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CHEDIT BXPAHSIOH AND INFLATION 

Bank o r e d i t expans ion i s now h e l p i n g t o f i nanoe con t i nued i n f l a -
t i o n , This i s t r u e because business expend i tu res are exceeding bus iness 
r e c e i p t s and businesses are f i n d i n g i t necessary t o bo r row f o r expansion 
o f p l a n t and equipment and t o meet i nc reased work ing c a p i t a l requi rements* 
These bor row ings , t o g e t h e r w i t h the bor rowings o f consumers and r e a l e s t a t e 
owners, have been i n excess o f t h e supp ly o f c u r r e n t sav ings a v a i l a b l e 
f o r investment* Businesses and i n d i v i d u a l s , t h e r e f o r e , f i n d i t necessary 
e i t h e r t o draw upon pas t sav ings o r t o bor row f rom banks* To the e x t e n t 
t h a t pas t sav ings are used, t h e v e l o o i t y o f the e x i s t i n g money supp ly i s 
i nc reased . To the e x t e n t t h a t funds are borrowed f r o m banks, t h e t o t a l 
supp ly o f money i s expanded* 

Funds t o meet t he i n c r e a s e d c r e d i t needs are be ing ob ta ined i n 
p a r t t h rough sa les o f s e c u r i t i e s by banks, insurance companies, and pertiaps 
o t h e r i n v e s t o r s t o the Federa l Reserve System* Federa l Beterve purchases 
o f s e o u r i t i e s inc rease the supp l y o f bank reserves and pe rm i t a m u l t i p l e 
expans ion o f c r e d i t on t h e b a s i s o f t h e reserves p rov ided . 

Borrowing f rom banks b y businesses and consumers i s o f f s e t t i n g 
t h e a n t i - i n f l a t i o n a r y e f f e c t s o f the Government su rp lus and r e t i r e m e n t o f 
t h e p u b l i c debt h e l d by the bank ing system* The t o t a l o f demand depos i ts 
and cu r rency , wh ich were reduced t h r o u g h Treasury su rp lus by 3*5 b i l l i o n 
d o l l a r s i n t he f i r s t q u a r t e r o f 1947* "were inc reased by n e a r l y 7*5 b i l l i o n 
d o l l a r s t h rough bank l o a n expans ion d u r i n g the remainder o f t he year* One 
o f t he most p o w e r f u l a n t i - i n f l a t i o n a r y f o r c e s would be the cont inuance o f 
a Treasury su rp lus b u t t h i s , o f cou rse , w i l l be weakened by p r o s p e c t i v e 
t a x reduc t i ons * 

I n v i ew o f the heavy demand f o r c a p i t a l f r om bus iness , Treasury 
sav ings bonds d r i v e s cannot be r e l i e d upon t o absorb e x i s t i n g sav ings 
and reduoe i n f l a t i o n a r y p ressures* I n a d d i t i o n t o con t i nued Treasury 
s u r p l u s , t h e proceeds o f w h i c h a re used t o r e t i r e Federa l Reserve h e l d 
s e o u r i t i e s , a c t i o n t o r e s t r i c t t h e supp ly o f reserves a v a i l a b l e t o banks 
i s t h e most e f f e c t i v e a n t i ^ i n f l a t i o n a r y weapon t h a t may be used under 
p resen t oond i t i ona* 
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PROSPECTIVE RESERVE POSITIOH OF MEMBER BASKS 
SECOND QUARTER 19 i# 

I n the second q u a r t e r o f I9U8 the re w i l l be a r e v e r s a l o f 
c o n d i t i o n s p r e v a i l i n g I n the f i r s t q u a r t e r . The Treasury w i l l show an 
excess o f expend i tu res over r e c e i p t s and w i l l draw down i t s ba lance w i t h 
t he Federa l Reserve. The r e s u l t i n g increase i n bank reserves w i l l be 
augmented by f u r t h e r g o l d impor ts and p a r t l y o f f s e t by * seasonal increase 
i n cur rency and an i nc rease i n r e q u i r e d reserves o f member banks. 

