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Influencing the Availability o f Credit
“The Reserve System ’s fundamental task, under the 
law, is that o f influencing, so fa r as the means at its 
disposal permit, the availability o f credit. In  a period 
o f general inflation, the task calls fo r doing what we 
can to lim it the availability o f credit. Conversely, in 
a period o f general deflation the task calls fo r making  
credit readily available.” (William McC. Martin, 
Jr., Chairman of the Board of Governors of the Fed
eral Reserve System.)

Because of the heritage of war financing, the means 
at its disposal have not always been adequate for the 
Federal Reserve System to carry out its task, espe
cially since the end of World War II. The System, 
however, has consistently utilized the tools it has had 
available. In the following paragraphs and charts, 
the most important postwar policy changes and their 
economic setting are presented.

Quotations in the text material are taken directly 
from the annual reports of the Board of Governors 
and leading articles in the Federal Reserve Bulletin. 
Space limitations prevent the listing or illustrating of 
all the economic aspects that may have influenced 
policy decision. The material given herein, however, 
does partially answer the question, What has the 
Federal Reserve System done to influence the avail
ability of credit?
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At the beginning of the postwar period, the Board 
of Governors stated that its primary duty at that time 
was “adapting to peacetime requirements the mone
tary and fiscal structure inherited from wartime 
financing.” The national debt had grown from 69 
billion dollars at the end of 1941 to 278 billion dol
lars at the end of 1945. A large proportion of this debt 
had been transferred to the Federal Reserve Banks 
and the commercial banking system. That part owned 
by the banks provided the basis for most of the mone
tary expansion during the war.

The regaining of control over the volume of credit 
and the exercising of some measure of flexibility in 
credit policy were made difficult by a large public 
debt and the unstable nature of its ownership in the
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early postwar period. The Federal Reserve System 
could not limit reserves at member banks and halt 
credit expansion by ordinary open market operations 
that would involve unsettling that market for Govern
ment securities. Emphasis, therefore, was placed on 
other steps to limit monetary expansion.
Increase in M argin Requirem ents A 30-percent 
advance in stock market prices during 1945 led the 
Board to increase margin requirements for listed 
stocks from 75 to 100 percent in 1946. This action 
was taken to limit the extent of the continuing price 
rise and to remove the pressure of the forced liquida
tion in the decline. “The decline in credit offset to 
some extent the inflationary pressures present in other 
fields.” Margin requirements were reduced in Janu
ary 1947 to 75 percent in recognition of the “ap
parent abatement of many of the inflationary forces.”
Discontinuance o f  P referentia l D iscount R a te
During the war years, member banks had been able 
to discount Government obligations maturing within 
one year at a preferential discount rate of % of one 
percent. The rate was discontinued on April 30,1946,
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to discourage possible borrowing on this basis, with 
the result that there was an increase in the charges 
on commercial bank loans secured by Treasury issues.

1 9 4 7
An advance of 32 percent in wholesale prices during
1947 was evidence that inflationary pressures still 
dominated the nation’s economy. Monetary and fiscal 
policies were then directed toward reducing the influ
ence that credit expansion might have in raising 
prices. Member banks, however, were able to expand 
their loans because of their ability to dispose of Gov
ernment securities on a market supported by the

imposed by the need for supporting the market for 
Government securities.”

BILLIONS OF DOLLARS

System’s open market operations. Inflationary effects 
of such credit expansion were reduced by certain 
steps initiated during the year by the Board.
Increase in Short-Term  Rates On July 2, the Fed
eral Reserve Banks discontinued the fixed buying 
rate of % of one percent established during the war 
for Treasury bills. As a result, rates on new Treasury 
bills rose to one percent by the end of the year. Rates 
on newly offered certificates rose from % to 1% 
percent. Banks, as a result, became more reluctant 
to increase reserves by selling short-term securities.
Increase in Long-Term R ates On December 24, the 
System established a lower market support level to 
which the price of long-term Treasury issues was 
permitted to decline. The average price of United 
States bonds having 15 or more years to run until 
maturity was at 101.6 in December 1947; in January 
1948 the price was 100.7.

1 9 4 8
Inflationary tendencies prevailed during most of 1948, 
with wholesale prices advancing monthly until Au
gust. System policies, therefore, continued to be 
directed toward “exercising as much restraint on 
credit expansion as was possible under the limitations
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The Treasury cash surplus, amounting to almost 
8 billion dollars, was used to retire debts with the 
greatest potential monetary expansion. Major policy 
steps taken to restrain credit expansion during 1948 
included:
R eduction in Federal R eserve H oldings o f G o v
ernm ent Securities The Treasury cash surplus was 
used to reduce securities held by the Federal Reserve 
System rather than those held by individuals and 
commercial banks. Thus, bank reserves which had 
been reduced by the Treasury cash surplus did not 
return to the banking system and banks were under 
pressure to maintain their reserve position by selling 
Government securities. Despite its obligation to sup
port the Government securities market, the System 
did not increase its holdings of securities, although 
it was not able to absorb new reserve funds that banks 
were acquiring from a gold inflow and a return of 
currency from circulation.
Increase in Short-Term R ates Federal Reserve 
Banks raised their discount rates from one percent 
to 1 %  percent in January, and in August they in
creased them to 1̂ /2 percent. Parallel increases were 
permitted in rates on Treasury bills and certificates.
Increase in R eserve Requirem ents The Board of 
Governors increased member bank reserve require
ments in February to the maximum allowed by law. 
After Congress had given the System temporary au
thority to further increase requirements, to expire on 
June 30, 1949, the Board again raised them.
R einstitution o f  C onsum er C red it C ontro ls Ex
pansion of instalment sale credit during 1947 and
1948 had increased inflationary pressures by provid
ing additional purchasing power. After Congress 
granted authority to control consumer credit, a rein-
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stitution of controls in September 1948 slowed down 
the advance in consumer credit.
R eten tion  o f High M argin Requirem ents  High 
margin requirements were retained on loans for pur
chasing or carrying securities.

