
COMMERCIAL BANK CREDIT INCREASED

more than $8 billion in the first half of this
year, as banks added large amounts of secu-
rities to their portfolios. At the same time
member banks reduced their indebtedness
to Federal Reserve Banks to approximately
$100 million by the end of June, and their
excess reserves rose to around $700 mil-
lion. These are the most striking aspects of
credit and monetary developments since the
onset of recession in the closing months of
last year.

The willingness and ability of banks to
expand credit during a recession period re-
sulted largely from active steps taken by the
Federal Reserve System to foster conditions
of credit ease. During the first six months
of 1958 substantial additions to the reserve
base of member banks resulted from acquisi-
tion of about $1.1 billion of United States
Government securities by the Federal Re-
serve System. In addition, three reductions
in reserve requirements freed approximately
$1.5 billion of member bank reserves. Dis-
count rates, which had been reduced in
November of last year after the business
downturn started, were further reduced on
three occasions in the first half of this year.

Primarily because of lower tax yields
resulting from the recession, the Treasury
cash surplus in the first half of this year was
smaller than had been estimated in January.
To offset this, and to build up its cash bal-
ance in anticipation of the usual seasonal
cash deficit in the last half of the year, the
Treasury undertook net cash borrowing on

marketable securities of about $2 billion in
the January-June period. During the Treas-
ury operations to finance this sum as well as
to refinance maturing issues, commercial
banks bought large amounts of new secu-
rities, while nonbank investors reduced their
security holdings.

RESERVES AND I0RR0WINGS
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NOTE.—Monthly averages of daily figures for member banks.
Data for excess reserves for June 19:>8 are preliminary.

Most of the large growth in bank assets
during the first half of 1958 was reflected in
large increases in United States Government
deposits and time deposits at banks .
Growth in time deposits, larger than in any
previous six-month period, was an especially
significant factor in providing additional
liquidity in the economy. Demand deposits
and currency, representing the active money
supply, showed a smaller than seasonal de-
cline. On a seasonally adjusted basis, the
money supply increased at an annual rate
of about 23A per cent over the period.

Partly in response to slackening demand
for loans, but more particularly in response
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to the efforts of banks to put their newly
available reserves to remunerative use,
short-term interest rates continued to fall
rapidly early in 1958. Long-term rates,
reacting to a continuing heavy flow of capi-
tal issues, showed little net decline in the
first six months of the year, thus making for
a wider spread between the rate categories
than had prevailed for some years.

FEDERAL RESERVE ACTIONS

As recession deepened in the early months
of 1958, monetary and credit policy, which
had shifted from restraint toward relaxation
in the fall of 1957, became definitely one
of actively fostering ease in credit markets.
In carrying out this policy, complementary
use was made of open market operations,
discount rate changes, and changes in re-
serve requirements. In addition, margin re-
quirements for the purchase of securities on
credit were reduced in mid-January from 70
per cent to 50 per cent.

Following strong credit demands in De-
cember, which banks met on the basis of
reserves supplied by Federal Reserve open
market purchases, bank reserves became
available early this year through the return
of currency from circulation and the repay-
ment of year-end credit extensions, in ac-
cordance with the usual seasonal pattern.
Meanwhile, Federal Reserve open market
sales absorbed less reserves than usual.
Federal Reserve holdings of United States
Government securities and acceptances de-
clined less than $1 billion during January,
in contrast to $1.6 billion in January 1957.

Borrowing of member banks at Federal
Reserve Banks declined sharply in January
and February of this year. The decline re-
flected easier member bank reserve positions
that occurred in spite of the growth in de-
posits brought about by an increase in mem-

ber bank holdings of securities in the amount
of almost $1 billion during February.

Discount rates at Federal Reserve Banks,
which had been lowered from 3Vi to 3 per
cent in November, were further reduced to
13A per cent in three steps in January,
March, and April of 1958. With member
bank borrowing lower in the January-June
period, these rate reductions served to indi-
cate the course of monetary policy, to re-
flect and to influence the course of market
interest rates, and to assure member banks
of the ready availability of funds at these
lower rates in case of temporary need.

The first of three reductions in reserve
requirements made in the January-June
period, each of which reduced requirements
by about $500 million, was made effective at
the end of February. In March the Federal
Reserve System supplemented this action
with moderate open market purchases of
Government securities. These measures, to-
gether with a second reduction in reserve
requirements made effective at central re-
serve and reserve city banks on March 20
and at country banks on April 1, enabled
member banks to meet seasonal loan de-
mands in March and at the same time to
continue adding to their holdings of United
States Government securities on a substan-
tial scale.

