, of 
course, one of the manifestations of the working of the 
free economy and often reflect the pattern of economic 
growth in the more advanced countries.

Peru, which for many years enjoyed relative monetary 
stability in a free economy as well as a sturdy and a well- 
diversified economic growth, has been encountering infla
tionary pressures in the past fifteen months arising from 
a renewed budgetary deficit, itself the consequence of en
larged government investment, and from increased credit 
extension to business. The country’s international reserves 
have fallen considerably in the last six months or so, mainly 
as the result of a continued rise in imports; while the 
prices of the main Peruvian exports weakened, the quan
tities exported rose and export earnings were thus well 
maintained. To curb the inflationary pressures, the 
authorities have further tightened credit; and late in 1957 
consideration was being given to balancing the budget.

The recent monetary experience of Mexico—a country 
that had successfully implemented a stabilization program 
in 1954—has been marked by a fair degree of monetary 
stability at home and a comfortable international position; 
prices rose somewhat during the first half of 1957 but 
tended to level off as the year drew to a close. Despite 
its dependence on exports (which, however, are fairly 
diversified), Mexico has been able to maintain orderly 
monetary conditions through a combination of credit 
restraint and budgetary surpluses. In particular, it has 
maintained stringent commercial bank reserve require
ments since 1954, and has limited to funds derived 
from savings the amount of credit granted to government 
entities, which had previously been the main recipients 
of central bank credit. The maintenance of monetary 
stability has led to an inflow of foreign capital; the peso 
is, of course, a fully convertible currency.
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C oncluding  C o m m e n t

Recent monetary experience abroad seems to indicate 
increasing concern in many foreign countries over the 
economic and social costs of inflation. Indeed, if the very 
severe restraint measures that were taken in Britain and 
other countries last year have proven generally acceptable 
to the public at large, it is because of the recognition that

a further expansion of aggregate demand threatened to 
undermine the very foundations of the free market 
economy. In this effort to hold back an inflationary growth 
of demand, monetary policy has played an increasingly 
effective restraining role. At the same time, there is full 
awareness that, when an increase in demand for goods can 
again be safely allowed, monetary policy can and should 
be flexibly adjusted to the changing economic trend.

REVISION OF INDEXES OF DEPARTMENT STORE SALES AND STOCKS 
SECOND FEDERAL RESERVE DISTRICT

The indexes of department store sales and stocks for the Second Federal Reserve District have been revised 
from 1919 to date, in accordance with a national program of the Federal Reserve System. A detailed description 
of the methods used appears in the December 1957 issue of the Federal Reserve Bulletin. A reprint of this 
article and tabulations of the monthly indexes of Second District department store sales and stocks, from 1919 
to date, are available upon request from the Financial and Trade Statistics Division, Research Department, 
Federal Reserve Bank of New York, New York 45, N. Y.

SELECTED ECONOMIC INDICATORS 
United States and Second Federal Reserve District

1957 1956 Percentage change

Item Unit

November October September November
Latest month 
from previous 

month

Latest month 
from year 

earlier

UNITED STATES

Production and trade
1947-49 =100 139p 141 144 146 | -  j — 5
1947-49*100 228 230 ; 222 ! -  i +  b
1947-49 *=100 — 96p 101 107 — 5 — 9

Manufacturers* sales*.................................................................... billions of $ — 28.Op 28.2 28.5 ! — i — 2
Manufacturers* inventories*........................................................ billions of $ — 54.Ip 52.2 54.2 1 +  4
Manufacturers* new orders, total*.............................................. billions of $ — 26.3p 26.6 30.0 -  i -  9
Manufacturers* new orders, durable goods*............................. billions of $ — 12 .4p 12.5 15.8 -  i -1 3

billions of $ 16.6p 16.7p 16.9 16.2 — i +  2
Residential construction contracts*............................................ 1947-49 *100 n.a. n.a. 197 n.a. n.a.
Nonresidential construction contracts*.......................... ........ 1947-49*100 — 262 251 272 1 +  4 +  1

