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Credit conditions can be a result of both Federal Reserve 
policy and economic activity. This is illustrated by what 
has happened in the first six months of 1956. As the 
year began, the economy was operating at near capacity. 
Demands for steel, paper, aluminum, cement, and other 
key products were so strong that they could not be met 
from current production. Consequently, prices of many 
industrial commodities and even some consumer goods 
were rising. Credit demands were also strong in relation to 
the credit that was available.

Following a policy of promoting sustainable growth in 
the economy, the Federal Reserve System took steps to 
limit forces that might lead to inflation. But as mid-year ap
proached, there were signs that economic activity was 
slowing down.

Influencing Bank Reserves
To further economic stability, the System depends on its 
ability to expand or contract the supply of credit and to 
make credit more costly or less costly. It exercises this 
function by effecting changes in reserves, upon which the 
volume of bank credit extended is based. The most direct 
method of doing this, and one that the System chiefly 
depends on, is through open-market operations, that is, the 
buying and selling of Government securities.

Other factors also affect reserves, however, some of 
which are not subject to such direct Federal Reserve con
trol. These include a flow of currency from the public to 
the banks, which is usually heavy in the early part of each 
year. Another is member bank borrowing, which to some 
degree is subject to System control. One problem of mone
tary policy, therefore, is to offset or reinforce changes re
sulting from factors that are subject to little or no control.

During most of this year, System open-market operations 
have been aimed at keeping reserves under considerable 
pressure while guarding against sharp or erratic changes. 
In early 1956, the System sold substantial amounts of se
curities, which had the effect of offsetting increases in 
reserves caused by the return flow of currency and the 
decline in required reserves. Between the end of December
1955, and May 23, 1956, the System on balance sold 1.6 
billion dollars of securities, but there were week-to-week 
changes to take care of such factors as float, that is, checks 
that are credited but not collected.

Bankers supplemented their reserves by borrowing from 
the Federal Reserve Banks during this period. At member 
banks in the nation, average daily borrowings amounted 
to 937 million dollars in the first five months of this year. 
That was more than twice the amount for the same months 
in 1955. In this District, borrowings increased at a smaller 
rate than in the nation.

One way the System can influence member bank borrow
ing is to change the discount rate. By raising the rate and 
making it more costly for the banks to borrow, the System 
supplements the pressure on reserves caused by open- 
market operations. In April, the Federal Reserve Bank of 
Atlanta and nine other Reserve Banks increased the rates

from 2 l/i percent to 23A  percent; the San Francisco and 
Minneapolis Banks increased the rates from 2Vi percent 
to 3 percent.

The movement of free reserves is one indicator of the 
degree to which these actions effected restraint, free re
serves being excess reserves less borrowings from the 
Federal Reserve. Open-market operations to some extent 
influenced the level of these reserves. In April 1956, for 
example, free reserves averaged minus 460 million dollars, 
which meant that member banks owed the Reserve Banks 
more than they held in idle reserves. Last April, on the 
other hand, free reserves were positively inclined— an in
dication that bank reserves were under no great pressure.

Monetary Conditions Ease Slightly
Economic conditions in the late spring of this year became 
less buoyant. Spending on residential housing failed to turn 
upward; cutbacks in automobile production became more 
pronounced; and output of farm machinery and synthetic 
textiles was curtailed. Industrial commodity prices, more
over, began moving sideways.

Thus, between May 23 and June 20, the System added 
to reserves by buying 292 million dollars of Government
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securities. Banks found it possible to reduce their borrow
ings, and free reserves fell from about minus 600 million 
dollars in mid-May to less than minus 200 million in mid- 
June. Security yields also tended to decline.

Pinch Not Too Severe
We can understand the impact of monetary policy more 
clearly if we see whether credit became more or less avail
able and more or less costly to private borrowers. During 
the first half of 1956 as a whole, it is clear that more rather 
than less credit became available through bank loans. For 
example, at member banks in the nation’s leading cities, 
total loans between December 28, 1955, and June 6, 1956, 
rose 1.7 billion dollars, a record gain.

Member banks in leading District cities so far this year 
have added to their real-estate and consumer loans and 
have lent more to brokers than they did last year. To 
satisfy this overall expansion in lending, banks sold large 
amounts of Government securities.

While banks were lending at a record rate, they were 
charging more interest. At reporting banks in Atlanta and 
New Orleans, average interest rates on business loans of 
$1,000 or more that matured within one year rose from 
3.91 percent in December 1955 to 3.98 percent in March
1956. Immediately following the hike in the discount rate 
was an increase from 3 Vi percent to 3% percent in the 
prime rate at banks in New York and other cities.

