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MONETARY AND CREDIT DEVELOPMENTS
SINCE MID-1953

Business demand for short- and long-
term credit and consumer demand for in-
stalment loans have been smaller in the
past 12 months than in other recent years.
The Federal Government has borrowed
slightly less on balance in the past year than
in the preceding year, but will need to in-
crease its borrowing substantially in the next
six months. Long-term borrowing by State
and local governments, on the other hand,
has been in record volume, and lending on
real estate mortgages has remained large.
Indications are that credit demand in these
areas will continue strong during the re-
mainder of 1954.

Commercial banks, with reserves adequate
for further credit expansion but with a
reduced demand for loans, increased their
investments in Federal, State and local gov-
ernment, and corporate securities over the
12-month period ending June 30,1954. They
were also more active in lending to dealers
in securities and continued to add to their
holdings of real estate loans. As a result,
commercial bank credit increased substan-
tially.

Demand deposit and currency holdings
of businesses and individuals have increased
slightly since mid-1953. Time deposits have
continued to grow. United States Govern-
ment deposits at commercial banks have
risen, after a decline in the previous year.

Availability to member banks of reserve
funds for lending and investing has in-
creased substantially and steadily over the
past year. Member bank borrowing from
the Reserve Banks has declined to nominal
levels and excess reserves have increased
somewhat. Reserves have been made avail-
able by the Federal Reserve through open
market operations as well as by reductions
in reserve requirements in July 1953 and
June, July, and August of this year. In
addition, the discount rates of Reserve Banks
were reduced from 2 per cent to 1% P e r

cent in February and to V/2 per cent in April
and May.

Slackened demand for short-term credit,
continued liquid saving at a high rate, and
Federal Reserve measures to ease credit have
been reflected in a sharp decline in market
interest rates from the relatively high levels
reached in May and June 1953. The decline
has pervaded the whole credit market, al-
though different types of paper and securi-
ties have been affected in varying degrees.

BANK RESERVES

The reserve position of the banking sys-
tem has eased markedly since the spring of
1953. In April 1953 member bank borrow-
ing from the Reserve Banks averaged about
one and one-quarter billion dollars, or about
three-quarter billion more than excess re-
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serves. In June of this year member bank
borrowing averaged less than one-quarter bil-
lion dollars and excess reserves more than
three-quarter billion. Free reserves—excess
reserves less borrowing at Reserve Banks
—expanded progressively during this period
from a negative three-quarter billion dollars
to considerably more than half a billion
dollars.

The marked shift in bank reserve posi-
tions over the period from the late spring
of 1953 to the present has reflected in large
part adaptations in Federal Reserve opera-
tions to meet changing credit and economic
circumstances. Over the period 1952 and
early 1953, reserves were supplied through
Federal Reserve open market operations to
meet seasonal and growth needs of the econ-
omy. In view of the vigorous demand for
credit, however, banks were obliged to ob-
tain additional reserves by borrowing from
the Reserve Banks, a development that
helped to dampen expansion of bank credit.
During this period, Federal Reserve opera-
tions were designed to restrain credit and

monetary expansion in order to help avoid
inflationary developments. In mid-1953
these operations were reoriented toward
combating the deflationary tendencies then
developing. As economic activity began to
recede, System operations were further mod-
ified toward promoting credit ease.

From early May until the end of 1953 the
Federal Reserve made available a substantial
volume of reserve funds, part of which mem-
ber banks used to meet seasonal demands
for credit and currency and part to reduce
the volume of their borrowing. These re-
serves were supplied by Federal Reserve pur-
chases of about 2.5 billion dollars of Gov-
ernment securities in the open market and
by the release of about 1.2 billion dollars
of reserves through a reduction in reserve
requirements in July 1953.

Early in 1954 additional reserve funds
became available to banks through a heavy
post-Christmas return of currency from cir-
culation and a decline in required reserves
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accompanying the usual seasonal contraction
in total deposits. Only part of these reserve
funds was absorbed by Federal Reserve sales
of Government securities and by small drains
from other factors. Member bank borrow-
ings at the Federal Reserve declined further
to low levels and excess reserves of member
banks increased.

