
Bank Credit and Money

STRONG DEMAND FOR CREDIT accompa-
nied the increase in economic activity in
1955. As recovery turned into vigorous ex-
pansion, the emphasis of Federal Reserve
policy shifted from facilitating recovery to
restraining inflationary developments in the
interest of sustainable economic growth. In
order to keep expansion of bank credit and
money within limits compatible with the in-
crease in production, the Federal Reserve
permitted pressure on bank reserve positions
to increase gradually, and Federal Reserve
Banks raised discount rates four times dur-
ing the year. In response to these develop-
ments, commercial banks limited their credit
and deposit expansion.

Direct lending by bank and nonbank lend-
ers expanded sharply in 1955, while capital
raised by security flotations increased only
slightly from the preceding year. Commer-
cial banks increased their business loans by
a record amount. In addition, they con-
tributed to the growth in consumer and real
estate credit both through direct lending and
indirectly by making funds available to non-
bank lenders.

In order to finance their lending activities,
commercial banks liquidated United States
Government securities, particularly short-
term issues, and reduced their purchases of
State and local government securities. De-
spite a record loan expansion, the growth
in aggregate bank credit and deposits was
less in 1955 than a year earlier.

Nonbank investors purchased United
States Government securities sold by com-
mercial banks and absorbed the increase in
outstanding corporate and State and local
government securities. They also increased
their consumer and mortgage lending.

The continuing pressure on commercial
bank resources in 1955 was reflected in an
increase in bank indebtedness to the Federal
Reserve Banks. Indebtedness increased from
an average of $150 million in the fourth
quarter of 1954 to more than $900 million
in the corresponding quarter of 1955. The
increase in indebtedness and the decline in
holdings of short-term Government securi-
ties tended to reduce bank liquidity and to
have a moderating effect on further bank
loan expansion.

Interest rates rose in response to the in-
crease in credit demand and the pressure on
bank reserve positions. Short-term rates rose
sharply to the highest level in more than 20
years. Long-term rates rose only moder-
ately, and the spread between short-term and
long-term rates narrowed to the smallest
margin in recent years.

During the early weeks of 1956, bank
credit and deposits showed larger seasonal
declines than during the corresponding pe-
riod of 1955. Reserve positions of banks
tightened somewhat, after some easing in the
latter part of December, but interest rates
declined from the high level reached near
the end of 1955.
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BANK LOANS AND INVESTMENTS

Commercial bank loans and investments in-
creased about. $4.5 billion or 3 per cent
during 1955. A record loan expansion of
$11.6 billion was offset in large part by a
decline in bank holdings of United States
Government securities, as the table on the
following page shows. The growth of total
loans and investments was about equal to
that in 1953, but less than half as large as in
1954. In 1954 loans had increased only $3
billion, but holdings of United States Gov-
ernment and other securities had increased
more than $7 billion.

Lending activity. An expansion of more
than 20 per cent or $6 billion in business
loans accounted for about half of the growth
in bank loans in 1955. This expansion, the
largest percentagewise since 1950, con-
trasted with declines in 1953 and 1954. As
is shown in the chart, about $1.3 billion of
the growth during 1955 was in loans by city
banks to sales finance companies, which
were borrowing mainly to finance consumers
and dealers in consumer durable goods.
There was also a substantial increase in bank
loans to most other business groups, includ-
ing the petroleum and chemical industries,
public utilities, and the metal, textile, trade

and construction groups. In 1954 a decline
in loans to metal manufacturers, public util-
ities, and sales finance companies had been
offset only in part by expansion of loans to
other groups.

Business loans of commercial banks in-
creased $2 billion in the first half of 1955,
compared with declines in the corresponding
period of the preceding three years. Seasonal
repayments of bank loans by food proces-
sors and commodity dealers totaling $1 bil-
lion were more than offset by increases in
loans to most other groups of businesses.
In the second half of the year the increase
in business loans totaled about $4 billion
as seasonal borrowers added their demands
to the continued heavy demands of other
groups. A particularly sharp increase in
loans to sales finance companies in Decem-
ber was offset in part by a decline in pri-
vately placed finance company paper out-
standing.

Bank loans to business declined in the
early weeks of 1956 as sales finance com-
panies and seasonal industries repaid bank
indebtedness. Indebtedness of metal manu-
facturers, petroleum and chemical com-
panies, and public utilities continued to ex-
pand.

BUSINESS LOANS - CUMULATIVE CHANGE DURING YEAR
billion* of dollars

FOOD PROCESSORS
- AND -
COMMODITY DEALtRS

1 1 !

TRADE

1 1

SALES FINANCE
COMPANIES —

1954 ^ - ' '

1 1 1

METALS
- MANUFACTURERS

1 [ 1

OTHER INDUSTRIES.

1 1 1

MAR. JUNE SEPT. OEC. JUNE SEPT. DEC. MAR. JUNE SEPT. OEC.

- 2

MA> JUNE SEPT DEC. MA> JUNE SEPT. DEC.

