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DIGEsT OF PRINCIPAL FEDERAL RESERVE POLICY ACTIONS, 1958

Period

Action

Purpose of action

January

January

January—
February

February

March

March

February-
Mid-April

April

Aptil-May

Mid-April-June

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

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

5

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

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

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

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

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

additional $500 million of reserves. J

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

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

Reduced discount rates from 2% to

134 per cent at all Reserve Banks.

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

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

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

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

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

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

Action

Purpose of action

July-
early August

August

August-early
September

August-
September

October

Late October—
early November

Mid-November-
December

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

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

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

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

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

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

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

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

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

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

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

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

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

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




Mazsch 4, 1958

1. Review of continuing authorities or statements of policy.

This being the first meeting of the Federal Open Market Com-
mittee after the new members elected by the Federal Reserve Banks
for the year beginning March 1, 1958 had assumed their duties, the
Committee reviewed and reaffirmed all continuing statements of
policy and authorities for operations. These included the following:

a. It is not now the policy of the Committee to support any pattern of
prices and yields in the Government securities market, and intervention in
the Government secutities market is solely to effectuate the objectives of
monetary and credit policy (including correction of disorderly markets).
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Votes for this action: Messrs. Martin, Chairman, Hayes, Vice
Chairman, Balderston, Fulton, Irons, Leach, Mangels, Mills,
Shepardson, Szymczak, and Vardaman. Votes against this
action: none.

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

Votes for this action: Messrs. Martin, Chairman, Balderston,
Fulton, Irons, Leach, Mangels, Mills, Shepardson, Szymczak,
and Vardaman. Vote against this action: Mr. Hayes, Vice
Chairman.

M. Hayes stated that he would vote to approve the statement if
the qualifying phrase, “as a general rule,” were inserted after
“shall” in the second and fourth lines.

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

Votes for this action: Messrs., Martin, Chairman, Balderston,
Fulton, Irons, Leach, Mangels, Mills, Shepardson, Szymczak,
and Vardaman. Vote against this action: Mr. Hayes, Vice
Chairman.

M. Hayes stated that he would vote to approve the action if the
word “solely” were deleted from the second line and “primarily”
substituted therefor, and if the phrase “as a general rule” were in-
serted after ““shall” in line three.

2. Authority to effect transactions in System Account.

Clause (b) of paragraph (1) of the directive was changed at this
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meeting to provide that, among other things, open market transac-
tions would be with a view “to contributing further by monetary
ease to resumption of stable growth of the economy.” The Com-
mittee also deleted from the directive the paragraph authorizing the
sale direct to the Treasuty from the System Open Market Account
for gold certificates of such amounts of Treasury securities maturing
within one year as might be necessary from time to time for the
accommodation of the Treasury up to an aggregate amount of $500
million face amount.

Votes for these actions: Messts. Martin, Chairman, Hayes,
Vice Chairman, Balderston, Fulton, Irons, Leach, Mangels,
Mills, Shepardson, Szymczak, and Vardaman. Votes against
these actions: none.

During recent weeks, business activity had shown indications of
deepening recession. A further decline during February indicated
that the Board’s index of industtial production for that month
would be about 10 per cent under the mid-1957 high. Employment
had continued to decline and unemployment to rise. Preliminary
data from a survey of plans for plant and equipment expenditures
during 1958 pointed to a decrease for the year of 10 per cent,
whereas a similar survey made in the fall of 1957 indicated a decline
of 7 per cent. Although the housing market appeared to be holding
fairly strong, the over-all summary of economic conditions at the time
of this meeting was described as one of little cheer.

The volume of free reserves had increased during late February,
reflecting among other factors a reduction in reserve requirements
ordered by the Board of Governors of the Federal Reserve System.
At the same time the Committee authorized by telegram the mainte-
nance of a somewhat higher level of free reserves than had been
contemplated at the February 11 meeting.

In the market, an expansion in the total volume of bank credit had
taken place during February. Business borrowing had been sharply
reduced in the past 90 days, but the banks, supplied with ample
reserves, had expanded holdings of securities and loans on securities,
particularly in February, in contrast with the customary seasonal
reduction at that time.

The Committee’s discussion of the situation disclosed considerable
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feeling that the policy directive should reflect a more positive ap-
proach to recovety than was embodied in the wording calling for
“cushioning adjustments and mitigating recessionary tendencies in the
economy.” Agreement was reached on the change indicated, namely,
that during the period following this meeting open market opera-
tions should be with a view to “contributing further by monetary ease
to resumption of stable growth of the economy.”

The Committee also discussed whether the discount rates at the
Federal Reserve Banks should be reduced further from the prevailing
level of 23 per cent, concluding that the matter should take its
course at the respective Federal Reserve Banks.

Elimination from the directive of the third paragraph authorizing
the sale direct to the Treasury from the System Open Market Ac-
count for gold certificates of Treasury securities up to an aggregate
of $500 million resulted from the belief that under current circum-
stances, including the action taken by the Congress to increase the
national debt limit from §275 to $280 billion, such an authorization
was not likely to be used.


m1crl99
Rectangle

m1crl99
Rectangle


