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The statement by the Federal and State bank superv isory 

a u t h o r i t i e s , e n t i t l e d "Bank Cred i t P o l i c y During the I n f l a t i o n " , was 
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BANK CREDIT POLICY DURING THE INFLATION 

Our country i s exper iencing a boom o f dangerous p ropor t ions . The 
volume o f bank c r e d i t has been g r e a t l y i n f l a t e d i n response t o the needs f o r 
f i nanc ing the war e f f o r t . Domestic and f o r e i g n demands f o r goods and 
serv ices are exe r t i ng a st rong upward pressure on p r i ces i n s p i t e o f the 
h igh volume o f our phys ica l p roduc t ion . These demands would be i n f l a t i o n a r y 
w i thou t any f u r t h e r increase i n the use o f bank c r e d i t , bu t the demand i s 
being s tead i l y increased through continued r a p i d expansion i n bank loans, i n 
a d d i t i o n t o o ther f a c t o r s outs ide the c o n t r o l o f the banking system. 

A s u b s t a n t i a l increase i n product ion , a g r i c u l t u r a l as w e l l as i n -
d u s t r i a l , would be h igh l y b e n e f i c i a l . However, increases can only take place 
s lowly and t o a l i m i t e d degree. I n i ndus t r y , they are dependent upon co r re -
sponding increases i n the ava i l ab l e supply o f bas ic raw m a t e r i a l s , p l an t 
capac i ty , and the number and p r o d u c t i v i t y o f the labor f o r c e . Therefore a 
f u r t h e r growth o f outstanding bank c r e d i t tends t o add t o the a l ready ex-
cessive demand and t o make f o r s t i l l h igher p r i c e s . 

The Board o f Governors o f the Federal Reserve System, the Comptrol-
l e r o f the Currency, the Federal Deposit insurance Corporat ion, and the 
Executive Committee o f the Na t iona l Assoc ia t ion o f Supervisors o f State Banks 
are unanimously o f the view t h a t present cond i t ions requ i re the bankers o f 
the country t o exerc ise extreme caut ion i n t h e i r lend ing p o l i c i e s . I t i s a t 
t imes such as these t h a t bad loans are made and f u t u re losses become i n e v i -
t a b l e . 

I t i s recognised t h a t a continued f l ow o f bank c r e d i t i s necessary 
f o r the product ion and d i s t r i b u t i o n o f goods and serv ices . The bunks o f the 
country have adequately met t h i s important need i n the reconvers ion pe r i od . 
Under e x i s t i n g cond i t i ons , however, the banks should c u r t a i l a l l loans e i t h e r 
t o i n d i v i d u a l s or businesses f o r specu la t ion i n r e a l es ta te , commodities o r 
s e c u r i t i e s . They should guard aga ins t the over-extens ion of consumer c r e d i t 
and should no t r e l a x the terms of i ns ta l lmen t f i nanc i ng . As f a r as poss ib le 
extension o f bank c r e d i t under e x i s t i n g cond i t ions should be conf ined t o 
f i nanc ing t h a t w i l l he lp product ion ra the r than merely increase consumer 
demand. 

The bank supervisory a u t h o r i t i e s s t rong ly urge d i r e c t o r s t o see 
t h a t t h e i r banks f o l l o w these p o l i c i e s and ma in ta in adequate c a p i t a l i n r e -
l a t i o n t o r i s k assets . 
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