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CREDIT AND MONETARY REVIEW FOR 1952

Bank credit expanded substantially in
1952, the growth accelerating late in the
year. All major types of loans increased,
and banks added moderately to their port-
folios of United States Government securi-
ties.

Accompanying the expansion in loans
and investments, total deposits and currency
also rose considerably. Growth in time de-
posits, a principal form in which individuals
save, was the largest since 1946, while pri-
vately held demand deposits and currency
expanded much less than in the last two
years. United States Government deposits
increased markedly during the year.

Reflecting in part pressing demands for
funds from both private and government
sectors of the economy, bank reserve posi-
tions were under pressure throughout most
of 1952. As a result of the deposit growth,
legally required reserves rose significantly.
Moreover, an accelerated flow of currency
into circulation, due in large part to a further
rise in business activity, incomes, and saving,
caused a direct drain upon bank reserves.

A gold inflow early in the year and some
outright purchases of Government securities
by the Federal Reserve partially offset this
drain. Additional reserves were supplied
through a large increase in member bank
borrowing at the Reserve Banks, and late

in the year by System purchases of securi-
ties under agreements with dealers to repur-
chase after specified short periods of time.
Both of these are temporary methods of ob-
taining reserves. Member bank borrowing
exerts a restraining influence on further ex-
tensions of credit by the borrowing banks.

Federal Reserve lending to member banks
and acquisitions of securities under repur-
chase agreements are flexible methods of
meeting temporary stringency in the money
market such as usually occurs in December;
they not only relieve the short-run strain
but later counteract automatically the ease
which may follow. During December, Fed-
eral Reserve credit increased by as much as
ll/i billion dollars, including the increase in
repurchase agreements and borrowings and
some outright purchases of Treasury bills.
By the third week of January all the repur-
chase contracts had been completed and bor-
rowings had been considerably reduced.
Thus seasonal needs for bank reserves were
met and, as they diminished, the additional
credit was extinguished. To the extent that
credit demands were of a continuing nature,
member banks remained in debt to the
System.

The discount rates of the Reserve Banks
were raised around the middle of January
from 1% to 2 per cent.
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CREDIT AND MONETARY REVIEW FOR 1952

BANK CREDIT EXPANSION

After declining moderately in the early
months of 1952, outstanding credit at com-
mercial banks expanded sharply during the
remainder of the year. The increase in the
final quarter was especially large, account-
ing for almost 60 per cent of the year's ex-
pansion of 9 billion dollars.

Both the slackening in credit early in the
year and the subsequent sharp increase re-
flected in part seasonal influences, particu-
larly in loans to business. In this respect the
changes in total bank credit in 1952 fol-
lowed a familiar postwar pattern. Expan-
sion in the second half of the year also re-
sulted to an important degree from a gen-
erally strong demand from consumers, busi-
nesses, and the Federal Government. Under-
lying the private demand was an expansion
of economic activity that began with a
pick-up of consumer buying in the spring
and then, after settlement of the steel strike,
spread to various lines of business. Federal
demand for credit reflected the deficit opera-
tions that began in July.

The course of the expansion of bank
credit during 1952, both for the total and for
the various types, was discussed in consider-
able detail in the December BULLETIN as
part of an analysis of the over-all growth in
long- and short-term credit and of the bank
and nonbank sources of such financing.
That article provides an important back-
ground for the current review of bank credit
and monetary developments. It indicates
that a substantial part of the increase in total
credit in 1952 was in response to demands
for long-term financing from real estate
owners, corporate business, and State and
local governments. These demands were
met in large part from savings accumulated
by individuals in commercial banks and, to a

greater extent, in mutual savings banks and
other savings institutions.

Loans. Rapid growth in bank loans in
1952, as is shown in the table, began in the
second quarter with a sharp increase in
"other loans to individuals," largely con-
sumer loans. Renewed expansion in this
area, after many months of little change,
coincided with a substantial rise in consumer
buying and the suspension of Regulation W

LOANS AND INVESTMENTS OF ALL COMMERCIAL BANKS

[In billions of dollars]

Type of loan
or investment

Total loans and in-
vestments

U. S. Gov't. securities. .
Other securities x

Total loans.

Business
Real estate
Agricultural
Security
Other loans to

dividuals
Other

Out-
stand-

ing
Dec. 31,

1952 Year

141.4

63.2
14.1

64.1

27.9
15.8
3.9
3.2

12.7
1.6

Increase, or decrease ( —)

9.0

1.7
0.8

6.5

2.0
1.2
0.5
0.6

2.3
)

1st
qtr.

-0.3

-0.4
0.3

-0.2

-0 .1
0.1
(2)

- 0 . 3

0.1
- 0 . 1

2nd
qtr.

