
FEDERAL RESERVE BANK 
OF NEW YORK

Circular No. 8838 
May 23, 1980

MODIFICATION OF 
CREDIT RESTRAINT PROGRAM

To A ll Member Banks, and Others Concerned, 
in the Second Federal Reserve District:

The following statement was issued yesterday by the Board of Governors of the 
Federal Reserve System:

Evaluation of recent banking and other credit data, including trends in consumer credit, 
indicate that current developments are well within the framework of the basic monetary and 
credit objectives of the Federal Reserve and the special measures of credit restraint established 
last March 14. The Federal Reserve is accordingly modifying and simplifying the 
administration ,of the special programs.

These actions do not represent any change in basic monetary policy as reflected in the 
targets for restrained growth in money and credit during 1980 that were developed early this 
year to help bring inflation under control.

The actions announced today are consistent with the intent to phase out those special and 
extraordinary measures only as conditions clearly permit. Therefore, the basic framework of 
the* special March measures remain. These were established in part in conjunction with the 
action of the President to invoke certain provisions of the Credit Control Act of 1969.

Actions taken by the Board are:
— A reduction in the marginal reserve requirement on managed liabilities of large 

member banks and agencies and branches of foreign banks from 10 percent to 5 
percent, and an upward adjustment of 7-1/2 percent in the base upon which the 
reserve requirement is calculated.

— A reduction in the special deposit requirement on managed liabilities of large 
nonmember institutions from 10 percent to 5 percent, together with a similar upward 
adjustment in their base.

— A decrease from 15 percent to 7-1/2 percent in the special deposit requirement that 
applies to increases in covered consumer credit.

— A decrease from 15 percent to 7-1/2 percent in the special deposit requirement that 
applies to increases in covered assets of money market mutual funds and other similar 
institutions.

— Modification of the Special Credit Restraint Program to ensure that more urgent 
credit needs are being met—such as those for small businesses, auto dealers and 
buyers, the housing market, agriculture and energy products and conservation—and to 
reduce reporting burdens as described in the attached letter to the chief executive 
officers of banking institutions.
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The lower marginal reserve requirement on the managed liabilities of member banks and 
foreign agencies and branches will apply to liabilities effective with the statement week of May 
29-June 4. Effective that week also, the marginal reserve base will be increased by 7-1/2 
percent above the base used to calculate the marginal reserve in the statement week of May 15-
21. Declines in outstanding loans to foreigners will continue, as before, to reduce the base in 
subsequent weeks. The upward adjustment does not apply to the $100 million minimum base 
amount.

The same effective date and adjustment in base will apply to nonmember banks subject to 
the special deposit requirement on increases in managed liabilities.

The new special deposit requirement on covered consumer credit will be effective 
beginning with the average amount of credit outstanding in June, with the special deposit due 
July 24. For money market funds, the new requirement will be effective with assets in the week 
beginning June 16. and the deposit will be maintained in the week beginning June 30.

The text of the regulatory changes in the Credit Restraint Program that reflect the 
Board’s actions will be sent to you as soon as it becomes available. In addition, enclosed is 
the text of a letter from Paul A. Volcker, Chairman of the Board of Governors, to the chief 
executive officers of banking institutions, regarding the Special Credit Restraint Program.

Any questions on these matters may be directed to the persons listed in our Circular 
No. 8794, dated April 9, 1980.

Anthony M. Solomon,
President.
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Text of Chairman Volcker’s Letter

May 22, 1980

To the Chief Executive Officers of Banking Institutions:

A premininary review of reports of large banks under the Special Credit Restraint 
Program, together with an analysis of other banking data, now indicates that bank loans 
appear to be running comfortably within the 6 to 9 percent guideline set forth in the 
Special Credit Restraint Program. Moreover, the most recent data suggest the rate of 
growth has been at a significantly reduced pace, and some categories of loans, such as 
consumer loans, have actually been falling.

As you will recall, the 6-9 percent guideline was directly related to the objectives and 
targets set by the Federal Reserve to achieve restrained growth in the overall supply of 
money and credit during 1980 for the nation as a whole. While present trends appear fully 
consistent with reaching those goals, we recognize that individual banks, or banks in some 
regions of the country, may face conditions that make it particularly difficult to meet the 
quantitative guidelines while fully respecting the qualitative guidelines. In that connection, 
the administration of the program will henceforth reflect the following criteria. These 
criteria are broadly consistent with the existing program, but are designed to provide for 
individual banks facing local conditions that may inhibit their ability to meet the overall 
objectives:

(1) Lending by small banks as a group (those under $100 million in deposits) has clearly 
been within the quantitative guidelines. Those banks should not feel under any 
special restraint in meeting the needs of their regular local customers, consistent 
with their individual capital and liquidity requirements. In particular, the program 
is not designed to exert restraint on agricultural, small business, home construction 
and improvement (including energy conservation), home mortgage, and auto-related 
credit. Small banks that find their lending exceeding the general guideline should 
refrain from extending their normal lending area or participating in larger credits to 
those with other potential sources of funds.

(2) Larger banks, consistent with the program, are also expected to treat loan requests 
from farmers, small businessmen, homebuilders, homebuyers (including home 
improvement and energy conservation loans), and auto dealers and buyers in a

. normal manner—that is, consistent with the banks’ credit standards and liquidity
and capital needs. Customers particularly dependent on bank financing and 
enlarging production capability in response to urgent needs, such as energy, may 
warrant accommodation. If, in meeting these needs, total loans appear to be rising to 
or above the 9% guideline, banks are expected to restrain loans to other borrowers, 
including those with access to other sources of funds and those outside the normal 
lending area. Banks respecting these priorities and finding their total loans rising 
faster than consistent with the 9 percent guideline will be expected to demonstrate 
that their policies are consistent with these priorities in their reports and reviews 
with the regional Federal Reserve Banks. Banks will be justified in exceeding the 
quantitative guidelines when such a demonstration can be made.
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(3) All banks are requested, as before, to avoid use of available credit resources to 
support essentially speculative uses of funds, or to finance transactions such as 
takeovers or mergers that can reasonably be postponed and that do not contribute to 
economic efficiency or productivity.

(4) The Board will continue to monitor the program through special reports and 
evaluation of the continuous flow of data on bank loans that it obtains through its 
regular reporting channels. To reduce the administrative burden of the program, 
however, the number of special reports will be reduced. Reports from large banks 
will henceforth be obtained on a bi-monthly rather than a monthly basis. Reports 
from large corporate borrowers will be discontinued. The first quarterly report from 
intermediate-size banks will be simplified, and the need for any further report will be 
considered after that checkpoint is passed. As before, no reports will be required 
from small banks.

Sincerely,

Paul A. Volcker
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