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CREDIT WHERE CREDIT IS DUE 

I should like to begin my add re s s this evening by giving c red i t where c red i t 

i s due. When I received your p r e s iden t ' s grac ious invitation some weeks ago, I 

had not a moment ' s hesi ta t ion in accepting it . It i s a pr iv i lege to honor you who, 

by giving of your own free t ime and energy, add so much to your pe r sona l capi ta l , 

thereby adding also to the human r e s o u r c e s and thus the total r e s o u r c e s of the 

banking insti tutions which you r e p r e s e n t . 

There ia l i t t le question, of cou r se , that your AIB work, if you see it through, 

will be rewarding . None of us can escape the sense of satisfaction which comes 

with the capacity to re la te our job and the work of our insti tution to the complex 

economic world about u s . Nor can I agree with a ce r ta in Spanish phi losopher , (Unamuno), 

that all knowledge must have an object other than the p l ea su re of acquiring knowledge 

for i t s own sake. We may wish to l e a rn some things mere ly for the th r i l l of acqu i r 

ing new v i s t a s , and not simply to complete our fund of knowledge nor to achieve 

some p rac t i ca l end. It has nonetheless been my observat ion that se r ious attention 

to furthering one ' s education does bring ma te r i a l r e w a r d s , Many of my acquaintances 

who were unable to complete their formal academic training have made grea t 

s u c c e s s e s in banking in l a rge p a r t because they were able to pursue such p r o g r a m s 

as the Louisvil le Chapter of AIB is affording you. 

Nothing about an individual i m p r e s s e s me more than a will ingness to forego 

p l e a s u r e s for the sake of long-run improvement . It i s not easy . After a day ' s work 

at a p lace of bus iness , night work i s onerous , and formal academic effort may s o m e 

t imes seem not worth the candle . It is hard to forego an evening of re laxat ion and 
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enter ta inment in favor of hours in a dingy c l a s s r o o m . Whatever the r ewards that lie 

in some distant future, it takes s t rength of cha rac t e r and a genuine loyalty to one ' s 

bank to bring about the sacr i f ices which you have made and a r e making. Credi t i s 

indeed due you9 and I believe in bestowing cred i t where c red i t i s due. 

But I am sure you did not gather he re this evening to hear me say nice things 

to you about you r se lves . I a s sume your purpose in exposing yourse lves to my a r t l e s s 

speech was to hear a d iscuss ion of a worth while topic in the field of money and bank

ing. Therefore^ the subject of my address this evening is no idle play on words . I 

wish to talk with you ser ious ly and as fully as a brief t ime will p e r m i t about some 

broad pr inc ip les by which^ in today 's economy,, we give c red i t in the financial sense 

where c red i t i s due. 

When one f i r s t examines the mechan i sm by which c red i t is al located in an 

economy, it may seem that the bus iness of determining who shall rece ive c red i t is 

a function of the commerc i a l banks alone. Indeed, in the s h o r t - t e r m sec to r s of the 

c red i t m a r k e t the commerc i a l banks a r e the major suppl iers of funds. As we shall 

p re sen t ly see , however, both suppl iers of l ong - t e rm funds and the F e d e r a l Rese rve 

Sys tem have their p a r t s to play in deciding how credi t shall be allocated and, if 

need be , ra t ioned. But the commerc i a l banks a r e so impor tant in this r ega rd that 

we mus t pause f i r s t to ref lect on their ro le . 

It is to the commerc i a l banker that the bus iness f i r m seeking s h o r t - t e r m cred i t 

normal ly comes for accommodation. Upon the commerc i a l banker falls the r e s p o n s i 

bili ty of deciding in each case whether or not that pa r t i cu la r demand for c red i t is 
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worthy and should be satisfied. At this point it may be well to r eca l l that the t rue 

concept of c red i twor th iness is dual; it is actually two concepts rol led into one. A 

c red i t i s worthy in one sense if the grantor can reasonably expect fulfillment of the 

specified t e r m s of repayment . Credi t i s worthy in another sense if it will enable 

the bor rower to make a contribution to the community and the nation. 

No banker is likely to neglect the responsibi l i ty which is his in the f i r s t sense . 