2.2

0.1
0.4

1.7

-0.5
0.3
0.3
0.8

0.8
0.1

3rd
qtr.

2.1

0.4
0.3

1.4

0.8
0.4
0.3

-0.6

0.6
-0.1

4th
qtr.

5.0

1.6
-0.2

3.6

1.8
0.4
(2)
0.7

0.7
0.2

1 Mainly State and local government bonds.
2 Less than 50 million dollars.
NOTE.—Table excludes interbank loans. Total loans are after,

and types of loans are before, deductions for valuation reserves.
All figures are partly estimated for all dates except December 31.
1951 and June 30, 1952. Details may not add to totals due to
rounding.

early in May. These loans to individuals
expanded throughout the balance of the
year, with a total increase of over 2 billion
dollars or approximately 20 per cent. Other
loans to individuals increased more in 1952,
relatively, than any other type of bank
loan or investment. Banks also made funds
available to consumers indirectly through
leans to finance companies and distributors.
The increase in such loans was substantial,
especially in the closing months of the year.

Bank lending to businesses accounts for a
major part of total bank credit, and the
seasonal expansion in such lending that
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CREDIT AND MONETARY REVIEW FOR 1952

begins in the summer and runs through
December is usually a major factor in the
expansion of bank credit in the latter part
of the year. The rise in the last half of 1952
was somewhat greater than usual. In No-
vember and December it was substantially
in excess of normal seasonal proportions.
The chart shows for 1952 and the last half
of 1951 the business groups that accounted
for a substantial part of the borrowing. In
both years such nondefense groups as food,
liquor, and tobacco manufacturers, commod-
ity dealers, and trade concerns showed sea-
sonal increases. Late in 1952 sales finance,
petroleum, and chemical companies also in-
creased their borrowing. Borrowing by
manufacturers of metals and related prod-
ucts and by public utilities, which had in-
creased considerably in 1951 and early 1952,
showed only moderate changes thereafter.

Growth in bank lending on real estate
was considerably greater in the second half
than in the first half of the year. Loans for
agricultural purposes also increased some-
what in the latter part of the year when Fed-
erally guaranteed loans were made in con-
nection with the price support program for
wheat.

Investments, With the Federal Govern-
ment beginning to operate at a deficit in
July, Treasury borrowing from the public
(investors other than United States Govern-
ment agencies and trust funds) rose approxi-
mately 4 billion dollars during 1952. Its
deposit balances, however, increased 1.8
billion dollars over the year. Commercial
bank holdings of Government securities
rose by about 1% billion dollars during the
year and Federal Reserve and nonbank in-
vestor holdings each increased by about one
billion.

At times of new Treasury financing, com-
mercial banks bought securities directly from

BANK LOANS - SELECTED INDUSTRIES
C u m u l a t i v e C h a n g e f r o m June 1951

M i l l i o n s of D o l l a r s

2 0 0 0

4 0 0 —

- 8 0 0

SEPT. DEC. MAR. JUNE SEPT DEC. MAR. JUNE

NOTE.—Data reported by over 200 of the largest weekly re-
porting member banks. Foods, etc., includes liquor and tobacco.
Metals, etc., includes metal products, machinery, and transpor-
tation equipment. Petroleum, etc., includes coal, chemicals, and
rubber. Public utilities include transportation. Latest data are
for January 28.

the Treasury and from the market, and
also increased loans to customers to finance
purchases of such securities. After the offer-
ings, security loans were repaid and banks
sold Government securities to other in-
vestors. Security loans also increased in
November and December as dealers bought
Government securities from banks which
were selling in order to meet heavy credit
demands at the time.

The 1952 rise in commercial bank hold-
ings of Government securities extended
throughout the country and among most
classes of banks. In the first half of the year
these holdings were little changed. In late
June and early July, however, they increased
substantially as banks purchased Treasury
bills and other securities in the market and
subscribed to the new issue of intermediate-
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term Treasury bonds. Late in July banks
added further to their holdings of inter-
mediate-term bonds by market purchases.

From July through September, city bank
portfolios of Government securities declined
as holdings of short-term Government secu-
rities were reduced sharply. Country banks,
however, continued to increase their total
holdings slightly. Treasury tax anticipation
bill offerings in early October and late No-
vember were originally taken up almost en-
tirely by commercial banks. After the
October offering, banks sold the major por-
tion of their takings to nonbank investors.
At the year-end, however, a substantial pro-
portion of the November offering was still
in bank portfolios. In January 1953 there
was a further marked decrease in holdings
of Government securities by city banks.