I n order t o absorb the a d d i t i o n a l reserve funds thus made a v a i l -
ab le t o banks, t h e Federa l Reserve would have t o s e l l about 2 b i l l i o n 
d o l l a r s o f Government s e c u r i t i e s i n t h e market . These t a l e s can be made on l y 
t o the e x t e n t t h a t banks and o t h e r i n v e s t o r s may wish t o buy. I f banks 
are us i ng a v a i l a b l e funds t o expand loans and o the r i n v e s t o r s are a l s o 
ou t o f t h e market f o r Government s e c u r i t i e s , i t w i l l be d i f f i c u l t , i f no t 
i a p o s s i b l e , f o r the System t o e f f e c t any sa les o f s e c u r i t i e s i n t he market . 
To t h e ex ten t t h a t t a x reduc t i ons become e f f e c t i v e i n the second q u a r t e r , 
t h e excess o f Treasury expend i tu res w i l l be increased. 

A d d i t i o n a l powers t o absorb bank reserves w i l l be needed by the 
System i n o rde r t o r e s t r i c t i n f l a t i o n a r y c r e d i t expansion w i t h o u t demoralise-* 
t i o n o f the Government bond m r k e t . 

Fac to rs A f f e c t i n g Bank Reserves and Federa l Reserve C r e d i t 
t fereh 31 t o June 50, 19&iS 

Fac to rs i n c r e a s i n g reserves 

I n m i l l i m x s 
o f d o l l a r s 

Treasury t r a n s a c t i o n s 2,100 
( e x c l u d i n g r e t i r e m e n t o f s e c u r i t i e s h e l d by f e d e r a l 
fieaerve bu t i a o l u d i n g o t h e r p u b l i c debt t r a n s a c t i o n s 
by Treasury) 

Gold a c q u i s i t i o n s 500 

T o t a l 2,600 

Fac to rs reduc ing a v a i l a b l e reserves 

Required reserves—-increase $00 
Currency i n c i r c u l a t i o n — i n c r e a s e 100 

600 

Federa l Reserve sa les o f Government s e c u r i t i e s needed t o 
p reven t i nc rease i n a v a i l a b l e reserves 2 ,000 
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PROSPECTIVE RESERVE POSITION OP MEMBER BANKS 
FIRST QUARTER 19t|8 

Factors Affect ing Bank Reserves and Federal Reserve Credit 
December 31* 19U7 to March 31, 191*8 

I n mi l l ions 
of d o l l a r ! 

Factors decreasing bank reserves 

Treasury cash transactions 6,800 
(excluding retirement of securi t ies held by Federal 
Reserve Banks but including other public debt 
transactions by Treasury) 

Other factors 200 

Total 7*000 

Factors making faseerveg avai lable 

Gold acquisitions $00 
Currency i n circulation--decrease 700 
Required reserves of member banks—decrease U00 
Eatoeae reserves of member banks—decrease 700 

Total 2,300 

Federal Reserve System purchases of Government securit ies 
needed to maintain bank reserves U»700 

Purchases from nonbank investors 
(excluding about 1)00 m i l l i o n of purohas^fc& by Treasury 
for t r u s t funds) may be about f 1,700 

Purchases from banks 3,000 
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PROSPECTIVE RESERVE POSITIOH OF MEMBER BANKS 
FIRST QUARTER 191*8 

During the f i r s t quarter of 19^8 an excess of Treasury tax 

receipts over current expenditures w i l l enable the Treasury to bui ld 

tip large deposits with Federal Reserve Banks and thus withdraw reserve 

funds from commercial banks* This drain w i l l make i t necessary for com* 

meroial banks to l iquidate some of the i r assets* Presumably th is l iquida-

t i o n w i l l take the form of sales of Government securi t ies, most of which 

w i l l be purchased by the Federal Reserve System* She need f o r l iquidat ion 

of Government securi t ies should put some pressure on banks and discourage 

them from expanding loans* Their a b i l i t y t o s e l l Government decurit ies 

t o the Federal Reserve may somewhat reduce t h i s pressure* 

There w i l l be other substantial offsets to the drain from 

Treasury transactions, as set f o r t h I n the attached statement* In addition 

continued sales of securi t ies by nonbank investors# pa r t i cu la r ly insurance 

companies, to the Federal Reserve w i l l make substantial amounts of bank 

reserves avai lable and reduce the pressure on banks to l iquidate* Federal 

Reserve purchases of res t r ic ted bonds (not e l i g i b l e to be held by banks) 

have already exceeded 800 m i l l i o n dol lars during the f i r s t three weeks of 