He may make mis takes of judgment about the r i s k s involved, but he will not often be 

unmindful of these r i s k s . It is t rue that in t imes of easy money and continuously 

r i s ing p r i c e s - when inflation i s the o rde r of the day and i ts end is not yet in sight -

the concept of c redi twor th iness in the sense of collectibil i ty tends to become d immer 

and d i m m e r . In such t imes money is easy to come by and collection p rob lems a re 

the l eas t of a banke r ' s w o r r i e s . On the other hand, in t imes of falling economic 

activity, the th rea t grows daily more r ea l that some b o r r o w e r s may not be able to 

meet their obligations as they fall due. Bankers a r e then likely to take a l e s s 

opt imis t ic view of the genera l outlook for bus iness and p r i c e s , and applications for 

loans a r e more carefully sc reened . Bankers a re hi;.man, notwithstanding occasional 

r u m o r s to the con t ra ry , and their at t i tudes a re likely to ref lect the tempo of the 

t ime s o 

Now for the other branch of our dual concept of c red i twor th iness . The t r a d i 

t ional duty of the banker , pe rhaps his highest duty, has been to make such al locations 

of the c red i t at his disposal as will best serve society. This is where judgment, 

wisdom, and courage a r e requ i red to a g rea t deg ree . When available credi t has 

some l imit , the banker ! s task of select ion and allocation ca l l s for pr iva te s t a t e sman

ship of the highest o r d e r . But when money is so easy that the re is more than enough 
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c red i t for all at going r a t e s , the necess i ty to make hard and often unpleasant 

decis ions r e c e d e s . Under such c i r cums tances the second of,our twin concepts of 

c red i twor th iness , like the f i r s t , becomes l e s s opera t ive . 

Jus t a l i t t le over th ree y e a r s ago we re turned to a more no rma l money c l imate , 

something different than obtained for near ly a decade during and after World War 11. 

Since the spring of 1951, when the F e d e r a l Rese rve System ceased to convert automat

ical ly , at or above par ? the Government secur i t i es of banks into r e s e r v e s , c o m m e r c i a l 

banker s have operated under the old ru les of the game. It has not always been poss ib le 

to accommodate all c red i t demand which meets only the f i r s t tes t of c red i twor th iness 

( reasonable expectation of repayment),, The banker had at those t imes to r e s u r r e c t 

and refurbish his powers of selection; he again faced the opportunity and the r e s p o n s i 

bili ty to see that sound credi t demands were supplied in o rde r of p r io r i ty of contribution 

to community and nation and, of cou r se , to see that unsound demands were denied. In 

other words , the banker had to r e tu rn to the t radi t ional dual concept of c red i twor th i 

ne s s and govern himself accordingly0 His tor ical ly , bankers have done this well , and 

under changed c i r cums tances they have quickly r e l ea rned half-for gotten techniques . 

This r ea l , down- to-ear th function of bankers r equ i r e s skill , know-how, and courage . 

In emphasizing, at the beginning of my r e m a r k s , the c ruc ia l role of c o m m e r c i a l 

banke r s in determining the rec ip ients of c red i t , I did not mean to imply that the 

burden r e s t s exclusively upon the c o m m e r c i a l banks or that the cen t ra l bank can or 

should avoid par t ic ipat ion in the allocation p r o c e s s . It i s to the function of the 

F e d e r a l Rese rve System in this r ega rd that I would next invite your attention. 
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Some weeks ago a member of the staff of the F e d e r a l Rese rve Bank of St. 

Louis d i scussed with your Louisvil le AIB group the means by which the cent ra l bank 

can affect the r e s e r v e s of commerc i a l banks and thus influence the supply,, avai labi l 

ity, and cost of c red i t . Through changes in the requi red r e s e r v e ra t ios of member 

banks , by open marke t opera t ions , and, to a l imited extent,, by changes in the r e 

discount ra te it is a mat te r of financial mechanics to effect changes in the r e s e r v e 

posi t ion of the commerc i a l banking system0 A comprehension of these technical i t ies 

i s essen t ia l to an understanding of the vital control function of the cen t ra l bank. Yet 

I would speak a word of caution. We must not fall into the e r r o r of thinking that the 

mone ta ry au thor i t ies , in taking decis ions to i n c r e a s e or d e c r e a s e member bank 

r e s e r v e s , need consider only the quantitative effects of these changes along with 

thei r p roper t iming. F e d e r a l Rese rve author i t ies , as well as c o m m e r c i a l banke r s , 

mus t accept the responsibi l i ty of bestowing cred i t where c red i t is due. 