Bank investment in State and local gov-
ernment securities in the latter part of 1952
was an exception to the pattern of credit
expansion. Following a substantial growth
through August, bank holdings of such
securities declined somewhat.

GROWTH IN DEPOSITS AND CURRENCY

Total bank deposits and currency outside
banks continued to rise last year, reflecting
the substantial increase in bank credit as well
as larger personal savings. The growth was
particularly marked in the case of time
deposits. Demand deposits declined con-
siderably and in large part seasonally in the
first quarter and then increased fairly stead-
ily thereafter, as is shown in the chart, while
currency holdings generally rose throughout
the year. The increase in demand deposits
and currency was particularly marked in the
fourth quarter when bank credit also had its
sharpest rise.

Time deposits of commercial and mutual
savings banks increased over 4 billion dol-
lars in 1952, the largest annual increase since

1946, when saving started to decline from
its high wartime rate. Individuals increased
their saving in practically all forms last year,
but the increase was particularly large in the
case of time deposits. It was also large in
the case of shareholdings in savings and loan
associations, equities in insurance and pen-
sion reserves, and holdings of corporate
securities.

Government deposits increased almost 2
billion dollars in 1952 to a level of about

DEPOSITS AND CURRENCY
BILLIONS OF DOLLARS

100 -

95 -

90 -

DEMAND DEPOSITS /
_ ADJUSTED /

\ 1952 ^ ^ /

1 ~

TIME DEPOSITS

1 9 5 2 ^ ^ ^ " ^ ^

_ ^ ^ -

- 70

65

60

55

MAR. JUNE MAR. JUNE SEPT. DEC.

NOTE.—Monthly data, partly estimated. Deposits are for all
banks in the United States. Demand deposits adjusted exclude
U. S. Government and interbank deposits and items in. process
of collection. Time deposits include deposits in the Postal
Savings System and in mutual savings banks; they exclude
U. S. Government and interbank deposits. Figures are for last
Wednesday of month except for June and December call dates.
Figures for last six months of 1952 are preliminary.

6 billion at the year-end. This increase was
due in large part to substantial anticipatory
financing late in the year. The ultimate
effect of this financing on privately held
deposits will not be determined until the
funds are spent by the Treasury. The funds
will augment private balances at first, but
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later they may be used in a number of ways
including private spending, investment, or
debt retirement. Such funds might pre-
clude the necessity for private borrowing
that would otherwise occur.

Privately held demand deposits and cur-
rency are particularly significant from the
standpoint of the effect of the money supply
on the volume of spending in the economy.
A more detailed discussion of money and
the factors influencing its supply is included
in an article on pages 98 to 109 of this BULLE-

TIN. Private demand deposits and currency
holdings rose about 4 billion dollars, or 3
per cent, last year following increases of 6
per cent in each of the two preceding years.
Demand deposits increased approximately 3
billion dollars, or 3 per cent, in 1952, and
currency holdings, 1% billion, or 5 per cent.

The currency rise reflected increased busi-
ness activity, incomes, and saving, which
continued to expand the need for paper
money and coins. This is evidenced by the
fact that practically all of the increase oc-
curred in currency of a denomination of
$20 or less. The significance of the con-
tinued, though diminished, rate of growth
in private demand deposits and currency is
affected by the accompanying substantial
increase in time deposits and other liquid
claims.

The rate of use or turnover of demand
deposits in 1952, in contrast to their quan-
tity, fluctuated around the average for 1951.
In the case of such deposits at banks in
leading cities outside New York, the rate has
averaged about 21% times a year since late
1950.

PRESSURE ON BANK RESERVE POSITIONS

Reserve positions of member banks were
under pressure throughout most of 1952
as a result of the monetary expansion
that occurred. The chart shows weekly

changes in member bank reserves in 1952
and the major factors affecting such reserves.
To an increasing extent, additions to the
supply of bank reserves came through bor-
rowing by member banks from the Federal
Reserve Banks and through temporary pur-
chases of securities by the Federal Reserve
from dealers under repurchase contracts.
Federal Reserve holdings of securities pur-
chased outright increased by less than half
a billion dollars over the year.

MEMBER BANK RESERVES AND RELATED ITEMS
Bi l l i ons of D o l l a r s

MEMBER B A N K RESERVES
TOTAL

15

CURRENCY IN CIRCULATION

F. R. HOLDINGS
OF U. S. GOV'T SECURITIES

F. R. DISCOUNTS

r 30

2 5

20

5

1951 1952 '53

NOTE.—Wednesday figures; latest are for January 28.