NOTE.—Changes in large loans reported by a sample of more
than 200 large weekly reporting banks. Changes during 1954

are cumulative from Dec. 30, 1953; changes during 1955, from
Dec. 29, 1954.
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LOANS AND INVESTMENTS OF COMMERCIAL
BANKS

[In billions of dollars]

Type of loan
or investment

Loans and invest-
ments, total

U. S. Government
securities

Other securities

Loans, total

Business
Real estate
Agricultural
Security
Consumer
Other

Outstand-
ing

Dec. 31,
19551

160.2

61.7
16.5

82.0

33.1
20.8
4.4
5.0

12.7
7.2

Increase, or
decrease (—)

19551

4.5

7 _ 3

0 2

11 .6

f >. 2
2 4
0 .8
0 5
2 .0
I .4

1954

10.2

5.6
1.6

2.9

- 0 . 3
1.7
0.2
0.9

- 0 . 2
0.7

1953

4.1

0.1
0.5

3.4

- 0 . 7
1.0
1.0
0.4
1.5
0.2

1 Data for Dec. 31, 1955, are preliminary.
NOTE.—Data exclude interbank loans. Total loans

are after, and types of loans before, deductions for
valuation reserves. Consumer and other loans are partly
estimated for all dates. Details may not add to totals
because of rounding.

Real estate loans of commercial banks
expanded $2.4 billion during 1955. The
13 per cent rate of growth for the year was
about the same as in the second half of 1954
and the highest for a full year since 1950.
Expansion in 1955 reflected city bank pur-
chases of mortgages on a temporary basis
from insurance companies and other non-
bank investors as well as direct lending by
banks. Late in the year the rate of growth
of real estate loans at city banks declined,
probably in part as a result of the resale of
some mortgages previously acquired from
nonbank investors.

In addition to lending a large amount to
sales finance companies, commercial banks
increased their own holdings of consumer
loans $2 billion or almost 20 per cent. Such
loans had changed little in 1954. The growth
of consumer credit in 1955 reflected a large

increase in expenditures for consumer du-
rable goods, particularly automobiles, and
some easing of credit terms during late 1954
and most of 1955. Expansion of consumer
credit slackened late in 1955.

Security loans of banks increased less in
1955 than in the preceding year. Credit
extended by banks for purchasing or carry-
ing securities had expanded sharply in 1954
and early in 1955 as stock market trading
and stock prices increased. In the first four
months of 1955 the Board of Governors
raised margin requirements for purchasing
or carrying listed securities twice, from 50
to 70 per cent. Growth in security loans
slackened thereafter.

A decline in agricultural loans of banks
during 1955 reflected redemption of pub-
licly issued Commodity Credit Corporation
certificates of interest. Agricultural produc-
tion loans at member banks increased about
15 per cent.

Investment activity. About two-thirds of
the increase in commercial bank loans in
1955 was offset by sales of United States
Government securities totaling $7.3 billion.
The 10 per cent decline in holdings was the
largest for a calendar year since 1946.
Bank sales during 1955 were offset by pur-
chases by nonbank investors, as the chart
on the following page shows, especially by
nonfinancial corporations, individuals, State
and local governments, and miscellaneous
investors. In 1954, when the publicly held
debt increased more than $2 billion, banks
had made net purchases of such securities
totaling $5.5 billion and nonbank investors
and Federal Reserve Banks had reduced
their portfolios.

About $5.6 billion of the reduction in
commercial bank holdings of Government
securities during 1955 occurred in the first
six months of the year, when the Treasury
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CHANGES IN OWNERSHIP OF FEDERAL DEBT
Bi l l i ons of d o l l o r s

NONBANK
INVESTORS

• COMMERCIAL
BANKS

1955 1954 1953

10

-5

-10
NOTE.—Excludes holdings by U. S. Govt. investment ac-

counts. Nonbank investors include mutual savings banks.
Distribution between bank and nonbank investors for 1955 is
preliminary.

used a seasonal surplus to retire more than
$5 billion of publicly held debt. A further
reduction occurred in the second half of the
year despite the seasonal increase in the
public debt. Banks continued to liquidate
Government securities in early 1956.

Most of the reduction in bank holdings of
Government securities in 1955 was in short-
term issues. Securities maturing within one
year, which had been reduced from 45 to
25 per cent of bank portfolios during 1954
as a result largely of Treasury refunding
operations, declined to about 15 per cent
of their portfolios by the end of 1955. The
decrease in bank holdings of short-term se-
curities reduced bank liquidity and thus
tended to discourage further bank sales of
securities in order to expand loans.

Commercial bank holdings of corporate
and State and local government securities
changed little in 1955. During 1954 banks
had made net purchases of tax-exempt State
and local government securities totaling
nearly $2 billion.

Although all classes of banks reduced
their security portfolios during 1955, the

reduction was particularly great on the part
of New York City banks, which lost deposits
to reserve city and country banks and also
increased their loans proportionately more
than other banks. New York central reserve
city banks reduced their holdings of United
States Government securities almost 30 per
cent, compared with an increase of 20 per
cent in 1954. Country member banks, which
increased their loans by a smaller percen-
tage than city banks, reduced their Govern-
ment security portfolios less than 5 per cent.
New York banks also sold securities other
than United States Government securities on
balance, while country banks purchased such
securities.

