
GROWTH of money and bank credit in
1958 was affected by sharp changes in eco-
nomic activity, and by Federal Reserve
actions to adapt monetary and credit con-
ditions to the changing economic environ-
ment. Bank credit increased substantially
in the first part of the year, when there is
usually a seasonal contraction, but in the
latter part of the year it expanded at little
more than the usual seasonal rate.

In the first seven months of the year,
when business and consumer demands for
bank credit were relatively slack, commer-
cial banks purchased securities at an ex-
ceptionally high rate, thus adding to the
supply of funds available for investment and
consumption. The larger part of the bank
credit expansion in this period reflected ex-
pansion in time deposits, but growth of sea-
sonally adjusted demand deposits was also
at an unusually rapid rate.

Federal Reserve actions to provide the
reserve base for credit and deposit growth,
and also to offset the drain on reserves re-
sulting from gold outflow, included open
market purchases of United States Govern-
ment securities and three reductions in
member bank reserve requirements. These
actions were accompanied by a three-step
reduction in Reserve Bank discount rates.

In the last five months of the year, as
economic recovery gained momentum, the
rate of monetary and bank credit expansion
slowed in response to Federal Reserve ac-
tion to reduce availability of reserve funds,
reinforced by increases in discount rates.
In this period of rapid recovery, banks ac-
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commodated a modest revival in loan de-
mand, but made only limited additions to
their security holdings. As a consequence,
demand deposits increased at a much slower
pace after July. The growth of time deposits
at commercial banks also slackened ab-
ruptly after July, as market rates on alter-
native investments rose.

Member banks obtained an increasing
volume of the reserves needed to support
bank credit expansion in the last five months
of the year by borrowing at the Reserve
Banks. During most of December 1958 and
January 1959, member bank borrowings
exceeded excess reserves.
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The over-all result of forces influencing
commercial bank credit expansion in 1958
was the largest increase in such credit of any
postwar year. The active money supply-
demand deposits and currency outside banks
—rose during the year by nearly 3Vi per
cent. At the year-end, the money supply
stood about 2Vi per cent above the prere-
cession level.

Early in 1959 the underlying strength
of the recovery movement appeared clear
although considerable unused plant capac-
ity and unemployment remained in some
sectors. Prices generally had shown stability
for several months, with slight downward
movements in some areas offsetting in-
creases in others. On the other hand, finan-
cial markets revealed strongly optimistic ex-
pectations, and there was concern in some
quarters about prospects for price stability.

BANK LOANS AND INVESTMENTS

Commercial bank credit rose by the record
amount of $14.6 billion in 1958, thus dem-
onstrating in the third postwar recession, as
in the previous two, that banks will ex-
pand assets sharply in periods of slack eco-
nomic activity if reserve funds are readily
available. Total credit growth last year far
exceeded the record for any previous post-
war year and compared with increases of
$5.9 billion and $10.2 billion in the reces-
sion years of 1949 and 1954, respectively.
In contrast with the normal seasonal pattern,
the major portion of the 1958 increase oc-
curred during the first seven months of the
year, confirming the influence of reserve
availability in shaping bank loan and invest-
ment activities.

Owing to limited loan demand, the prime
factor in credit growth was bank purchase
of securities. Net acquisitions by banks of
both United States Government and State

and local government securities were greater
in 1958 than in any earlier postwar year.

Bank investments and Treasury finance.
Commercial banks added $8 billion of
United States Government securities to their
portfolios in 1958, at a time when falling
revenues and rising expenditures were re-
quiring substantial Treasury borrowing of
new cash. The Federal cash deficit for the
calendar year 1958 was $7.5 billion, com-
pared with a surplus of $1.2 billion for the
previous year. Treasury cash borrowing to
cover the deficit and to provide for cash
redemption of maturing issues was $19.0
billion. This included $7.8 billion in new
bills, the bulk of which was added after
September.

Commercial bank allotments of new
Treasury cash issues other than bills
amounted to $9.4 billion in 1958. Banks
subsequently sold portions of these securi-
ties, particularly in the last five months of
the year, thus aiding in their distribution to
nonbank investors. Banks increased their
holdings of bills by about $1.0 billion
during the year.

Three-fourths of the increase in bank
holdings of United States Government secu-
rities during 1958 occurred in the first seven
months of the year. City banks acquired
most of these securities, which included sub-
stantial amounts of intermediate- and long-
term issues, as the Treasury moved both
through cash borrowings and refundings to
lengthen the pattern of debt maturity. Some
of these securities were acquired by banks
on subscription to Treasury offerings, but
substantial amounts also were purchased
from nonbank holders who transferred
funds to other uses.

Treasury financing after midyear was con-
fined to shorter term securities, in recogni-
tion of the low market receptivity to bonds
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and the increasing availability of corporate
internal funds that were being generated by
economic recovery and seeking liquid in-
vestment. Nearly $900 million of 21-year
bonds, however, were marketed in January
of 1959.