That the F e d e r a l Rese rve authori t ies must share this responsibi l i ty follows 

in p a r t f rom what I have just said about the respons iveness of bankers to changes in 

the availabil i ty of c red i t . It i s t rue that the F e d e r a l Rese rve achieves i ts objectives 

of maintaining a stable and growing economy by affecting d i rec t ly the amount of 

r e s e r v e s available to the banking sys tem and indirect ly the ra te of in te res t . But 

when the cen t ra l bank takes s teps to impose r e s t r a i n t s on the granting of c redi t , it 

cannot avoid imposing on commerc i a l bankers the necess i ty of being more se lec t ive . 

And, con t ra r iwise , an easing of r e s e r v e posi t ions and a lowering of in t e res t r a t e s 

r e l i eves the banke r ' s p rob lem of credi t rat ioning. In short , commerc ia l bank s e l ec 

tivity i s re la ted closely to F e d e r a l Rese rve policy dec i s ions . 
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In the marke t for l o n g - t e r m funds the effects of cen t ra l bank action a re even 

m o r e readi ly apparent , as wi tness the effects on both b o r r o w e r s and l enders of the 

c red i t r e s t r a i n t s of las t spr ing. A r i s e of only l /2 of 1 pe r cent in the yields of 

in te rmedia te and l ong - t e rm Government secur i t i e s during late 1952 and the f i r s t 

half of 1953 resul ted in cons t r ic ted capital and mortgage m a r k e t s . State and local 

government units and pr iva te f i rms were forced to postpone contemplated investment , 

for so smal l an absolute change in the cost of l o n g - t e r m funds meant l a rge additions 

to total i n t e re s t changes over a per iod of y e a r s . The impact on the urban res iden t ia l 

mor tgage marke t was especial ly pronounced. 

On the other hand, as the policy of monetary ease inaugurated in the late spring of 

1953 began to take effect, b o r r o w e r s sensit ive to r a t e changes have come back into 

the m a r k e t for l o n g - t e r m funds. Bus inesses with high inves tmen t - sa l e s r a t i o s , such 

as r a i l r oads and public u t i l i t ies , as well as municipal and state governments , have 

been encouraged to bor row in o rde r to c a r r y out their plans for expansion. As bond 

yields s ta r ted to decline in the fall of 1953, the yields of urban res ident ia l mor tgages 

became more a t t rac t ive to inst i tut ional inves tors e By ear ly this year the mor tgage 

marke t had eased percept ib ly , and since March mortgage money has become readi ly 

avai lable . 

It is in the marke t for l o n g - t e r m funds, pe rhaps more than in any other a r ea , 

that F e d e r a l Rese rve author i t ies exe rc i se the most d i rec t influence on the allocation 

of c red i t among al ternat ive u s e s . We must remind ou r se lves , however, that the 

actual decis ions a r e made by individuals in their pr iva te capaci t ies a s b o r r o w e r s 

and l e n d e r s . 
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Let me summar ize brief ly. Both c o m m e r c i a l bankers and cen t ra l bankers play 

thei r r o l e s in giving c red i t to those to whom credi t i s due6 As c o m m e r c i a l banke r s , 

you will keep cer ta in broad pr inc ip les in mindo You will continue to finance sound and 

essen t i a l p ro jec t s ; you will be cautious about marg ina l c red i t s and reluctant to go 

too far with marg ina l p r o d u c e r s . As bankers you will never forget that the men of 

u tmos t impor tance to your community, region, and nation a r e the efficient en t repreneurs„ 

Financing which helps make them m o r e efficient, which helps them become s t ronger , i s 

the kind of financing that i s both profitable to your inst i tut ions and useful to the country . 