Prices, wages, and employment 1

Basic commodity prices f .............................................................. 1947-49=100 84.5 S4.8 87.3 92.7 4 -  9
Wholesale prices t ................................................................. ......... 1947-49 =100 118.Op 117.8 118.0 115.9 +  -

1947-49*100 121.6 121.1 121.1 117.8 +  3
Personal income (annual rate)*................................................... billions of $ 345.4p 345.9 346.6 334.9 * +  3
Composite index of wages ana salaries*..................................... 1947-49 *100 159p 159 152r $ +  5
Nonagricultural employment*.....................................................
Manufacturing employment*.................................................
Average hours worked per week, manufacturing f ....................

thousands 52,189p 52,486p 52,662 52,441 -  1 *
thousands 16,452? 16,609p 16,681 17,072 -  1 -  4
hours 39.2 p 39.5 39.9 40.5 -  1 -  3
thousands 2,989 2,277 2,317 2,463 +31 +21
thousands 3,188 2,508 2,552 n.a. +27 n.a

Banking and finance
millions of $ 74,260p 74,460Total investments of all commercial banks............................... 74,900p 72,920p -  1 ■i

Total loans of all commercial banks........................................... millions of $ 93,010p 93,000p 93,400p 89,510 * +  4
Total demand deposits adjusted.................................................. millions of $ 107,190p 107,160p 105,500p 108,300 t
Currency outside the Treasury and Federal Reserve Banks*.. millions of $ j 30,962p 31,016 31,112 30,828 4 *
Bank debits (337 centers)*........................................................... millions of $ 78,567 81,708 81,281 78,794 |1 -  4 jp
Velocity of demand deposits (337 centers)*.............................. 1947-49*100 140.Op 142.5 148.1 140.0 — 2 *
Consumer instalment credit outstanding f ................................. millions of $ — 33,244 33,159 31,024 +  S

United States Government finance (other than borrowing)
millions of $ 3,410 8,115 6,332 +906,463 +  2
millions of $ 6,553 6,930 6,647 6,576 — 5 **

National defense expenditures..................................................... millions of $ 3,277 3,806 3,223 3,450 -1 4 -  5

SECOND FEDERAL RESERVE DISTRICT

Electric power output (New York and New Jersey)*.................. 1947-49 *100 — 165 168 157 — 2 +  S
1947-49 *100 — n.a. n.a. 141 n.a. n.a.

Nonresidential construction contracts*.......................................... 1947-49*100 — n.a. n.a. 305 n.a. n .a .
Consumer prices (New York C ity)t............................................... 1947-49*100 118.6 118.4 118.3 115.6 * +  3

thousands 7,721.3p 7,730.7 7,781.6 7,877.0 4 __ 2

Maniifacturing_ employment*.......................................................... thousands 2,549.5p 2,565.4 2,614.8 2,687.5 -  i — 5
millions of $ 76,241 76,664 73,909 71,265 -  l +  7

Bank debits (Second District excluding New York City)*.........
Velocity of demand deposits (New York City)*...........................

millions of $ 4,984 5,388 5,274 5,243 -  8 — 5
1947-49*100 197.3 196.2 194.3 186.3 +  1 +  6
1947-49*100 123 119 122 125 +  3 -  2

Department store stocks*!............. ................................................. 1947-49*100 138 138 138 137 # +  1

Note: Latest data available as of noon, December 31,1957.
p Preliminary. r  Revised. t  New basis. Under a new Census Bureau definition, persons laid off temporarily and those
n.a. Not available. waiting to begin new jobs within thirty days are classified as unemployed; formerly these
* Adjusted for seasonal variation. persons were considered as employed. Both series will be published during 1957.
t? Seasonal variations believed to be minor; no adjustment made. § Revised series. Back data available from the Financial and Trade Statistics Division,
if ̂ Change of less than 0 .5  per cent. Federal Reserve Bank of New York.
Source: A description of these series and their sources is available from the Domestic Research Division, Federal Reserve Bank of New York, on request.
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