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RECENT CREDIT AND MONETARY DEVELOPMENTS

The Board of Governors, on June 24, an-
nounced a reduction in the reserve require-
ments on net demand deposits of all member
banks. In taking this action the Board made
the following statement:

"This step was taken in pursuance of
Federal Reserve policy, designed to make
available the reserve funds necessary to
meet the essential needs of the economy
and to help maintain stability of the dol-
lar. The reduction, releasing an estimated
$1,156,000,000 of reserves, was made in
anticipation of the exceptionally heavy de-
mands on bank reserves which will develop
in the near future when seasonal require-
ments of the economy will expand and
Treasury financing in large volume is in-
escapable. The action is intended to pro-
vide assurance that these needs will be
met without undue strain on the economy
and is in conformity with System policy
of contributing to the objective of sustain-
ing economic equilibrium at high levels of
production and employment."

The reduction in reserve requirements was
preceded and accompanied by open market
purchases of Treasury bills by the Federal
Reserve, totaling more than 1 billion dollars.
The combined effect of these operations was
to supply more than 2 billion dollars of re-
serves to banks in the two-month period
beginning in early May.

At that time there were indications that
Federal Reserve monetary measures were be-
ginning to have a more restrictive effect than
was appropriate for carrying out the general
objectives of economic stability. These indi-
cations began to appear in the capital market
toward the end of April when the new 3*4
per cent Treasury bonds broke par and sea-
soned issues, both public and private, reacted
sharply in price. The sudden hardening of
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money rates, of which this was one expres-
sion, was further stimulated by an increasing
reluctance of lenders to commit themselves
and by the entry into the market of bor-
rowers seeking to cover future requirements
before money rates rose further. At the
same time it appeared that the Federal cash
deficit would be much larger than had earlier
been expected and that the Treasury would
be a heavy borrower during the remainder of
the year.

These developments found little reflection
in general economic indicators outside the
area of finance. Prices were generally stable.
Indexes of production, employment, and dis-
tribution remained high throughout the
period, but the privately held money supply,
which earlier had paralleled movements in
1952, began to contract in May as compared
with the same period last year.

During 1952 and most of the first half of
1953, with resources of production virtually
fully utilized, there was limited capacity for
further growth in total capital and consump-
tion expenditures. The advanced levels of
economic activity during the period were
accompanied by large demands for credit,
which if fully met would have created de-
mands for goods in excess of the resources of
the economy. The supply of savings available
in the credit market, although very great, was
not sufficient to meet all credit demands,
and Federal Reserve policy was largely di-
rected toward limiting additional bank credit
expansion to amounts consistent with normal
monetary growth over the year. Reflecting
the pressures of a large current and prospec-
tive demand for credit on the supply of funds
in the credit market, interest rates rose.

ACTIVE DEMAND FOR CREDIT AND CAPITAL

Demand for credit and capital was excep-
tionally strong in the late months of 1952

and most of the first half of 1953. A record
total of security issues for new capital by
corporations and State and local governments
and a sustained large volume of new home
mortgages placed a heavy financing burden
on the capital markets. Rapid expansion
of consumer instalment borrowing through-
out the period also added greatly to total
credit demand, and in the second quarter
of 1953 the Treasury re-entered the credit
market as a borrower. Business borrowing at
banks showed somewhat less than the usual
seasonal decline in the first five months of
the year.

New securities issued by corporations and
State and local governments aggregated
about 7.5 billion dollars during the first half
of the year, as is shown in the chart. This
was 600 million more than in the correspond-
ing period of last year and 2 billion more than
for the first half of 1951. Corporation fi-
nancing reflected continued heavy outlays for
plant and equipment and a sharp expansion
of credit extended by business concerns to
consumers. State and local governments
borrowed to finance construction of com-
munity facilities, roads, and bridges. As
pressures developed in the securities markets
during May and June, a considerable volume
of contemplated security issues by businesses
and State and local governments was can-
celed or postponed awaiting a more favor-
able financing period.

Demand for mortgage credit at banks,
savings and loan associations, insurance com-
panies, and other mortgage lenders was also
maintained at a high level. In the first
half of 1953 the volume of mortgage loans
extended on small nonfarm properties was
one-eighth larger than in the same period last
year and about equal to the record volume
of the second half of that year. Demand for
mortgage credit for commercial and multi-
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GROWTH IN CREDIT AND CAPITAL
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NOTE.—Federal Reserve estimates based on data from the
Securities and Exchange Commission, Bond Buyer, Census
Bureau, Home Loan Bank Board, and Department of Agricul-
ture. Security issues are those for new capital; corporate issues
include long-term debt and equity financing.

unit residential construction was also heavy.
Rapid expansion of consumer borrowing

continued in the first half of 1953 to be a
key factor contributing to the exceptionally
large credit demand. Consumers increased
the amount of their instalment obligations
nearly 2 billion dollars, as is shown in the
chart. About half of this additional credit
was extended directly to consumers by banks.
The remainder reflected additional credit ex-
tended to consumers by retail businesses and
other consumer financing institutions, espe-
cially sales finance companies, which in turn
obtained new funds from banks or from the
capital market.