January* The estimate given below assumes some slackening i n these sales 

or an o f fse t i n the form of purchases of Treasury b i l l s and cer t i f i ca tes 

by nonbank investors* 

These prospective developments o f fe r the las t opportunity u n t i l 

next year f o r the Treasury and the Federal Reserve to exert any pressure on 

banks under exist ing powers, except by attempting to s e l l Government securit ies 

from the System p o r t f o l i o , which would resul t i n a sharp decline I n bond prloes* 
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MEED FOB ADDITIONAL POWER TO INCREASE 
RESERVE RSQUXREUEHTS 

Federal Reserve author i t ies should be given addit ional power 
to increase reserve requirements of member banks and also power to 
require nonmember banks to hold reserves with Federal Reserve Banks i n 
an amount oor re spending to any increase I n requirements for member banka 
over the present statutory maximum* The exist ing maximum and proposed 
new maximum requirements fo r the d i f ferent classes are shown on the 
attached table* 

Increases I n reserve requirements for banks would decrease the 
a b i l i t y of commercial banks to expand credi t i n two ways* 

(1) Reduce funds avai lable fo r cred i t expansion* e i ther 
by decreasing excess reserves and by making I t necessary for 
banks to s e l l part of t h e i r Government securit ies i n order to 
meet the increased requirements* 

(2) Lower the r a t i o of mult iple credi t expansion on the 
basis of a given increase i n reserves from the present 6 or 
more to one to about 4 or 5 t o one* 

The suggested percentages would permit a somewhat larger re la t ive 
increase i n requirements f o r country banks than i n those for o i ty banks* 
This I s proposed f o r the following reasons * ( l ) Country banks have expanded 
i n recent pears more than c i t y banks, and (2) they have more capacity for 
fur ther expansion than o i ty banks* holding r e l a t i v e l y more cash assets and 
short-term Government securi t ies than c i t y banks* 

The maximum proposed requirements would permit an Increase i n 
the amount of reserves required to be held with Federal Reserve Banks of 
about 10*6 b i l l i o n dollars above the maximum now permitted and of nearly 
12 b i l l i o n over present holdings* 
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Present end Proposed Maximum Required Beserves, 
1by Class of Bank 1 / 

( I n m i l l i o n s of d o l l a r s ) 

Class of bank 
Bequired reserves 

Class of bank Present 
maximum 2 / 

Proposed 
maximum Increase 

Member banks: 

Central reserve c i ty* . * * * • * 6,916 9,355 2,1*39 
Reserve c i ty** . * * 6,606 10,023 3,^17 
Country • * * • * . * * *,37S 7,715 3,337 

Honasmber b a n k e d . - . 0 1^19 l,fcl9 

T o t a l . . . . . . . . * . . . * . 17,900 28,512 10,612 

1 / Baaed ondeposits as of December 31, 19^7 for •sober banks and estimated 
deposits ae of Wovember 26, 19^7 for nonmeaaber banks* 

2 / For demand deposits central reserve city banks, 26 per cent] reserve 
c i ty banks, 20 per cent} and country banks, Ik per cent. Time deposits - -
a l l amber banks, 6 per cent* 

3 / tor demand deposits — central reserve city banks, 35 p « cent) reserve 
c i ty banks, 30 per centj country banks, 25 percent; and nonmember banks, 11 per 
cent* For t las deposits — a l l member banks, T$ per cent; nonaeaber banks, k per 
cent* 

I4/ Reserve requirements vary from State to Sta te ; f igures shown cover only 
reserves t h a t nonmember banks would be required t o hold with Federal Reserve 
Banks* 
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