DEPOSITS AND CURRENCY

The rate of growth of deposits and currency
declined in 1955 from the rapid rate reached
in the second half of 1954, when banks were
using available reserve funds to expand hold-
ings of securities. Demand deposits and
currency held by consumers and businesses,
which together constitute the active part of
the money supply, increased $3.2 billion or
2.5 per cent in 1955. The rate of expansion
was less than that for 1954 as a whole, as
shown in the chart, and only about half the
annual rate in the second half of that year,
after allowance for usual seasonal develop-
ments. The active money supply had also
increased about 2.5 per cent in the period
of strong credit demand from mid-1952 to
mid-1953. In the early weeks of 1956, de-
mand deposits and currency apparently de-
clined about the usual seasonal amount.

Demand deposits held by consumers and
businesses increased $2.6 billion and cur-
rency expanded $0.6 billion during 1955.
In 1954 the increase in demand deposits had
been greater, but currency holdings of indi-
viduals and businesses had declined.
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DEMAND DEPOSITS AND CURRENCY
Percentage change for year

—

—1

INCREASE

I"
DECREASE

1 1

1

-

10

- 5

-5

1948 1953 1955
NOTE.—Demand deposits are for all banks in the United

States and exclude U. S. Govt. and interbank deposits and
items in process of collection. Currency excludes bank vault
cash. Changes for 1946 and 1947 are partly estimated, and
1955 data are preliminary.

While expansion of the active money sup-
ply was moderate, an increase in its turnover
accompanied the rising level of expenditures.
The annual rate of turnover of demand de-
posits outside New York City rose from 21.1
in the last quarter of 1954 to 22.5 in the
last quarter of 1955, an increase of almost
7 per cent. Most of the increase occurred
in the first half of the year.

Expansion of time and savings deposits
in commercial and mutual savings banks
and the Postal Savings System in 1955 was
$3 billion, only about three-fifths as much
as a year earlier. Reduction in the rate of
growth was associated in part with a reduced
rate of personal saving and increased se-
curity purchases by individuals. At commer-
cial banks, savings deposits increased less
than half as much as in 1954. Deposits at
mutual savings banks expanded almost as
much as a year earlier, probably in part be-
cause of increases in interest rates paid by
banks in some areas. Savings and loan
shares rose somewhat more than in 1954.

United States Government deposits de-
clined $700 million during 1955, compared

with a small increase in 1954. These de-
posits fluctuated over the year in accordance
with the pattern of Treasury receipts and
expenditures.

FEDERAL RESERVE POLICY AND
BANK RESERVE POSITIONS

Growth of bank credit and deposits was
moderated during 1955 through a gradual
change of Federal Reserve policy from ease
to restraint. This restraint was exercised
by conducting open market operations so as
to permit credit expansion to exert growing
pressure on bank reserve positions and thus
make it necessary for banks to borrow to
meet some of their reserve needs. In the
fourth quarter of 1954 excess reserves less
borrowing of member banks at the Reserve
Banks averaged $600 million, but by the
last quarter of 1955 borrowing exceeded
excess reserves by $350 million. In early
February 1956 net borrowed reserves were
somewhat higher than the fourth quarter
average.

Open market operations and bank reserve
positions. Late in 1954 the Federal Reserve
had limited its purchases of United States
Government securities in the open market
and permitted the seasonal credit and cur-
rency expansion to be reflected in slightly
less easy reserve positions. Early in 1955
the Federal Reserve reduced its holdings of
Government securities by $1.3 billion.
These sales were primarily for the purpose
of absorbing reserve funds made available
by the seasonal decline in currency and in
required reserves, as shown in the chart on
the following page. In view or the strong
credit demand, however, some pressure was
exerted on bank reserve positions.

Member bank indebtedness to the Federal
Reserve Banks, which had averaged about
$150 million in the fourth quarter of 1954,
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exceeded $400 million in the second quarter
of 1955. Excess reserves declined from
$750 million to less than $600 million. Re-
serve city and country banks accounted for
most of the borrowing in the second quarter
as well as the reduction in excess reserves.

The Federal Reserve purchased $1.2 bil-
lion of Government securities in the second
half of 1955, mainly in July and December.
These purchases supplied part of the reserve

MEMIER BANK RESERVES AND RELATED ITEMS
Billions of dollars

RESERVES

.BORROWINGS

— EXCESS RESERVES
1952 1953

32

30

28

26

24

22

20

18

1954 1955 '56
NOTE.—Monthly averages of daily figures. Latest data are

for January 1956. Required and excess reserves for January
are preliminary.

funds needed to meet seasonal increases in
currency and required reserves, but pressure
on reserve positions increased further during
the period. In November member bank
borrowing exceeded $1 billion, the largest
volume since the spring of 1953. The in-
crease in indebtedness after midyear re-
flected mainly borrowing by central reserve
city banks and reserve city banks.

Member bank indebtedness declined dur-
ing December as Federal Reserve security
purchases and an unusually large seasonal
increase in Federal Reserve float more than
offset seasonal drains on reserves. Money
markets continued under pressure, however,
as a result of year-end desires for liquidity.
Outright purchases of Government securities
by the Federal Reserve totaled almost $500
million in late November and December.
In late December, as in the same period of
most other recent years, the Federal Reserve
purchased securities under repurchase agree-
ments with dealers and brokers.

Over the year ending in December 1955,
the Federal Reserve portfolio of United
States Government securities was reduced,
but the largest drain on member bank re-
serves came from the increase in currency
in circulation. Required reserves increased
somewhat as the effect of an expansion of
demand and time deposits held by consumers
and businesses was offset only in part by a
decline in United States Government de-
posits and a shift of deposits from banks
with higher reserve requirements to those
with lower reserve requirements.