Growth of consumer instalment credit has
been at a record pace since April 1952. Over

the past twelve months such credit increased
nearly 5 billion dollars, or 31 per cent. Ex-
pansion of consumer disposable income in
the same period was at a rate of 8 per cent.
Accordingly, the ratio of consumer instal-
ment credit outstanding to disposable income
climbed from about 6.6 to 8.1 per cent and
is now at the highest level in this country's
financial history. A special factor in the rise
in instalment credit over the past year was
a sharp relaxation by lenders of down-pay-
ment and maturity terms following suspen-
sion of consumer credit regulation in May
1952.

Demand for short-term credit by other
private borrowers remained strong in the
first half of 1953. Business demand for
such credit remained at a high level, follow-
ing a substantial expansion in the fourth
quarter of 1952. There was some in-
crease in borrowing for purchasing and car-
rying stocks following a reduction in margin
requirements to 50 per cent early in 1953.
These requirements had been established at
a high level of 75 per cent in January 1951,
during the inflationary period after the
Korean outbreak.

The Federal Government reduced its net
debt outstanding (excluding that held by
Government agencies) by about 3 billion
dollars in the first quarter of 1953. This re-
duction was accomplished by use of a sea-
sonal excess of receipts over expenditures
and was accompanied by some increase
in the Treasury's cash balance. Debt re-
tirements included principally the matur-
ing of tax anticipation bills and net redemp-
tions of savings notes. In the second quar-
ter the volume of Government securities
held by the public showed little change, as
retirements of securities were offset by sales
of over 1 billion dollars of a long-term bond
issue, the issuance of 0.8 billion of tax antici-
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pation bills maturing in September, and in-
creases in the regular weekly bill issues
totaling 1.7 billion.

Although the Treasury was not a net bor-
rower in the first half of the year, there was
growing recognition during the period that
Treasury receipts were lagging behind
Budget estimates while expenditures were
continuing to rise and that the Federal fiscal
outlook was more unfavorable than it had
appeared to be early in the year. These
developments made it inevitable that Federal
borrowing would be substantial in the second
half of the year. As awareness of the size
of this potential borrowing spread, it became
an increasingly important factor in credit
developments. Early in July the Treasury
announced the offering of about 5.5 billion
dollars of tax anticipation certificates matur-
ing in March 1954 to meet the large cash
deficit anticipated for the July-September
period.

CONTINUED LARGE SAVINGS

Financing of the heavy credit demands in
the first half of 1953 was facilitated by a
large and expanding volume of individual
savings. These funds became available for
investment through such financial inter-
mediaries as pension and trust funds, life
insurance companies, and savings insti-
tutions. The amount of savings flowing to
savings and loan associations and insurance
companies and into time deposits at mutual
savings banks and commercial banks in-
creased substantially, as is shown in the
chart. In the January-June period the total
was about 20 per cent larger than in the cor-
responding period a year ago and double
that in the first half of 1951.

Additional funds were made available in
the short-term credit market by foreign gov-
ernments, State and local governments, and

GROWTH IN SAVINGS
SELECTED FORMS
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NOTE.—Data from Institute of Life Insurance, Home Loan
Bank Board, and Federal Reserve. Figures for first half 1953
partly estimated by Federal Reserve. Savings shares and life
insurance represent increases in total assets of the respective
institutions.

by nonfinancial corporations in advance of
quarterly taxpayment dates. Most of these
funds were invested in short-term United
States Government securities.

BANK CREDIT DEVELOPMENTS

During the first four months of 1953
commercial banks were under pressure to

. maintain their reserve positions and in gen-
eral this pressure seemed to be reflected in
some curtailment in the total volume of
bank credit. Bank holdings of Government
securities declined sharply as banks disposed
of large amounts of short-term securities,
which in part were retired by the Treasury
and in part were purchased in the market by
corporations and other buyers. Bank loans
for purchasing or carrying Government se-
curities declined somewhat. Despite the
unusually heavy demand for credit from
private borrowers, other bank loans and in-
vestments expanded only moderately, as is
shown in the chart.
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NOTE.—Wednesday figures for weekly reporting member
banks in leading cities. Series beginning 1952 includes eight
additional banks. Latest figures shown are for July 8.