On the average, total reserves rose about a
billion dollars from December 1951 to De-
cember 1952. These were entirely absorbed
into legally required balances with the Fed-
eral Reserve System to support deposit
growth. Excess reserves, averaging about
800 million dollars in December of each year,
were held almost entirely by banks out-
side the reserve cities. They represented in
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part working balances which under existing
circumstances cannot be fully invested in
the short-term money market.

In addition to the billion dollar increase in
legally required reserves last year, the major
factor adding to the demand for bank re-
serves was the continuing flow of currency
into circulation, which totaled more than 1*4
billion dollars over the year. The additional
reserves needed over the year to back the
deposit expansion, to provide additional cur-
rency, and to meet small drains from other
factors were supplied mainly by a half billion
dollar addition to reserves through a gold
inflow and a 2 billion dollar increase in
Reserve Bank credit.

Additions to bank reserves from the inflow
of gold occurred early in the year. Gold had
begun to flow into the United States in the
third quarter of 1951, and this movement
continued through the first quarter of 1952,
reflecting in part a balance of international
payments due this country on current ac-
count and in part an increase in foreign funds
held in this country. Thereafter the nation's
gold stock was relatively stable, while foreign
deposits at commercial banks and foreign
holdings of United States Government secu-
rities increased substantially. The net effect
on bank reserves was negligible.

The gold inflow in late 1951 and early
1952 resulted in large part from worsen-
ing in the balance of payments position of
the United Kingdom and the rest of the
sterling area. Cessation of the inflow and
subsequent building up of official foreign
balances in this country reflected an improve-
ment in the payments position of these areas.
Toward the end of the year foreign countries
were beginning to acquire gold from the
United States.

The increase in Federal Reserve credit last
year consisted of an addition of roughly one-

half billion dollars to Federal Reserve hold-
ings of Government securities purchased out-
right, one-half billion of securities bought
under repurchase agreements with dealers,
and a billion dollar increase in member bank
borrowings from the Reserve Banks. The
outright purchases of Government securities
together with the reserves supplied by the
gold inflow offset the greater part of the
impact on bank reserve positions of the cur-
rency outflow. The reserves needed to sup-
port the deposit expansion had to be ob-
tained through an increase in borrowing at
the Federal Reserve Banks.

SELF-LIMITING EXPANSION OF FEDERAL

RESERVE CREDIT

In the early part of 1952, Federal Reserve
holdings of Government securities declined
as demands for currency and credit showed
a seasonal decline. The Federal Reserve pur-
chased Government securities at times during
the remainder of the year, during periods of
Treasury refunding operations as well as
during periods of temporary money market
strain. In some cases these periods coin-
cided. While these needs determined the
timing of purchases, the net increase in
System holdings of Government securities for
the year as a whole was less than the total
demand for Federal Reserve credit to meet
the currency drain and the growth in re-
quired reserves.

Substantial open market purchases oc-
curred during refunding operations in Feb-
ruary, June, August, and September. The
Federal Reserve also purchased substan-
tial amounts of Government securities in
December to relieve the temporary money
market strain that would have resulted from
the sharp preholiday currency outflow and
an increase in required reserves. A large
part of these purchases, however, involved
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agreements with Government security deal-
ers to repurchase the securities after a speci-
fied period. Accordingly, they automatically
provided, when money market conditions
permitted, for the extinguishment of the re-
serves that were created through the original
purchases.

Federal Reserve purchases of Government
securities under repurchase agreements rose
to almost 900 million dollars in the last week
of December, compared with just over 300
million a year earlier. By the third week
in January of this year all the repurchase
agreements had been completed.

Federal Reserve operations in the Govern-
ment securities market, as indicated, met
only a part of the demand for reserve credit
that developed in 1952. At various times,
particularly after midyear, many individual
banks were under the necessity of obtaining
additional reserves by borrowing from the
Federal Reserve Banks and ultimately liqui-
dating other assets. When a bank is in
debt, it is under pressure to reduce that
indebtedness and hence is likely to be more

restrained in extending additional credits or
to reduce credits. As one bank liquidates
assets to reduce indebtedness, some other
bank may find itself short of reserves and
needing to borrow. Thus, although total
borrowing of all member banks may con-
tinue large, individual borrowing banks are
constantly under pressure to make essential
reserve adjustments through changes in their
credit policies.

Member bank borrowing averaged about
1.6 billion dollars in December as compared
with less than one-half billion in 1951 and
the first half of 1952. Borrowing by mem-
ber banks in December was the largest
since 1921.

During the past two years the Federal Re-
serve has moved toward greater reliance on
influencing the cost, availability, and supply
of credit through the discount mechanism,
a mechanism that puts pressure on banks
to limit credit expansion and makes them
more responsive to changes in the discount
rate.
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