In January and the first half of February
1956, the Federal Reserve reduced its
holdings of Government securities by $1.4
billion. Together with a decline in Federal
Reserve float, these sales more than offset
the effect of factors supplying reserve funds
seasonally. As a result, member bank in-
debtedness in late January and early Feb-
ruary reached its early-December level.

Other policy actions. The growing pres-
sure on bank reserve positions in 1955
tended to restrain bank credit and deposit
expansion. This effect was reinforced by
four increases in Federal Reserve Bank dis-
count rates during the year. In April and
May discount rates were raised from \Vz
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to 13A per cent in all districts. In August
and September they were increased to 2lA
per cent in a single step in the Cleveland
District and in two steps in other districts.
A further increase in November brought
them to 2Vi per cent, the highest level for
more than 20 years. By making borrowing
more expensive, the discount rate increases
tended to discourage excessive use of the
discount privilege by individual member
banks. Changes in discount rates also had
an important influence on the level of short-
term open market rates and their changes
during 1955.

In late March the Federal Reserve Bank
of New York began to purchase bankers'
acceptances on a small scale. These pur-
chases, the first since 1951, were made in
recognition of the increased use of bankers'
acceptances.

The Board of Governors raised margin
requirements for purchasing and carrying
listed securities from 50 to 60 per cent in
early January and to 70 per cent in late
April. These actions were taken to help
prevent an excessive expansion of stock
market credit at a time when stock trading
was active and prices were rising rapidly.

CREDIT EXPANSION BY NONBANK LENDERS

Although the growth of bank credit and
money in 1955 was moderate, aggregate
credit expansion by all lenders was the larg-
est for a calendar year since the war. Non-
bank lenders increased their mortgage and
consumer loans sharply. They also acquired
a large volume of new security issues of cor-
porations and State and local governments
and took over United States Government
securities sold by commercial banks.

Selected credit uses. The expansion in real
estate lending in 1955 absorbed a large share
of the funds available for long-term lending

and investing. Bank and nonbank lenders
together increased their real estate loans by
a record $16.7 billion, compared with $12.5
billion in 1954. After expanding at an ac-
celerating rate throughout 1954, mortgage
loans continued to increase until the sum-
mer of 1955 at about the rate reached in
late 1954. A slackening of growth late in
1955 accompanied a decline in housing
starts from the exceptionally high level
reached earlier. In July 1955 maximum
maturities for Federally underwritten loans
were reduced and minimum down payments
increased, but in January 1956 the 30-year
maximum maturity was restored.

Aggregate corporate and State and local
government security issues for new capital
were about 4 percent larger in 1955 than a
year earlier. An increase of one-fifth in
corporate security issues reflected primarily
flotations by sales finance companies. State
and local government issues declined about
one-eighth from 1954, largely as the result
of a reduction in toll road financing.

The publicly held United States Govern-
ment debt—that is, securities held by in-
vestors other than Government investment
accounts—changed little in 1955, compared
with an increase of more than $2 billion in
1954. For the calendar year, cash receipts
from the public were less than $1 billion
below expenditures, and the Treasury drew
down its balances with commercial and Fed-
eral Reserve Banks. Security issues for cash
were in part for the purpose of offsetting
debt repayment due to attrition on issues
refunded and to maturities of nonmarketable
savings notes. The Treasury redeemed
marketable tax anticipation securities in the
first half of the year, when it had a sea-
sonal surplus of receipts over expenditures,
and issued tax anticipation securities in the
second half.
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The average maturity of the marketable
Federal debt, which had been lengthened
from 62 to 67 months in 1954 largely
through Treasury refunding operations,
changed little in 1955. The effect of the
issuance of $2.7 billion of 40-year bonds
and several new notes maturing in less than
three years was offset by the approach to
maturity of outstanding securities together
with new issues of short-term securities.

Supply of funds. All major groups of
lenders increased their mortgage lending in
1955. Savings institutions financed such
lending in part by borrowing or by liqui-
dating securities or limiting security pur-
chases. Despite a record inflow of savings,
savings and loan associations obtained addi-
tional funds by increasing their indebtedness
to the Federal home loan banks. Life in-
surance companies sold United States Gov-
ernment securities and reduced their pur-
chases of other securities, and also obtained
temporary financing from commercial banks.
Mutual savings banks sold both United
States Government and other securities on
balance.

During 1955 investors other than the
major financial institutions absorbed a grow-
ing share of the expansion in outstanding
corporate and State and local government
securities and took over a large volume of
United States Government securities from
institutional investors, particularly commer-
cial banks. They financed these purchases
by drawing on accumulated cash balances
as well as current savings.

INTEREST RATES

Interest rates, which had advanced late in
1954, continued to rise in 1955 in response
to the strong demand for credit and the
growing pressure on bank reserve positions.
The largest increase was in yields on short-

term securities, which are particularly re-
sponsive to changes in bank reserve posi-
tions. At the end of the year, most short-
term rates were at the highest levels in more
than 20 years. These rates declined dur-
ing January 1956 but remained close to or
above their mid-195 3 peaks. Yields on
long-term securities in late 1955 and early
1956 were only slightly above short-term
rates.