Many borrowers, moreover, probably did not receive 
as much credit as they wanted. Some banks screened loan 
requests more carefully; in some cases they lent less than 
was requested, and on occasion they may have rejected 
requests altogether. The credit expansion, consequently, 
was probably smaller than it would have been in the ab
sence of restraint. By holding down increases in the money 
supply, the System probably helped keep down price ad
vances. Demand deposits adjusted and currency outside 
banks, after seasonal adjustment, fell 0.2 percent between 
the end of December 1955, and the end of May 1956, 
compared with a rise of 1.5 percent in that period of 1955.

Although some persons found it more difficult to obtain 
credit, it seems likely that bankers provided some credit 
to most types of borrowers. Small businessmen, at least 
in some areas of this District, were apparently accom
modated to about the same degree as last year. This is 
suggested by the data on loan volume— by size of loan, 
which is associated with size of borrower. For a sample of 
banks in Atlanta and New Orleans, loans of less than 
$10,000 made in March 1956 represented nearly the same 
proportion of total loans as was granted in March 1955.

influencing Nonbank Lenders
Borrowers did not escape the higher costs and lessened 
availability of credit when seeking help from nonbank 
lenders, who also felt the effects of credit conditions and 
monetary policy. Sales finance companies charged higher 
interest rates and reduced the maturity of the paper that 
they financed. In this District numerous sales finance 
companies, which last year accepted from automobile 
dealers paper on new cars sold for repayment within 36 
months, reverted this spring to financing paper with a 
maturity of 30 months or less.

Savings and loan associations, mutual savings banks, 
and real-estate lenders found fixed interest-bearing Gov
ernment guaranteed mortgages less attractive than pre
viously because yields on corporate, municipal, and Gov
ernment obligations rose in early spring. Savings and loan 
associations and life insurance companies made fewer new 
loans on residential housing in March 1956 than last 
March. Nevertheless, their volume of loans this year was 
large compared with any period other than 1955.

The number of new security offerings this year was 
exceptionally large, reflecting extremely high demands for 
long-term credit. Prices in the security market, moreover, 
have been near records during the past six months. Post
ponements were few, although several state and local 
governments have put off their borrowing plans.

In conclusion, we find that exceptionally high credit 
demands for the first half of 1956 as a whole made for less 
readily available funds and for higher interest rates. Re
serve actions reinforced this restraint. By keeping the 
growth in credit in line with the rising output from new 
production facilities and from businesses previously oper
ating short of capacity, credit policy helped restrain infla
tionary pressures and prevented speculative excesses, which 

ultimately invite recession. Harry Brandt

B a n k  A n n o u n c e m e n t s

On June 1 the Bank of Jonesboro, Jonesboro, Georgia, 
a nonmember bank, began to remit at par for checks 
drawn on it when received from the Federal Reserve 
Bank. Charles S. Conklin is President; J . B . Pulliam, 
Executive Vice President; and Vance H . Stevens, Cash
ier. Capital amounts to $25,000 and surplus and undi
vided profits $104,154.

Another addition to the par list on June 1 was the 
nonmember Commercial Bank and Trust Company, 
Griffin, Georgia, whose President is D . J . Arnold. C. T . 
Parker is Vice President and Ralph S. Gibson is Cash
ier. Capital is $200,000 and surplus and undivided 
profits $684,590.

The State Bank, Griffin, Georgia, a nonmember bank, 
also began to remit at par on June 1. D . R . Cumming 
is President; Seaton G . Bailey and S. T . Martin are Vice 
Presidents; F . Westmoreland is Cashier and J . M . Whid- 
don, Assistant Cashier. Capital is $200,000 and surplus 
and undivided profits $684,905.

On June 4 the nonmember Bank of Covington and 
Trust Company, Covington, Georgia, was added to the 
par list. The President is J . L .  Stephenson. R . R . Fowler 
is Executive Vice President; J . B . Weaver, Cashier; and
C. G . Henderson, J r ., Assistant Cashier. Capital totals 
$100,000 and surplus and undivided profits $419,000.

On June 11 the newly organized nonmember South
ern Bank, Way cross, Georgia, opened for business and 
began to remit at par. Ralph Herrin is President; M or
gan M . Zook, Executive Vice President; N. P . M iller, 
Vice President and Cashier; and Taylor Zachry, Vice 
President. Capital is $175,000 and surplus and undi
vided profits $77,000.
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