REDUCTIONS IN RESERVE REQUIREMENTS

In May and June of this year, the Federal
Reserve supplied banks with additional re-
serves through purchases of Government se-
curities in order to maintain a condition
of ease in credit and capital markets. On
June 21 the Board of Governors announced
a 1.5 billion dollar reduction in reserve re-
quirements to become effective over several
weeks. When the reduction is completed on
August 1, the reserve requirement percent-
ages applicable to the various classes of banks
will have been lowered as follows:

On net demand deposits:

For central reserve city b a n k s . . . . from 22 to 20
For reserve city banks from 19 to 18
For country banks from 13 to 12

On time deposits:

For all member banks. from 6 to 5

This reduction in reserve requirements was
made in anticipation of demands on bank
reserves during the summer and fall, tak-
ing into account probable private financing
requirements, including the marketing of
crops and the replenishment of retail stocks
in advance of the fall and Christmas sale
seasons, as well as Treasury financing needs.
Over the months June-December, currency
in circulation ordinarily shows a seasonal
increase of close to 1 billion dollars and this
exerts a corresponding drain on bank re-
serves. In addition, demand deposits typi-

cally expand seasonally by 5 or 6 billion dol-
lars and thus require nearly a billion dollars
of reserves. Additions to the money supply
are largely provided through increased bank
loans and investments.

Since changes in reserve requirements such
as were made in mid-1953 and in mid-1954
involve relatively large amounts of bank
reserves, they are made comparatively infre-
quently. For more flexible and frequent
adjustments of the supply of reserves to the
current credit needs of the economy, the
System relies upon open market operations
to release or absorb reserve funds.

BANK CREDIT

Availability of ample reserve funds has
encouraged banks to increase their outstand-
ing credit substantially over the past year.
Notwithstanding a sharp decline in the de-
mand for short-term credit by businesses and
consumers, total loans and investments of
commercial banks (exclusive of interbank
loans) are estimated to have increased about
8 billion dollars during the year ending
June 1954, more than twice as much as in the
previous year, as shown in the chart on the
following page. During the first half of
1954 total bank credit changed little, com-
pared with a decline of nearly 4 billion dol-
lars in the same period a year ago.

Growth in total bank credit over the past
year is largely attributable to increased bank
holdings of Government securities. In the
year ending June, the Government security
portfolios of banks expanded about 5 bil-
lion dollars, or nearly 10 per cent. Holdings
changed little in the first half of 1954,
in contrast with a reduction of about 5 bil-
lion in the first half of 1953. In the earlier
period bank reserves were less readily avail-
able and banks sold large amounts of Gov-
ernment securities in order to maintain their
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reserve positions and to expand loans. In
both of these half-year periods, there was a
seasonal decline in total Government securi-
ties outstanding. This year banks maintained
their holdings by replacing maturing securi-
ties with others acquired from nonbank
holders. In the first half of 1953 banks
sharply reduced their holdings and nonbank
investors increased theirs.

Bank holdings of State and local govern-
ment obligations and corporate securities
have grown at an accelerated pace during
the past year. The increase of more than
1 billion dollars was about four times that
of the previous year.

Outstanding bank loans (excluding inter-
bank loans) are estimated to have increased
approximately 1.5 billion dollars in the 12
months ending mid-1954, about one-third
the expansion of the previous year. During

the first half of 1954 bank loans declined
about 1 billion dollars, as compared with that
amount of increase a year earlier.

Most of the slackening in bank credit de-
mand occurred in business loans. These de-
clined about 1.5 billion dollars over the year
ending June 1954, in contrast with an in-
crease of 2 billion the previous year. In the
first half of 1954 business loans declined
1.3 billion dollars, more than twice the re-
duction during the same period last year.
The recent contraction apparently reflects
further liquidation of borrowing for inven-
tories as well as repayment of loans made
earlier to reduce tax liability under the excess
profits tax, which expired December 31.

Loans to metal manufacturers, which had
increased in 1952 and 1953, declined sub-
stantially in the first half of 1954. On the
other hand, seasonal loan repayments by
food processors and commodity dealers have
been smaller this year than last, probably
because seasonal expansion in these loans was
smaller last fall than in other recent years.
Bank loans to sales finance companies de-
clined substantially from the middle of last
year through the first quarter of 1954 and
have changed little in recent months.

Consumer loans at banks, which increased
rapidly during the first half of 1953 and
stabilized later in the year, declined during
the first half of 1954. Bank loans on real
estate expanded steadily over the past year.
Loans for purchasing or carrying securities
also increased in contrast with a decrease in
the preceding 12-month period. Agricul-
tural loans at banks increased sharply from
mid-1953 to mid-1954 as compared with little
change in the previous year. This increase
reflected bank purchases of Commodity
Credit Corporation certificates of interest in
agricultural price support loans, as well as
expansion in loans guaranteed by the CCC.
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Changes in the composition of bank loan
and investment portfolios over the past 12
months differed sharply among classes of
member banks, although each class showed
some increase in total resources. Outstand-
ing loans showed little change at reserve city
banks, and they declined at central reserve
city banks. Credit expansion at these banks
reflected largely additions to their portfolios
of Government securities. Country banks,
however, increased their loans substantially,
but added only slightly to their Government
portfolios.