Commercial banks took large amounts
of each Treasury offering in the last five
months of 1958, particularly the $3.6 bil-
lion issue of tax certificates on August 6 and
the $2.7 billion issue of special bills on Oc-
tober 8, but subsequently disposed of large
amounts of these and other issues to non-
bank buyers. Growth in bank holdings of
United States Government securities after
July, amounting to $2.1 billion, was en-
tirely at banks outside leading cities; hold-
ings at city banks declined slightly.

State and local government security mar-
kets were active throughout 1958. An ample
supply of securities, together with ready
availability of reserves, resulted in record
acquisitions by commercial banks. Growth
in bank portfolios of these issues was espe-
cially rapid in the first three quarters.

Loans. Loan growth at commercial banks
amounted to $4 billion in 1958, slightly ex-
ceeding the growth of the previous year, but

falling far short of increases in 1955 and
1956. Real estate loans accounted for more
than half of the growth in 1958, although
farm loans also rose substantially.

Business loans declined $200 million in
1958, compared with an increase of $1.8
billion in 1957 and much larger increases
in 1955 and 1956. The decline at city banks
was $1.0 billion, about one-half of which
represented reduced borrowing by sales fi-
nance companies. At banks outside leading
cities, loans to business rose about $800
million.

The 1958 decline in business loans was
moderate in view of the rapid inventory liq-
uidation that continued through the first
three quarters of the year. Meanwhile, de-
spite a reduced rate of investment in new
plant and equipment, business borrowing
through the capital markets continued large.

Business loans at banks fell $2.6 billion
in the first seven months of the year, a period
of substantial seasonal loan liquidation in
some lines, then increased $2.4 billion over
the remainder of the year. Expansion dur-
ing the final three months of 1958 approxi-
mated $1.6 billion and was roughly in line
with seasonal expectations. For the same
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period in 1957 these loans had shown vir-
tually no change. According to reports from
a sample of large banks, growth in the last
quarter of 1958 reflected both a higher level
of new lending and a lower level of repay-
ments than a year earlier.

Borrowing at commercial banks by sales
finance companies declined more than $500
million in 1958, in contrast with an increase
in 1957. The decline reflected both a re-
duction in automobile credit held by these
companies and some shift in financing from
bank loans to the open market in response
to lower market rates during the first half
of the year.

Loans to industries having pronounced
seasonal swings—the food, commodity, and
trade groups—declined about as usual in
the first half of the year but rose less than
seasonally in the last half. Other changes
in business loans by industry groups re-
flected basic economic developments during
the year. Producers of metals and metal
products and petroleum and chemicals re-
duced their borrowings, while demand for
loans from construction firms was strong.
Borrowing by public utilities was much
less extensive than in any of the preceding
three years.

The 1958 increase in real estate loans at
commercial banks was about $2.2 billion,
compared with $600 million during the pre-
vious year. The 1958 increase was close to
that of 1955, and larger than in any other
year since 1947. Credit availability, lower
interest rates, and easing of credit terms all
contributed to the strong upswing in home
construction that began in the spring and
continued throughout the year. Private hous-
ing starts reached a seasonally adjusted an-
nual rate of 1.4 million units in December,
the highest in four years.

Consumer loans changed little in 1958, a

decline in automobile credit having offset
increases in other categories. Security loans
rose only moderately over the year, as most
of the increases in June and December, as-
sociated in part with Treasury financing,
were offset by declines at other times.

DEPOSITS AND CURRENCY

The active money supply—demand deposits
adjusted and currency outside banks—in-
creased $4.5 billion during 1958, in con-
trast with a decline of $1.2 billion in 1957.
The 1958 increase, amounting to about 2>Vi
per cent, was the largest since 1952.

By far the greater portion of the increase
occurred during the first seven months of
the year. During this period, in response
to a Federal Reserve policy of active mone-
tary ease, the money supply grew at an an-
nual rate of 5Vi per cent on a seasonally
adjusted basis. In contrast, growth during
the last five months was at an annual rate of
less than 1 Vi per cent.

In the first half of 1958, reflecting the
rapid growth in the money supply and the
reduced level of over-all economic activity,
turnover of demand deposits at banks out-
side New York City was at a rate somewhat
below the 1957 high. In New York City,
however, turnover continued to rise until
midyear. In the last half of the year, the
turnover rate declined in New York City,
but changed little at other reporting centers.

Time deposits at commercial banks in-
creased $6.8 billion, or 12 per cent, in 1958,
exceeding the rapid growth in 1957 and
setting a new record for the postwar years.
All but $600 million of the increase came
before August, as the chart shows. Al-
though financial savings in general increased
greatly during this period, much of the
growth at banks consisted of funds of busi-
nesses, governments, and other large holders
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of liquid assets attracted by interest rates
higher than those available on alternative
investments.

Beginning in August, following the sharp
rise in market rates of interest, there was a
marked slowdown in the rate of time de-
posit growth at commercial banks. De-
posits at mutual savings banks and shares
of savings and loan associations continued
to grow fairly rapidly throughout the year.