Yields on short-term Treasury securities,
which had increased about Vi percentage
point in the second half of 1954, increased
about 1 Vi percentage points further during
1955, as shown in the chart. In the first

INTEREST RATES
Per cent

LONG-TERM
, GOVERNMENT SECURITIES

AH.

,11/1A J V I K
[DISCOUNT R A T E J

•••"•' rf

TREASURY BILLS

W52 1953 1954 1955 '56

NOTE.—Treasury bill rates are market yields on longest bills.
Long-term U. S. Govt. yields are on long-term VA per cent
bonds. Latest data shown are for week ending February 4.

half of the year the rise in the Treasury bill
rate was limited by strong demand for bills
on the part of nonbank investors, particu-
larly nonfinancial corporations and State
and local governments. The demand was
intensified by maturities of nonmarketable
savings notes and seasonal retirements of
marketable tax anticipation securities. In the
second half of the year bill rates increased
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sharply, however, despite continued non-
bank demand, as reserve pressure continued
and the Treasury increased its issues of bills
and tax anticipation securities.

During most of 1955 and early 1956 bill
yields generally fluctuated somewhat below
the Reserve Bank discount rates. An ex-
ception occurred around the year-end, when
bill rates exceeded the discount rates for sev-
eral weeks. The average yield on 90-day
Treasury bills was 2.58 per cent in the week
ending December 31 and 2.36 per cent in
the third week of February, compared with
1.08 per cent at the end of 1954. The
peak in 1953 had been 2.29 per cent and
the low in 1954 was 0.61 per cent.

Yields on intermediate-term Treasury
bonds and notes also rose sharply in the first
half of 1955 in response to pressure on bank
reserve positions, but after midyear they rose
less than yields on shorter term securities.

Rates on other short-term open market
paper, which had remained unchanged or
declined slightly in the second half of 1954,
followed the increase in yields on short-term
Treasury securities closely during 1955.
Rate increases totaled more than W2 per-
centage points on prime commercial paper
and on privately placed finance company
paper, and about XV\ percentage points on
bankers' acceptances. At the end of 1955
these rates were at new highs for recent
years. Acceptance rates declined in January
but commercial paper rates remained firm.

Yields on long-term securities generally
increased about VA percentage point during
1955. Late in 1954 yields on United States
Government and State and local government

bonds had increased, while yields on cor-
porate bonds had shown little change. After
an increase in the first quarter of 1955, long-
term yields were generally stable in the
second quarter. They increased further
after midyear, and, after declining in Sep-
tember and October, rose at the year-end
to levels near or above their summer peaks.
At these levels long-term yields were about
equal to those prevailing in late 1953 and
early 1954, but were generally about lA to
V2 percentage point below their mid-1953
highs. They have declined in 1956, but
have remained above June 1955 levels.

During 1955 the spread between the yield
on Treasury bills and that on long-term Gov-
ernment bonds declined from more than 1 Vi
per cent to less than Vi per cent, the smallest
differential in recent years. The more mod-
erate increase in long-term rates reflected
the minor role played by long-term securi-
ties in bank reserve adjustments, the modest
extent of the increase in outstanding long-
term securities during the year, and some
tendency to meet long-term credit needs
through short-term borrowing, as well as
the willingness of individuals and miscel-
laneous investors to increase their purchases
of long-term securities at only small increases
in yields.

Interest rates charged customers by com-
mercial banks and other lenders also in-
creased in 1955. The average rate charged
by commercial banks on short-term business
loans rose almost Vi per cent. Rates charged
by lenders on conventional mortgages also
increased and discounts deepened on Fed-
erally underwritten mortgages.
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CONTINUED STRONG DEMANDS for funds
from the private sectors of the economy
have been reflected in bank credit develop-
ments this year. During much of the period
the upward pressure on industrial prices that
became evident a year ago continued, as
output in many lines of production pressed
against capacity. Prices of farm products
advanced from the reduced levels reached at
the end of 1955. While automobile pro-
duction and residential housing construction
were below earlier peaks, business construc-
tion and equipment expenditures rose to
new record levels and inventories continued
to increase.

Heavy demand for funds by business con-
cerns during the first six months of 1956
resulted in a sharp increase in business loans
at commercial banks, particularly in loans
to the metals producing and using indus-
tries. Bank loans to sales finance companies
declined, however, and direct loans by banks
to consumers expanded less than last year as
repayments on outstanding consumer in-
stalment credit rose relative to extensions.
Growth of real estate credit at banks was
also somewhat less than last year.

Securities issued by corporations and
State and local governments exceeded last
year's volume. On the other hand, the
publicly held debt of the United States Gov-
ernment was reduced by a greater amount
than in the first half of 1955, as the Treas-
ury's cash surplus rose sharply. In meeting
the strong private demand for loans, banks
continued to sell United States Government
securities in large volume.

CHANGES IN IANX LOANS AND INVESTMENTS
JANUARY — JUNE
Billions of dollars

M2
— 1955 1956

1—1 ™

B P H U.S. GOVEINMENT
• ^ 1 ^ H SECURITIES

LOANS and f^fj
CONSUME* ALL OTHEK § •

LOANS • •

NOTE.—All commercial banks. In this chart business loans
exclude, and consumer loans include, loans to sales finance
companies; the latter are for a sample of more than 200 large
weekly reporting banks. Interbank loans are excluded. Data
for 1956 are preliminary.