DEPOSITS AND CURRENCY

Total deposits and currency are estimated
to have increased more than 8 billion dollars
from mid-1953 to mid-1954, exceeding the
increase for the previous year by about 3
billion. As is shown in the chart, most of
the growth was in time deposits, which con-
tinued to expand rapidly at both commer-
cial and savings banks. Deposits of the
Treasury rose about 2.5 billion dollars from
the low level reached in mid-1953.

Demand deposit and currency holdings of
businesses and individuals increased only
slightly in the year ending June 30, 1954.
In 1953, after allowance for usual seasonal
changes, such holdings rose sharply through
April and then leveled off for several months.
Expansion was resumed late in 1953 but
there was little change over the first half
of 1954, after seasonal allowance. Changes
in the ownership of demand deposits dur-
ing 1953 by various classes of depositors are
discussed on pages 711-14 of this BULLETIN,

and changes in liquid assets of major groups
on pages 709-10.

The increase in private holdings of de-
mand deposits and currency over the past
year, though small, has been a stabilizing
factor in the economy. In the comparable
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stages of most previous economic declines,
the money supply contracted.

The rate of use or turnover of demand
deposits at banks outside leading financial
centers was about the same during the first
half of 1954 as in the first half of the previous
year. In New York City there was a sub-
stantial increase, particularly after the turn
of the year, presumably reflecting increased
activity in financial markets.

TREASURY BORROWING

Borrowing by the Federal Government
declined slightly in the past year. Although
the cash deficit was largely eliminated, a net
amount of about 2 billion dollars was bor-
rowed from the public to build up Treasury
cash balances. Treasury demand for credit

JULY 1954 685

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1954



MONETARY AND CREDIT DEVELOPMENTS SINCE MID-19 5 3

was therefore only about half a billion less
than in the preceding fiscal year when the
cash deficit exceeded 5 billion dollars.

Borrowing needs of the Treasury were
concentrated in the last half of the year, re-
flecting the increasing proportion of corpo-
rate taxes collected in March and June. The
Treasury borrowed a net amount of about
8 billion dollars from the public in the period
July-December 1953 and repaid nearly 6
billion in the period January-June 1954.

UNITED STATES GOVERNMENT SECURITIES

BY TYPE OF HOLDER

[In billions of dollars]

Type of holder

Total

Federal agencies and trust
funds

Public1

Federal Reserve Banks2...
Commercial banks
All other investors

Out-
stand-

ing
June 30,

1954

271.3

49.3
222.0

25.0
63.8

133.2

Change:

Year
ending

June 30,
1954

+5.2

+ 1.8
+3.4

+0.3
+5.0
-1.9

July 1-
Dec. 31,

1953

+9.1

+0.8
+8.4

+ 1.2
+4.8
+2.4

Jan. 1-
June 30,

1954

-3.9

+ 10
-4.9

-0.9
+0.2
-4.3

1 Changes differ from cash borrowing figures cited in the text due
to inclusion of miscellaneous debt transactions and discounts ac-
crued on savings bonds.

2 Reflects, among other things, the direct exchange with the
Treasury in November 1953 of 500 million dollars of securities
for an equal amount of gold certificates. This transaction had
no effect on bank reserves.

NOTE.—Estimates for June 30, 1954 are preliminary except for
total debt and Federal Reserve Bank holdings.

During the first half of 1954 the average
maturity of the marketable public debt was
lengthened by about one-half year. Most
of this change resulted from the refunding
in February when the Treasury offered a
7%-year bond as one exchange option and
received more than 11 billion dollars of sub-
scriptions. Some further debt lengthening
resulted from a combination refunding
and cash offering in May. Holders of cer-
tificates maturing in June were offered as
one option an exchange into a new 4%-year
note, and about 3 billion dollars was ten-
dered for this exchange. An additional 2.2

billion dollars of the notes was sold fqr cash.
These refundings, together with the re-

demption of maturing tax anticipation cer-
tificates, substantially reduced the supply of
short-term Government securities and in-
creased the supply of intermediate-term se-
curities over the first half of 1954. Com-
mercial bank holdings of Government se-
curities reflected these changes.

CAPITAL MARKETS

Demand for long-term credit and capital
by corporations and by State and local gov-
ernments continued heavy during the year
ending June 30, 1954. Securities issued by
these groups to obtain new capital totaled
an estimated 14 billion dollars, roughly 10
per cent above the level of the preceding year.
Flotations of about 7 billion during the first
half of 1954 maintained about the same
high level as a year earlier.