A third reduction in reserve requirements
was announced in mid-April, but owing in
part to the effect of gold outflow there was
little change in member bank reserve posi-
tions during the month. In recognition of
somewhat less easy reserve conditions at
large city banks the April reduction in re-
serve requirements was applied only to cen-
tral reserve and reserve city banks. The
reduction for the former was one percentage
point and for the latter one-half percentage
point.
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Federal Reserve purchases of United
States Government securities in the open
market were accelerated in May and par-
ticularly in June. Total acquisitions for the
March-June period were about $2.0 billion,
making the net acquisition for the half year
approximately $1.1 billion.

Bank reserves were reduced this year by
an outflow of gold, which began in Febru-
ary and assumed substantial proportions
beginning in March. The decline in the
Treasury gold stock, reflecting this outflow,
amounted in the first half of 1958 to about
$1.4 billion. The flow of gold, resulting
from growing payments surpluses accruing
to foreign countries in their transactions
with the United States, tapered off in June.

On balance over the six-month period,
bank reserves were supplied in the follow-
ing amounts: About $1.1 billion by Fed-
eral Reserve open market operations; about
$1.5 billion by reductions in member bank
reserve requirements; and $800 million by
the seasonal decline in currency in circula-
tion. Reserves were absorbed by the gold
outflow of $1.4 billion, by an increase of
$600 million in required reserves resulting
from a contraseasonal expansion in bank
deposits, by a decrease of about $600 mil-
lion in member bank borrowing at the Re-
serve Banks, and by $700 million resulting
from a reduction in Federal Reserve float
and other factors.

BANK LOANS AND INVESTMENTS

Preliminary data indicate that commercial
bank credit expanded $8.5 billion in the
first half of 1958, in contrast to a reduc-
tion of $200 million in the comparable
period a year ago. With outstanding busi-
ness loans reduced by an estimated $1.8 bil-
lion, the main factors in credit growth were
increases of approximately $6.2 billion in

United States Government securities, $2.2
billion in other securities, $1.4 billion in
security loans, and $600 million in real
estate loans.

As a result of the general decline in loans
and rapid deposit growth since last Septem-
ber, the ratio of loans to deposits declined
from approximately 49 per cent at the end
of September to about 46 per cent at the
end of May, indicating improvement in bank
liquidity.

The reduction in business loans at banks
during the first half of this year was in con-
trast to increases during the first six months
of every other year since 1954. The de-
cline was a product of both reduced demand
for new loans and an increased repayment
rate as compared with a year ago. In the
second half of 1957 demand for new loans
had held up fairly well, while the repayment

BANK LOANS AND INVESTMENTS
AIL COMWIkCIAl IANKS
BiHioni of dollors

OTHER SECURITIES

^J 10

NOTE.—Figures are partly estimated. Data exclude inter-
bank loans and are for last Wednesday of month except lor
end of June and December call dates. Figures for 1958 are
preliminary.
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of loans made earlier had risen markedly.
A factor in the decline of bank loans to

business this year was the shifting of some
borrowers from banks to other sources of
credit supply, as market rates of interest
became more favorable. Even though busi-
ness spending for capital expansion was
substantially reduced, corporate security of-
ferings during the first six months of the
year were only about 10 per cent below the
record volume for the comparable period
last year. Part of the proceeds of these of-
ferings was used to repay bank debt. In
other cases, borrowers, notably sales finance
companies, retired bank loans by increas-
ing their sales of open market paper.

The sharp decline in sales finance com-
pany borrowing at large city banks during
the first half of this year was in contrast to
a substantial rise during the comparable
period last year, as the chart shows. In
spite of heavy inventory liquidation in many
manufacturing lines, loans outstanding to
manufacturers (other than food processors)
did not decline this year; some groups even
increased their borrowing somewhat.

Among loan categories other than busi-
ness loans, only consumer loans and miscel-
laneous loans fell during the period. The

moderate consumer loan decline ($200 mil-
lion) reflected the continuing low level of
durable goods purchases on credit, espe-
cially of automobiles, as well as some rise
in the volume of monthly repayments.
Farm loans rose, in contrast to declines in
each of the three preceding years, appar-
ently as a result of a revival in credit de-
mands following favorable price and income
developments in the agricultural sector.