Interest rates, after declining slightly in
the first two months of the year, rose in
March and April in response to strong credit
demands and pressure on commercial bank
reserves. In April discount rates were
raised V4 percentage point at ten Federal
Reserve Banks and Vi percentage point
at the Minneapolis and San Francisco Re-
serve Banks. The spread between short-
and long-term rates continued to narrow,
and from mid-April to mid-June yields on
intermediate-term United States Govern-
ment issues exceeded those on long-term
Government securities.

Since mid-April, market rates on United
States Government securities have declined.
Yields on State and local government is-
sues began to decline in early May, but

683
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those on corporate bonds have remained
near their April peaks.

Over the first four months of the year,
Federal Reserve open market operations
largely offset seasonal movements in re-
serves but also permitted pressure on bank
resources to increase, with the result that
member banks found it necessary to in-
crease their borrowings at the Reserve
Banks. Beginning in May, bank reserve
positions eased somewhat under the influ-
ence of open market purchases by the Sys-
tem.

BANK LOANS AND INVESTMENTS

Outstanding loans at commercial banks rose
about $4 billion in the first half of 1956,
continuing an upward movement that has
been fairly steady since the fall of 1954.
Reductions in bank holdings of United
States Government securities exceeded the
increase in loans. Other security holdings
declined slightly, and total loans and invest-
ments are estimated to have decreased about
$1 billion during the first six months of
1956, compared with a reduction of $800
million a year earlier.

Loans. The estimated $4 billion expan-
sion in loans at commercial banks was al-
most as large as that in the first half of 1955.

Over three-fifths of this year's growth, how-
ever, was in business loans, whereas in the
same period last year business loans ac-
counted for less than half of the increase.
Within the business loan category, loans to
sales finance companies experienced a net
decline this year in contrast with a substan-
tial increase last year, as shown in the chart.
Business loans, excluding loans to sales fi-
nance companies, rose $2.9 billion in the
first half of this year, compared with $1.4
billion in the same period of last year.

These changes in bank loans reflect the
shift in expansive forces in the economy.
Business plant and equipment outlays have
been the chief expansionary stimulus this
year, whereas residential housing construc-
tion and consumer purchases of automobiles
and other durable goods were major factors
in the growth of demand in 1955.

The $2.9 billion increase in business
loans, excluding those to sales finance com-
panies, in the first half of 1956 occurred
mainly in March and June, when corporate
needs for funds to meet Federal tax pay-
ments on last year's profits added to heavy
demands for cash to finance capital outlays
and additions to inventories. A smaller than
usual volume of net loan repayments by
seasonal borrowers such as food processors
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and commodity dealers also contributed to
the record growth in outstanding business
loans this year.

Metals and metal products companies
accounted for more than half of the total
growth in business loans in the first half of
1956. Their needs for funds reflected the
financing of a large increase in output of
producers' durable equipment as well as
some inventory accumulation in anticipa-
tion of the possiblity of higher steel prices
and a work stoppage after midyear. Loans
outstanding to petroleum, coal, chemical,
and rubber companies, as well as to other
manufacturing and mining concerns, which
had increased substantially in the first half
of 1955, rose even more this year. Public
utilities and trade concerns increased their
net borrowings about the same amount as
a year earlier.

In few industries was the demand for
bank credit smaller than in the first half of
1955. Construction enterprises borrowed
less than a year ago. As noted earlier, sales
finance companies repaid bank debt in the
first half of this year—to the extent of more
than $300 million at weekly reporting
banks in contrast with net borrowing of
nearly $600 million in the same period last
year. These companies placed about $450
million of short-term finance paper directly
with investors, somewhat less than in the
first six months of 1955. Loans by sales
finance companies, both to consumers and
to businesses, increased only about one-
fourth as much as in the first half of last
year.

Commercial bank lending direct to con-
sumers also reflected the general slowdown
in the rate of growth of consumer credit.
Consumer loans at banks rose about $900
million in the first half of this year, com-

pared with $1.1 billion in the same period
last year.

Real estate loans at commercial banks
rose somewhat more than $1 billion in the
first half of 1956. This expansion was
slightly less than the growth of such loans
in the first half of 1955. Net loans out-
standing to, and mortgages purchased from,
mortgage lenders by commercial banks have
been declining this year, whereas such credit
was apparently increasing rapidly in the first
half of last year. With residential housing
outlays smaller and spending for business
construction higher, total expenditures for
private construction have been about the
same as in the first half of 1955.

Loans to agriculture changed little in the
first six months of 1956. A year earlier
banks reduced such loans by $800 million,
largely through redemption of Commodity
Credit Corporation certificates of interest.
This year a decline in Government-guaran-
teed loans has been about offset by a sea-
sonal increase in production loans.

Investments. With loan demands remain-
ing strong, commercial banks continued to
reduce their holdings of United States Gov-
ernment securities. The estimated decrease
was about $5.0 billion, compared with $5.7
billion in the first half of 1955. Holdings
of State and local government, corporate,
and other securities, which had increased
$500 million in the first half of 1955, de-
clined slightly this year.