The volume of State and local government
financing during the first half of 1954 was
about 40 per cent larger than a year earlier.
The increase reflected mainly a heavy de-
mand for construction funds, particularly
for school facilities and highways.

New issues of corporations in the first half
of 1954 were down about 20 per cent from
a year earlier. This decline reflected a smaller
volume of borrowing by most types of man-
ufacturing corporations for expansion of
plant and equipment, and by consumer fi-
nance companies for financing the curtailed
volume of instalment sales. Flotations by
public utilities remained at high levels. In
recent months there has been a growing vol-
ume of corporate security offerings to re-
fund obligations issued when interest rates
were higher.

Mortgage credit has been extended in rec-
ord volume during the past year. Home
mortgages, which are the major part of
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total mortgages outstanding, increased more
than 7 billion dollars, about the same amount
as in the previous 12 months. Although
placement of home mortgages during the
first half of 1954 was about 5 per cent larger
than a year earlier, the net increase in mort-
gage debt outstanding during this period
was somewhat less than last year because of
the rising volume of repayments. The ac-
tive mortgage market thus far in 1954 has
reflected in part the easier terms on which
loans are being made.

GROWTH IN SAVINGS AT SELECTED SAVINGS INSTITUTIONS

JULY 1951—JUNE 1954

[In billions of dollars]

Institution

Life insurance companies. .
Mutual savings b a n k s . . . .
Savings and loan associa-

tions

Total

July 1951-
June 1952

4.6
1.4

2.7

8.7

July 1952-
June 1953

5.1
1.8

3.5

10.4

July 1953-
June 19541

5.5
1.8

3.9

11.2

1 Partly estimated by Federal Reserve.
NOTE.—-Data are from Institute of Life Insurance, National

Association of Mutual Savings Banks, and Federal Savings and
Loan Insurance Corporation.

Individual savings available for investment
in long-term securities increased somewhat
further over the past year, as is shown in
the table. During the 12 months ending in
June 1954, savings flowing into life insur-
ance companies, savings and loan associa-
tions, and mutual savings banks probably
amounted to about 11 billion dollars. The
pressure for investment of these savings has
been a major factor contributing to mone-
tary and credit ease.

COST OF BORROWING

Interest rates have declined sharply from
the highs reached in May and June 1953,
as shown in the chart. This development
has reflected Federal Reserve credit-easing
measures, reduced credit demand, and a
high rate of saving. The decline in interest

rates, which followed a rapid rise during
the second quarter of 1953, has been as sharp
and as widespread as in the comparable phase
of any business downturn since World War
I. It has extended throughout the credit
market, affecting in varying degrees all types
of paper and securities.

As is usual during a period of rapid in-
terest-rate movement, yields on short-term
securities have experienced the sharpest rela-
tive changes. The average yield on Treasury
bills, for example, dropped more than 70
per cent from mid-1953 to mid-1954, and by
early June of this year had reached the lowest
level since mid-1947. Rates on commercial
paper declined more than 40 per cent. These
declines are about in line with the behavior
of short-term rates during other recessions
since the First World War. Rates charged
by banks on short-term business loans re-
acted more slowly than other short-term
rates, but they too declined during the first
half of 1954 after leading commercial banks

MONEY RATES
Per cent per annum

•'HIGH-GRADE
-J MUNICIPAL

1952 1953 1954

NOTE.—Treasury bill rates are market rates on longest bills.
Yields on long-term U. S. Governments exclude 3J4 per cent
bonds of 1978-83, issued May 1, 1953. Corporate Aaa rates
are from Moody's Investors Service; high-grade municipals,
from Standard and Poor's Corporation. Discount rate is for
the Federal Reserve Bank of New York. Latest figures are for
week ending July 9.
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in New York City reduced their rates on and April and for a period rates increased
prime loans to customers from 3V4 per cent somewhat, reflecting a large volume of new
to 3 per cent in March. issues, particularly of turnpike authorities

Yields on long-term bonds have declined and public utilities. Since that time, how-
somewhat more over the past year than in ever, long-term rates have stabilized or de-
the corresponding phases of past recessions, clined again.
For example, at midyear they were down The discounts that prevailed a year ago
18 per cent on long-term United States Gov- on 4]/2 per cent Federally insured and guar-
ernment securities, 15 per cent on high-grade an teed home mortgages have largely disap-
corporate bonds, and 23 per cent on high- peared. Rates on conventional home mort-
grade municipal securities. The decline in gages seem to be down approximately l/2

long-term yields was interrupted in March per cent from levels prevailing a year ago.
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