Real estate loans at commercial banks,
reflecting some improvement in the level of
residential construction, as well as greater
availability of bank reserves, rose $600 mil-
lion in the first half of this year, compared
with an increase of $100 million in the first
half of 1957. Loans for purchasing and
carrying securities also rose this year, in-
creasing $1.4 billion through June, in con-
trast to a $400 million decline in the first
half of last year. Part of this year's in-
crease resulted from borrowing in June as-
sociated with mid-month Treasury financing.

BANK INVESTMENTS AND TREASURY
FINANCE

Bank acquisition of United States Govern-
ment securities, as well as other securities,
in the first half of 1958 was the largest for

BUSINESS LOANS — CUMULATIVE CHANGE FROM DECEMBER
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NOTE.—Monthly changes in large loans at a sample of bank series. All changes are cumulative from the last Wednes-
more than 200 large banks in the weekly reporting member day of December in the preceding year.
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any half-year period since World War II.
For Government securities the increase of
$6.2 billion contrasted with a decline of
$3.1 billion in the first half of 1957.

The prime factor explaining this growth
was the availability of reserves, together
with moderation of earlier strong demand
for business loans. As Federal Reserve
open market operations and reductions in
reserve requirements made additional re-
serves available, banks, particularly central
reserve city and reserve city banks, made
prompt use of these funds to increase their
earning assets, at the same time reducing
their borrowings from the Reserve Banks.

Rapid growth in time deposits also fa-
cilitated bank acquisition of Government
securities. Meanwhile, nonbank owners re-
duced their holdings of Government securi-
ties by approximately $6.5 billion during the
first half of the year.

Changes in bank portfolios of United
States Government securities reflected in
some measure Treasury debt operations.
It became apparent early this year that the
expected Treasury cash surplus for fiscal
year 1958 would not be realized, as the
downtrend of spending in evidence in the last
half of 1957 was gradually reversed, and as
revenues were reduced by the general eco-
nomic decline. The Government closed
fiscal year 1958 with an estimated cash defi-
cit of $1 billion, in contrast to a cash sur-
plus of more than $2 billion last year. Debt
operations in January-June 1958 featured
some lengthening of maturities through both
refunding operations and new cash borrow-
ing.

Three new Treasury cash offerings (ex-
clusive of bills) totaling $6.5 billion were
made in the January-June period, and com-
mercial banks were large buyers of each
new issue. Bank allotments of a 3 per

cent 8-year bond issue on February 28
amounted to nearly $700 million, or ap-
proximately one-half the issue. Banks ac-
quired almost two-thirds, or more than $2.5
billion, of a 2% per cent 5-year note issue
on April 15. About 20 per cent of a $1
billion 27-year bond issued early in June
was also taken by banks. The effect of
these acquisitions was to increase appreci-
ably the average maturity of commercial
bank portfolios of Government securities.

Treasury refunding operations during the
January-June period further lengthened the
average maturity of Government securities
held by banks, as banks exchanged a total
of more than $8 billion in maturing and
called securities for new issues ranging in
maturity from one year to more than 30
years. Available data indicate that banks
have added relatively little to their Treas-
ury bill holdings this year.

DEPOSITS AND CURRENCY

Demand deposits adjusted and currency
outside banks increased almost $2 billion on
a seasonally adjusted basis during the first
half of the year, thus exhibiting a movement
unusual in a recession. Growth in the ac-
tive money supply was exceptionally large
from the end of January through May,
amounting to a seasonally adjusted increase
of $3.3 billion, or an annual rate of IV2
per cent, in the four-month period.

In January, on the other hand, there was
a greater than seasonal decline, and in June,
owing to an unusually large increase in the
Treasury's cash balance, the privately held
money supply declined, offsetting a small
part of the earlier rise. For the six-month
period, the annual rate of increase in the
active money supply, seasonally adjusted,
was about 234 per cent.

The large Treasury cash balance, which
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reached approximately $9 billion at the end
of June, resulted from a number of factors,
including a less rapid growth of Govern-
ment expenditures than had been antici-
pated, the sale of a new issue of Treasury
bonds for cash in June, and unusually small
cash redemptions by holders of Government
securities maturing June 15. As the Treas-
ury makes payments in the coming weeks
and months, reducing its balance, these de-
posits will reappear in the hands of the pub-
lic, contributing to further growth in the
active money supply. The growth in total
deposits, including Government deposits,
was exceptionally large in June, and was
accompanied by a similarly large increase
in bank loans and investments.