The over-all reduction in security hold-
ings of banks in the first six months of 1956
was somewhat more than $5 billion—about
the same as in the first half of 1955. While
all classes of banks liquidated securities to
meet loan demands and reserve needs, the
reductions were largest, relatively, at New
York and Chicago central reserve city
banks.
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Liquidation of United States Government
security holdings by banks continued to be
primarily in the shorter term issues, which
are typically used for reserve adjustment
purposes. Nevertheless, the proportion of
bank-held Government securities maturing
within one year increased as Treasury notes
maturing in 1957 moved into the short-term
category.

BANK RESERVE POSITIONS AND
FEDERAL RESERVE POLICY

The Federal Reserve policy of restraint that
characterized the latter half of 1955 con-
tinued into the spring months of 1956. As
is usual in the first quarter of the year, open
market operations were used to absorb ex-
cess reserves released through the seasonal
reduction in demand deposits and in cur-
rency in circulation. The System increased
its Government security holdings tempo-
rarily in March in connection with heavy
demands for reserves around the tax pay-
ment date, but in general reserve positions
were permitted to tighten further. From
the beginning of the year through mid-May,
the System portfolio of United States Gov-
ernment securities was reduced about $1.5
billion, slightly more than in the comparable
period of 1955.

With loan demands strong, member
banks found it necessary not only to sell
securities but also to increase their borrow-
ings at the Reserve Banks. Member bank
indebtedness rose from an average of $840
million in December to $1.1 billion in April
and early May, when it exceeded excess re-
serves by nearly $600 million, compared
with about $250 million in December, Janu-
ary, and February.

The restraining influence of increased in-
debtedness of banks on their lending was
reinforced by increases on April 13 and
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June 1956; those for excess reserves are preliminary.

April 20 in Federal Reserve Bank discount
rates. These were raised VA percentage
point to 23A per cent at ten Reserve Banks
and Vi percentage point to 3 per cent at
the Minneapolis and San Francisco Banks.

In late May, June, and early July, the
System made additions to its holdings of
United States Government securities. The
Federal Reserve portfolio of Government
securities rose about $660 million in the six
weeks ending July 4, compared with $330
million during the same weeks of 1955.
Member bank borrowing declined to about
$750 million and net borrowed reserves fell
to about $160 million in the second half
of June.

DEPOSITS AND CURRENCY

Demand deposits and currency in the hands
of the public declined less than seasonally,
but the seasonally adjusted increase was not
so great as in the first half of 1955. On the
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other hand, United States Government de-
posits increased more than a year ago.

Demand deposits and currency held by
consumers and businesses—demand depos-
its adjusted and currency outside the banks
—decreased about $5.8 billion, compared
with $3.8 billion in the first half of 1955.
On a seasonally adjusted basis, as shown
in the chart, demand deposits and currency
increased—about $900 million compared
with $2.2 billion a year earlier. Deposits
of the United States Government rose $1.7
billion, about $1 billion more than in the
first half of last year.

With economic activity at high levels
and interest rates rising during part of the
period, the money supply was used more
actively. The seasonally adjusted annual
rate of turnover of demand deposits in lead-
ing centers outside New York City rose to
24 in the second quarter of 1956 from 22.5
in the last quarter of 1955, an increase of
more than 6 per cent.
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vault cash. Data for 1956 are preliminary.

Time and savings deposits at commercial
and mutual savings banks and the Postal
Savings System rose $1.7 billion in the first
half of 1956, about the same as a year
earlier but less than in the corresponding
periods of 1954 and 1953. Shares in sav-
ings and loan associations appear to have
risen about as much as in the first half of
1955, when they rose $2.6 billion. Al-
though the rate of personal saving was ap-
parently higher than a year earlier, a larger
proportion of saving this year represented
repayments of consumer and residential
mortgage debt.

OTHER FINANCIAL DEVELOPMENTS

Heavy private demand for funds this year
has been evident in markets for securities
and mortgages as well as at banks. Treas-
ury debt retirement, however, provided a
substantial offset to these demands.

During the first half of 1956 the United
States Government repaid about twice as
much debt as in the first half of 1955. As
a result, other borrowers were able to offer
new security issues in greater volume than
last year and many financial institutions and
other holders of Government securities were
able to reduce substantially their holdings
of these securities without bringing corre-
sponding increases in pressures on financial
markets. In other words, increased Gov-
ernment saving tended to offset the rise
in private investment outlays.

Treasury finance. The Federal Govern-
ment usually has a cash surplus in the first
half of the calendar year because of the
concentration of tax receipts in that period.
This year the cash surplus was about $12
billion, almost twice as large as in the first
half of 1955. As a result the Treasury was
able to reduce the publicly held debt $10
billion, considerably more than in other re-
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cent years. The Treasury's cash balance
rose $1.7 billion over the six-month period
to a level of $5.2 billion on June 30.

About two-thirds of the Treasury's cash
surplus was used to retire tax anticipation
bills and certificates maturing in March and
June. There was also some net redemption
of savings bonds and a reduction in the
outstanding obligations of Government cor-
porations and agencies. In March the Treas-
ury issued an additional $2.1 billion of 2%
per cent notes maturing June 15, 1958, and
$7.2 billion of a new 2% per cent certificate
maturing February 15, 1957, in exchange
for $8.5 of maturing 1% per cent notes and
$1 billion of W2 per cent notes. Cash re-
demptions of the maturing issues in this
exchange were less than $200 million.