1 9 4 9
A recession which started in late 1948 and continued 
into early 1949 led the Board of Governors to shift 
emphasis from a credit policy of restraint to one of 
ease. As economic recovery became evident by the 
end of the year, however, open market operations 
were directed toward tightening credit once more in 
that short-term money rates were permitted to rise.
PERCENT BILLIONS OF OOLLARS

Measures taken toward easing credit during the 
first part of the year included:
R ed u ced  R eserve Requirem ents Reductions in 
May, June, and August eased credit conditions.
Elim ination o f C onsum er C re d it C ontro ls Before 
the Board’s authority expired on June 30, 1949, con
sumer credit controls were first eased, then removed.
Institution o f  a  M ore F lexible O pen  M arket Policy
On June 30, the Federal Reserve Open Market Com
mittee stated that it would continue its policy of 
“maintaining orderly conditions in the Government 
securities market,” but that its policy would be to

“direct purchases, sales, and exchanges of Govern
ment securities by the Federal Reserve Banks with 
primary regard to the general business and credit 
situation.” Additional credit supplied under this 
policy resulted in an increase in the general avail
ability of credit and in the price of Government 
securities.

R eduction in M argin Requirem ents Margin re
quirements were reduced in March 1949 to make 
buying of stocks on credit easier and to provide 
increased support for equity financing.

1 9 5 0  a n d  1 9 5 1
In late 1949 and early 1950 the Federal Reserve Sys
tem recognized that the slight recession was over. It 
again directed its policy toward restraining inflation
ary pressures which were mounting even before the 
outbreak of the war in Korea and which became very 
strong after that. Spending by businesses, by con
sumers, and by the Government increased faster than 
production, and commodity prices rose rapidly.
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Part of the greater spending was made possible 
by a rapid growth in bank loans, particularly in the 
second half of the year. Not only banks, but also in
surance companies and other lenders, provided them
selves with funds for lending by disposing of their 
Government securities. Under the market support
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policy, a large part of these securities found their 
way into the Federal Reserve System’s portfolio.

The System took as vigorous action as was possible 
within the limitations of its powers and of its re
sponsibilities with respect to the market for Govern
ment securities.
O pen  M arket O pera tions to  Limit Bank Reserve  
Expansion The System started a policy of open 
market operations to tighten the extremely easy mar
ket for long-term credit, and absorbed part of the 
money being offered for long-term investment by 
selling some of its bonds. Its operations during the 
first half of 1950 tended generally to exert a drain 
on reserves, which resulted in a moderate decline in 
Government bond prices.
S ta te m e n t o f  Policy On August 18, the Federal 
Reserve Open Market Committee stated that both it 
and the Board of Governors were “prepared to use 
all the means at their command to restrain further 
expansion of bank credit consistent with the policy of 
maintaining orderly conditions in the Government 
securities market.”
Increases in Short-Term  R ates Rediscount rates of 
the Federal Reserve Banks were raised on August 
25 from 1% to 1% percent. Yields on short-term 
Government securities were also allowed to rise.
R einstitution o f  C onsum er C re d it C ontro ls  The
Defense Production Act of September 18 gave the 
Board authority to control consumer credit as a 
means of limiting credit expansion. Controls insti
tuted on September 18 were tightened in October. In 
July 1951, however, congressional action liberalized 
controls.
S ta te m e n t o f  C re d it Policy On August 4, the 
Board of Governors, jointly with the Comptroller of 
the Currency, the Federal Deposit Insurance Cor
poration, the Home Loan Bank Board, and the Na
tional Association of Supervisors of State Banks, 
issued a statement asking banks to help curb excessive 
credit expansion.
Restrictions on R esidentia l Real E sta te  C red it
On October 12, the Board instituted controls on credit 
for residential real estate, and on February 15,1951, 
on credit for commercial building, as authorized by 
the Defense Production Act of 1950.

R equests fo r  C re d it R estra in t In a letter to all 
member banks on November 17, the Chairman of the 
Board of Governors requested further co-operation 
in restraining credit expansion.
Increase in R equ ired  R eserves On December 28, 
the Board instituted an increase in reserve require
ments of all member banks to the maximum under 
existing authority, except in the case of central re
serve city banks, where the increase brought require
ments to within 2 percentage points of the maximum.
Increase in M argin R equirem ents  On January 17, 
1951, the Board increased margin requirements for 
purchasing or carrying listed securities from 50 to 
75 percent.
Voluntary C re d it R estra in t On March 12, the 
Board announced a program for voluntary credit 
restraint, authorized by the Defense Production Act.
A g re e m e n t with Treasury on D eb t M anagem en t
On March 4, the Federal Reserve System reached 
an accord with the Treasury in regard to debt man
agement and monetary policy for the purpose of 
minimizing monetization of the public debt, assuring 
at the same time a successful financing of Govern
ment requirements. Government security prices were 
allowed to decline to a point where it became less 
attractive for financial institutions to expand loans 
by selling their securities.
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The interruption of monetary expansion in the first 
half of 1951 reflected not only the actions of the Fed
eral Reserve System but also certain other forces, 
some of which were of a temporary or seasonal 
nature. “The extent of any additional growth in the 
privately held money supply in the second half of 
the year will be determined largely by future devel
opments in bank credit to both private borrowers 
and the Government.” Charles T. Taylor
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