FEDERAL RESERVE BANK OF NEW YORK

Federal Reserve System Policy Statement

On Scptcmber 1, 1966, the Federal Reserve System
issued the following statement:

It is the view of the Federal Reserve System that
orderly bank credit expansion is appropriate in to-
day’s cconomy. However, that expansion should be
moderate cnough to help insure that spending—and
particularly that financed by bank credit—does not
exceed the bounds that can be accommodated by the
Nation's growing physical resources. An exccssive
expansion of bank credits would aggravate inflation-
ary pressures that are already visible.

Whilc the growth of total bank credit and total
bank lending has moderated somewhat as compared
with last year, total bank loans plus investments have
grown at an annual rate of over 8 per cent during
the first cight months of this ycar, and total bank
loans at a rate of over 12 per cent. Meanwhile, bank
lending to business has incrcased at an annual ratce
of about 20 per cent.

It is recognized that business demands for bank
credit have been particularly intensc. While such
credit requests often appear justifiable when looked
at individually, the aggregate total of credit-financed
business spending has tended towards unsustainable
levels and has added appreciably to current inflation-
ary pressures. Furthermore, such exceedingly rapid
business loan expansion is being financed in part by
liquidation of other banking assets and by curtail-
ment of other lending in ways that could contribute
to disorderly conditions in other credit markets.

The System believes that the national economic
intcrest would be better scrved by a slower rate of
cxpansion of bank loans to business within the con-
text of moderate overall money and credit growth.
Further substantial adjustments through bank liquida-
tion of municipal sccuritiecs or other investments
would add to pressures on financial markcts. Hence,
the System belicves that a greater share of member

bank adjustments should takc the form of modera-
tion in the rate of expansion of loans, and particu-
larly business loans.

Accordingly, this objective will bc kept in mind
by the Federal Reserve Banks in their extensions of
credit to member banks through the discount win-
dow. Mcmber banks will be expected to cooperatc
in the System’s efforts to hold down the rate of
business loan ¢xpansion—apart from normal season-
al needs—and to use the discount facilities of the
Reserve Banks in a manncr consistent with thesc
cfforts. It is recognized that banks adjusting their
positions through loan curtailment may at times nced
a longer period of discount accommodation than
would be required for the disposition of sccurities.

This program is in conformity with the provision
in section 201.0, paragraph (e), of the Board's Reg-
ulation A governing lending to member banks: “In
considering a request for credit accommodation, each
Federal Reserve Bank gives due regard to the pur-
pose of the credit and to its probablc cffects upon
thc maintcnance of sound credit conditions, both as
to the individual institution and the ccononly gen-
crally. . ..”

Federal Reserve credit assistance to member
banks to meet appropriate seasonal or cmergency
nceds, including those resulting from shrinkages of
deposits or of other sources of funds, will continuc
to be available as in the past.

A slower rate of business loan expansion is in the
interest of the entirc banking system and of the
economy as a whole. All banks should be awarc of
this consideration, whether or not they need to bor-
row from the Federal Rescrve. Management of
bank resources in accordance with the principles out-
lined above can make a constructive contribution to
sustained economic prosperity, and the Federal Re-
serve System is confident that the banks will give
their wholchcarted support to this effort.

209