The economic strength of our nation r e s t s on the efficient producer in all his coun te r 

p a r t s , be he f a r m e r , manufac turer , wholesa ler , or r e t a i l e r , and bankers stand in 

be t te r posi t ion than anyone e lse to d iscover these e lements of s t rength in their com

muni t ies and to a s s i s t in their development through sound financing and sound advice0 

We who a r e associa ted with you in the whole insti tution of banking and working 

within the F e d e r a l Rese rve System must l ikewise be conscious of the p r inc ip les by 

which we a r e guided. The Sys tem's ro le today i s to provide for the nation the bes t 

moneta ry device it is poss ible to c r e a t e . The Sys tem's objective, which impl ies del ib

e r a t e counter -cyc l ica l adjustments in the money supply, is to promote such economic 

growth a s i s consis tent with economic stabil i ty. This objective we a re s tr iving to 

at ta in through adjustment of the total supply of r e s e r v e s available to member banks . 

The al location of r e s e r v e s among banks and the rationing of c redi t to c u s t o m e r s we 

would leave as near ly as poss ib le to competi t ive marke t p r o c e s s e s . 

NoWp suppose we stop and catch our b rea th . I have del iberate ly and with mal ice 

aforethought led you for the las t few minutes on an expedition into t e r r a i n over which 
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the going can be pre t ty rough. You may wonder why I did this to you on a beautiful 

evening in May when the re a r e so many other things to be done, perhaps more 

p l ea su rab l e . The decision to do it was not easy . It would have been so much eas ie r 

to indulge in a few minutes of re laxed story telling and ve rba l p l e a s a n t r i e s , followed 

short ly by music and dancing. Indeed I am told that music and dancing a r e to follow, 

and I shall not much longer stand in their way. If I appear to r ega rd with g rea t 

s e r i ousnes s the duties and respons ib i l i t ies of banking and bankers in our t ime and in 

the t ime to come, I do not object, for I do, and I have dist inguished company., A few 

days ago I sat in an audience of bankers and l is tened to an addres s by the Vice P r e s i 

dent of Amer ican Bankers Associat ion, who by t radi t ion will succeed to the p res idency 

of the Associa t ion next autumn. He i s a banker of outstanding accompl ishment and 

unders tanding. In the core of his add re s s he flung at his h e a r e r s a long l i s t of 

quest ions , nDo you know this?™ ?rDo you know t h a t ? H nDo you know?" nDo you know?11 

One after another of those questions dealt with the things I have been talking to you 

about tonight and closely re la ted subjects . It was a resounding challenge to all of us 

who a s sume or a sp i re to the proud ti t le of banker . 

The point, as I see it, i s that we who decide to make our c a r e e r s in the ins t i tu

tion of banking owe a duty, not alone to ourse lves and the banks we se rve , but to our 

communi t ies and the nation, to know as much as we reasonably can about the c h a r a c t e r 

i s t i c s and the functions of our money sys tem and our banking sys tem. We must not 

fall into the e r roneous belief that banking i s a m e r e housekeeping operat ion. Of 

c o u r s e , bankers must know how to accept deposi ts and deal with depos i to r s , to cash 

and c lea r checks , to make loans and collect them. I do not under ra te these things. 
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They a r e t remendously important„ But unless we know also how our money sys tem 

works and what i ts impor tance and significance a r e to the economic, bus iness , 

and social life of our country, we shall be in grave danger , I fear , of falling short 

of max imum usefulness to our banks , our deposi tors 5 our communities^ and the 

national welfare . If we who make money and banking our bus iness fall shor t , how 

shall the public in t e re s t in this a r e a be se rved? 

In this AIB group, before which I am so proud to appear , I apprehend that the 

p r e s e n t generat ion and the succeeding one have found and will find their banking 

l eadersh ip for the Louisvil le a r e a and doubtless e l sewhere . That is so, in my 

judgment, because you a r e not content with what you now know but seek to expand 

and enlarge your knowledge of the field in which you have cas t your lot„ F o r that I 

commend you and give you c red i t , for it i s your just due. 

0000OOOO0000 
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