Time deposits of commercial banks,
which had increased by a record amount in
the first six months of 1957, grew even more
rapidly in 1958. Their rapid growth this
year appears to reflect, in addition to a gen-
eral increase in financial savings, some shift-
ing of funds from demand to time deposits,
as well as some shifting of funds to banks
from holdings of United States Government
securities in order to earn interest at rates
that became more attractive as shorter term
market rates continued to decline. Growth
of deposit and share accounts at mutual sav-
ings banks and savings and loan associa-
tions, although greater than last year, was
less rapid than growth of time deposits at
commercial banks, as the chart shows.

The rapid growth of liquid savings at
banks and other savings institutions also
may have reflected in part a widespread
desire for liquidity in the form of precau-
tionary balances in a time of employment
uncertainties, as well as a general hesitancy
to make longer term financial commitments.
Redemptions of savings bonds also fell off
rapidly in the first half of this year.

GROWTH OF SELECTED TYPES OF SAVING
JANUARY • MAY
Billion* of dollar!

COMMfRCMl
BMiKS

1954 1955 1956 1957 195*

NOTE.—Time and savings deposits (excluding interbank de-
posits) at commercial and mutual savings banks; data for
1958 are preliminary. Share accounts for all savings and
loan associations in the United States, from the Federal Sav-
ings and Loan Insurance Corporation; data for 1954 are
partly estimated by the Federal Reserve and those for 1957
and 1958 are preliminary.

The rate of demand deposit turnover at
banks outside New York City tended to
level off in the first six months of 1958 after
rising generally from 1950 through 1957.
This reflected in part the recession, as well
as the fact that substantial economizing in
the use of cash balances had occurred in the
past several years. Deposit turnover in New
York City moved counter to the general
trend, reaching new highs for recent years.

INTEREST RATES

The decline in market rates of interest that
began in the last quarter of 1957 continued
into this year. Short-term rates in par-
ticular, responding to the general desire for
liquidity and to the easier monetary and
credit policy, fell sharply. The weekly av-
erage yield on Treasury bills reached a low
point of little more than half of one per
cent in May, in comparison with a peak of
3.64 per cent last fall. The decline in the
bill rate was greatest in January and Febru-
ary, although it was also substantial in May.
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In June and early July the bill rate firmed
somewhat.

Rates on bankers' acceptances and other
money market paper also declined sharply
in the first half of this year. Rates charged
prime borrowers by large banks were re-
duced in January and again in April, by
one-half percentage point on each occasion.

Average yields on long-term Government
bonds, which had declined substantially in
the last quarter of 1957, showed little net
change this year. After some firmness in
the latter half of January and in February,
long-term rates fell in April and May, then
rose again in June and July, reaching levels
early in July about equal to those of the first
of the year. The maximum decline in mar-
ket yields on Government bonds of more
than 10 years' maturity was from a weekly
average peak of 3.76 per cent last October
to a low of 3.07 per cent late this April.

Yields on State and local government is-
sues reached a peak in August 1957, slightly
earlier than the peak for either corporate or
United States Government bond yields, and
declined slightly more to the low point this
spring. Corporate bond yields, on the
other hand, did not reach their peak until
November, and fell somewhat less to the
spring low than either long-term United
States Government or State and local gov-
ernment securities.

In early July the average yields on both
municipal and corporate issues were close to
the levels of last December. This situation
reflected total borrowing by corporations
and State and local governments at a near

NOTE,—Market yield data are weekly averages of daily
figures. Treasury bill rates are market yields on 90-day bills.
Long-term U. S. Government yields are on bonds maturing
or callable in 10 years or more. Commercial paper rate is on
prime 4- to 6-month open market paper. Yields on corporate
and State and local government bonds are from Moody's In-
vestors Service. Latest figures are for week ending July 5.

record level in the first half of this year.
The real estate mortgage market during

the first half of 1958 was marked by sharp
improvement in the availability of funds and
some reductions in interest rates on conven-
tional mortgages. Easier market conditions,
together with some rate adjustments, also
resulted in a decline in the discounts at
which Government-guaranteed mortgages
were marketable.
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