Bank loans to businesses declined some-
what in the first half of the year, but until
June the decline was less than in the cor-
responding period a year ago. Retail and
wholesale trade concerns and textile, apparel,
and leather manufacturers increased their
bank indebtedness significantly in the first
six months of this year, whereas they de-
creased it during the same period a year ago.
Sales finance company indebtedness to banks,
which decreased sharply last year, declined
only slightly this year. Borrowing by metal
and metal products manufacturers and pe-
troleum, coal, chemical, and rubber com-
panies, on the other hand, was considerably
smaller this year than last.

Bank loans to individuals, largely consumer
loans, increased much more rapidly in the
January-June 1953 period than a year ago.
Real estate loans of banks expanded slightly

more this year than last, while bank port-
folios of corporate and of State and local
government securities increased much less
this year than they did a year ago. Outstand-
ing bank loans for agricultural purposes and
also for purchasing and carrying securities
declined this year, compared with a substan-
tial increase in the same period of 1952.

The marked decline in bank holdings of
United States Government securities in the
first half of this year was in striking contrast
to the small decline a year ago. As a conse-
quence, total loans and investments of com-
mercial banks declined in the first half of
1953 compared with a small increase in the
same period last year. The decline in hold-
ings of Government securities this year was
widespread among all classes and sizes of
banks, but it was greatest at the large city
banks, which were under special pressure to
meet deposit losses. In the first half of last
year the small decline in Government secu-
rity portfolios occurred largely at country
banks, and portfolios at banks in New York
and Chicago rose slightly.

RISE IN INTEREST RATES

The large and growing demand for credit
in the first half of 1953 tended to outstrip
the substantial and increasing volume of
funds available for lending and investing.
The pressure of credit demand resulted in a
mild but general firming of interest rates
until mid-April. Thereafter rates advanced
sharply. In the latter part of June interest
rates on most types of credit leveled off some-
what and in some cases receded from highs
reached earlier in the month.

Over the six-month period, yields on out-
standing high-grade, long-term bonds rose
about l/2 of 1 per cent, as is shown in the
chart on the following page. The increase
in yields on new offerings was somewhat
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greater, and the spread between yields on
outstanding issues and on new security issues
widened. Intermediate-term yields also in-
creased about Y2 of 1 per cent. Rates charged
by banks on loans to businesses also rose and
short-term market paper at midyear sold at
yields ranging from about l/+ to l/2 of 1 per
cent higher than early in the year.

MONEY RATES
PER CENT PER ANNUM

' ^ ' H I G H - GRADE /V f
MUNICIPAL/1. J

TREASURY BILLS

1950 1951 1952 1953

NOTE.—Treasury bill rates are market rates on longest bills.
Yields on long-term U. S. Governments exclude 3lA per cent
bonds of 1978-83, issued May 1, 1953. Corporate Aaa, Moody's
Investors Service; high-grade municipals, Standard and Poor's
Corporation. Latest figures shown are for week ending July 11.

The general rise in the interest rate struc-
ture in the first part of 1953 exerted a re-
straining influence on capital and consump-
tion expenditures at a time when produc-
tive resources were virtually fully employed.
This result was brought about through the
operation of several forces. Rising interest
rates encouraged saving. They also curbed
credit demand, dampened somewhat the
strength of the capital goods boom, and led
to a postponement of some capital projects
awaiting more favorable financing terms.

The advance in interest rates thus was a
factor in maintaining balance between the
demand for funds and the supply of savings.
To the extent that it helped to limit the
bulge in demand for durable goods of all
kinds, it tended to spread the flow of ex-
penditures more evenly over time.

CHANGES IN DEPOSITS AND CURRENCY

Credit expansion, though restrained, has
nevertheless been adequate to permit growth
in the deposit and currency supply needed
to support an expanding economy with
stable prices. For the 12-month period end-
ing April 29, 1953, demand deposits and
currency held by individuals and businesses
increased 4.0 billion dollars, or about il/s
per cent. In the following two months,
however, there was a contraction in privately
held demand deposits and currency, com-
pared with a small increase in the same period
of 1952. For the 12-month period ending
June 30,1953, consequently, demand deposits
and currency held by individuals and busi-
nesses showed an estimated increase of about
3 billion dollars, or 2Y2 per cent. In addition,
holdings of time deposits rose 4.5 billion
dollars, or about 7 per cent. There was a
decline of 2.5 billion dollars in Treasury de-
posits.

Growth in demand deposits and currency
in the 12-month period ending June 30, 1953,
was about half that of the preceding 12
months, while the increase in time deposits
was larger, as is shown in the table. The
smaller monetary growth in the 12 months
just past, and particularly in recent months,
reflects largely the effects of a reduction in
bank holdings of Government securities. In
the preceding year these holdings increased
and tended to expand the volume of de-
posits. Over the past year there has also
been a monetary drain due to changes in

694 FEDERAL RESERVE BULLETIN

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1953



RECENT CREDIT AND MONETARY DEVELOPMENTS

the gold stock and other foreign transac-
tions whereas in the preceding year these
factors operated in the opposite direction.
Bank loans and other investments showed
about the same growth in both 12-month
periods.