FEDERAL RESERVE POLICY

In response to the course of economic re-
cession and revival in 1958, the Federal
Reserve System employed all the principal
instruments of monetary policy—open mar-
ket operations, discount rate adjustments,
and changes in member bank reserve re-
quirements. The policy of credit ease
adopted in the fall of 1957 was continued

and extended by a number of actions in the
first half of 1958.

Open market operations early in the year
absorbed a smaller portion than usual of the
reserves released by the seasonal return flow
of currency and decline in demand deposits.
Further easing of member bank reserve po-
sitions in the spring and early summer was
brought about by Federal Reserve open
market purchases beginning in March and
accelerating in May and June.

Complementary action to ease member
bank reserve positions was taken in late Feb-
ruary, when the Federal Reserve reduced
reserve requirements. This reduction freed
about $500 million in reserves, and was fol-
lowed by further reductions of similar mag-
nitude in March and April. Meanwhile the
Federal Reserve lowered the cost of member
bank borrowing by a three-step reduction
in discount rates in January, March, and
April, bringing the rate at all Reserve Banks
to 1% per cent.

The effect of these Federal Reserve ac-
tions was that, in spite of the large increase
in bank deposits and considerable loss of
reserves through gold outflow, member bank
excess reserves grew steadily while member
banks reduced their borrowings at the Re-
serve Banks. From March through July the
margin of excess reserves over borrowings
averaged about $500 million, as the chart
on the following page shows.

When it became apparent shortly after
midyear that the recession's low point had
been passed and that a vigorous recovery
was under way, the Federal Reserve began
to temper the availability of reserve funds.
Seasonal demands for credit were allowed to
tighten member bank reserve positions be-
ginning in August.

In these circumstances, discount rates
were increased in August-September from
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1% to 2 per cent. A further increase to
2Vi per cent followed in late October and
early November. Member bank reserve po-
sitions continued to tighten moderately.

In the final three months of the year, Fed-
eral Reserve open market purchases aided
banks in accommodating seasonal demand
for credit and currency. In addition, mem-
ber banks increased their borrowings at Re-
serve Banks. Such borrowings averaged
about $500 million in December, or $50
million higher than excess reserves. The re-
serve status of member banks changed little
in January 1959, as Federal Reserve open
market sales about offset the usual seasonal
influences that tend to increase the avail-
ability of reserve funds.

Drains on member bank reserves through
international payments were large in 1958.
The surplus of United States exports over
imports was much smaller than in 1957,
and the outflow of capital for loans and in-
vestments abroad was large. As a result,
foreign countries experienced growing bal-
ance-of-payments surpluses in the United
States, a part of which they withdrew in the

form of gold. Gold outflow, which was
heaviest from March through October,
amounted to $2.2 billion for the year,
or about one-tenth of United States holdings
at the beginning of the year.

On balance, reserves were made available
to member banks in 1958 by Federal Re-
serve purchases of United States Govern-
ment securities in the amount of $2.1 billion,
and by reductions in reserve requirements
of $1.5 billion. Drains on reserves consisted
mainly of a $2.2 billion gold outflow, a $500
million increase in currency in circulation,
and a $1.0 billion increase in required re-
serves associated with deposit growth.

The Federal Reserve made three changes
during 1958 in the margin required for the
purchase of stock market securities. In Jan-
uary, in response to reduced use of stock
market credit following the decline in stock
prices in the early fall of 1957, the required
margin was reduced from 70 to 50 per cent.
Following a rapid rise in the amount of stock
market credit in spring and early summer,
which was accompanied by substantial in-
creases in stock prices and the volume of
trading, margin requirements were restored
to 70 per cent in early August. The volume
of credit continued to rise, however, and in
mid-October the margin requirement was
further increased to 90 per cent.

INTEREST RATES

The general decline in market rates of inter-
est that began in the fall of 1957 con-
tinued through the early months of 1958.
The decline in long-term rates slowed after
January, however, reflecting continuing sub-
stantial demands for funds in all capital
markets.

After reaching low points in May, inter-
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est rates moved up rapidly with economic
recovery. The Treasury bill rate, which in
May had fallen to a level near the 1954
low, rose rapidly in the July-September
period. Thereafter it increased more mod-
erately, averaging 2.77 per cent in Decem-
ber and 2.82 in January of 1959.

Yields on both intermediate- and long-
term United States Government issues rose
sharply after mid-195 8. Rapid increases
through September were followed by some
declines in October and November, after
which rates again firmed. Rates moved up
faster on intermediate- than on long-term
issues, and by December the spread between
the two had been greatly reduced. Early in
1959, average yields on both medium- and
long-term issues were close to 4 per cent,
the highest level in more than 25 years.

Market rates for corporate bonds and for
State and local government issues followed
the same general pattern after mid-195 8 as
did yields on United States Government
securities. The rise in corporate bond yields
was somewhat less rapid than the increases
in the other two categories.
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