CHANGES IN DEPOSITS AND CURRENCY

[In billions of dollars]

Item

Deposits and currency:
Demand deposits, adjusted
Currency outside banks
Time deposits
U. S. Government deposits

Factors affecting deposits and cur-
rency:

Bank holdings of U. S. Gov't. secu-
rities

Bank loans and other investments..
Gold stock and foreign deposits at

F. R. Banks
Other factors

12 months ending June 30

1953 1

+2.1
+ 1.0
+4.6
- 2 . 4

1952

+5.8
+0.7
+3.7
- 0 . 2

(Sign indicates effect on
deposits and currency)

- 0 . 5
+7.9

-0.9
-1 .1

+1.8
+7.7
+ 1.9
-1.4

1 Partly estimated.
NOTE.—Figures include changes in holdings of commerical banks,

mutual savings banks, the Postal Savings System, and the Federal
Reserve Banks.

Privately held demand deposits and cur-
rency typically decline in the first half of
a calendar year and subsequently increase by
a larger amount in the second half, reflecting
the combined seasonal and growth needs of
the economy. The amount of privately held
demand deposits, after allowance for such
seasonal changes, expanded moderately dur-
ing 1952 and through April 1953 and then
contracted somewhat in May and leveled off
in June, as is shown in the chart on page 689.
Prices of consumer goods have been stable
for the last year and a half. Wholesale prices,
which declined through 1952 from the peak
reached in the first quarter of 1951, have also
been stable thus far in 1953. Industrial pro-
duction has been at an advanced level
throughout the first half of the year, follow-
ing a rapid rise after the settlement of the
steel strike last year, and gross national prod-
uct has continued to expand.

There has been some tendency for the

use or turnover of demand deposits to in-
crease over the past year. In the first six
months of 1953 demand deposits at banks
outside the leading financial centers turned
over at the rate of 19.0 times per year as com-
pared with 18.3 in the same period last year.

RECENT FEDERAL RESERVE CREDIT ACTIONS

Federal Reserve credit actions during the
past year have been directed toward the gen-
eral objective of keeping the supply of credit
and money adjusted to the needs of a grow-
ing economy. This policy has called for
some expansion in the supply of bank re-
serves, although in view of the large demand
for credit in excess of the supply of savings,
it has resulted in some restraint on credit
demand.

Keeping within the framework of this
broad policy objective, the Federal Reserve
began in early May to take measures that
would help provide for the normal large
seasonal requirements for credit and money
during the remainder of the year. The Fed-
eral Reserve first increased the reserve funds
available to banks by repeated open-market
purchases of Treasury bills. These were be-
gun on a modest scale in the second week
of May and were accelerated in subsequent
weeks. From May 7 through July 8 the
Federal Reserve supplied about 1.2 billion
dollars of reserves to banks by these opera-
tions.

Banks were also supplied with a large vol-
ume of reserves during most of June as a
result of a sharp reduction in Treasury bal-
ances at the Federal Reserve and heavy
Treasury borrowing on special certificates
from the Federal Reserve. By the third week
of June member banks had repaid most of
their borrowings at the Federal Reserve
Banks and there was a substantial increase
in the volume of excess reserves. Reserves
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supplied by Treasury operations over the
June tax period were only temporary, how-
ever, and they were largely withdrawn by
the first week of July.

In order to prevent an undue tightening
of bank reserve positions and of the credit
market from developing as a result of sea-
sonally expanding demands for credit, a mas-
sive drain on bank reserves in late June and
early July, and the immediate need of the
Treasury for substantial financing, the Board
of Governors announced on June 24th the
reduction in reserve requirements on demand
deposits of 1 percentage point at reserve city
and country banks and 2 percentage points
at central reserve city banks. The reduction,
which became effective on July 1 for coun-
try banks and on July 9 for central reserve
and reserve city banks, freed an estimated
1.2 billion dollars of reserve funds.

Reserve funds supplied by open market
operations in May and June, together with
those freed by the reduction in reserve re-
quirements, are part of what will be needed
to meet the usual seasonal demands for re-
serves in the last half of the year. Initially
the reserves will be more or less fully ab-
sorbed by Treasury borrowing from banks.
Later, however, as the Treasury pays out
the funds borrowed and as corporations and
others continue to accumulate funds for tax
reserves and other reasons, the financial re-
sources available to businesses and individ-
uals will be augmented. These resources
may be used in part to meet their financing
or cash needs and in part to purchase Govern-
ment securities from banks, thus releasing
funds for bank lending to other borrowers
as seasonal and growth needs of the economy
develop.
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