Other borrowers. With high and rising
plant and equipment expenditures, growing
inventories, and heavy tax obligations, cor-
porations issued a record amount of secu-
rities for new capital in the first half of 1956.
They also obtained funds by liquidating a
considerably larger volume of Government
securities than in the first half of 1955. In
the first quarter of this year corporate hold-
ings of United States Government securities
declined $2.9 billion, compared with $300
million in the same period last year.

The volume of securities issued by cor-
porations other than sales finance companies
in the first half of 1956 was about one-sixth
larger than a year earlier. Sales finance
companies, which reduced bank debt this
year, issued a little more than $600 million
of new securities, about the same as in the
first half of 1955.

State and local governments, with press-
ing requirements to finance school and high-
way construction as well as other public
facilities, also increased their security offer-
ings as compared with 1955. Such financ-

ing, however, was about one-fifth below the
1954 level, when the volume of revenue
bond issues, particularly those to finance
toll highway construction, was unusually
large.

The expansion in real estate mortgage
debt outstanding was somewhat less than
the record $8.4 billion increase in the first
half of 1955. Consumer short- and inter-
mediate-term credit outstanding increased
about $800 million, compared with $2.3
billion a year ago. Although extensions of
instalment credit were slightly larger than
last year, repayments rose considerably
more, as a consequence of the sharp increase
in outstandings in 1955. Extensions of
credit on automobiles declined less than
automobile sales. The proportion of credit
sales and the average instalment contract
are somewhat higher and average maturities
are somewhat longer than in the first half
of 1955.

INTEREST RATES

The upward movement in interest rates and
the tendency for shorter term rates to draw
closer to longer term rates, which began in
1954 and continued throughout most of
1955, was resumed in February 1956. Be-
ginning in mid-April, yields on United States
Government securities declined, followed in
early May by declines in yields on State and
local government issues. Other yields de-
creased more slowly and toward the end of
June most rates were relatively stable.

As bank reserve positions tightened in
March and Federal Reserve discount rates
were advanced in April, yields on Treasury
bills and on intermediate-term United States
Government securities rose to levels above
their 1953 peaks. From mid-April to mid-
June yields on 3- to 5-year Government
securities were above those on the long-term
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issues. Yields on long-term Treasury bonds,
as well as those on high-grade corporate and
State and local government bonds, rose less
sharply and remained below their 1953
peaks, as shown in the chart.

The decline in rates on United States
Government securities beginning in mid-

April was greater for short- and intermedi-
ate-term than for long-term maturities, and
by mid-June intermediate-term yields re-
turned to a level below those on long-term
issues. With a heavy volume of security
offerings in the market, yields on high-grade
corporate securities declined only slightly,
and the spread between these and Treasury
bonds widened. Yields on lower grade cor-
porate bonds continued to edge upward
through June.

Rates on prime commercial paper re-
mained stable in the first quarter of 1956,
then rose Vx percentage point in April
and Vs per cent further in late May to 3 %
per cent—above the average yield on high-
grade corporate bonds. In early July rates
on commercial paper were reduced V& per-
centage point.

Rates charged by banks on short-term
business loans, which had remained un-
changed in the first quarter, rose in the sec-
ond quarter following an increase in the
prime rate to 3% per cent in April. In-
terest rates on savings deposits were raised
at a number of banks. Reflecting the in-
creased pressure of other demands for long-
term funds, rates charged by lenders on
conventional mortgages also rose and dis-
counts on Government-underwritten mort-
gages increased slightly further over the
six-month period.
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CREDIT AND MONETARY DEVELOPMENTS

in the first half of 1957 reflected an economy
operating at high levels of income and em-
ployment under continuing upward pressure
on prices. Business outlays for plant and
equipment continued to expand, though at
a much less rapid pace than last year, while
spending for business inventories was
smaller than a year ago. Rising exports and
government expenditures contributed sig-
nificantly to expansion in aggregate demand.

Borrowing by business concerns re-
mained heavy but shifted toward the capital
markets. Expansion of outstanding busi-
ness loans at commercial banks was half
as large as in the first six months of 1956
while the volume of corporate securities
issued was one-third above a year ago.

The surplus in the cash budget of the
United States Government and net debt re-
tirement by the Treasury were less than in
the first half of 1956. Furthermore, sub-
stantial redemptions of savings bonds and
other Government securities required the
Treasury to undertake a sizable volume of
cash borrowing. Commercial banks re-
duced their Government security holdings
less than in the first half of most other re-
cent years.

With economic activity at high levels and
inflationary pressures still evident, Federal
Reserve policies continued to be directed to-
ward restraining the growth of bank credit.
Member bank borrowings at the Reserve
Banks, which had shown a declining tend-
ency in the latter part of 1956, increased in
the early months of 1957 and remained

CHANGES IN BANK LOANS AND INVESTMENTS
JANUArr-JUNI
Billions ai dollars

NOTE.—AH commercial banks. Data exclude interbank loans.
Data for 1957 are preliminary.

relatively high during the second quarter.
The money supply, as represented by de-
mand deposits and currency in the hands of
the public, continued to exceed levels of a
year earlier by about one per cent. Time
deposits rose by a record amount, however,
as many commercial banks advanced the
rates paid on such deposits.

Continued strong aggregate demand for
credit relative to the supply of funds avail-
able for lending resulted in a sharp advance
in interest rates. Following a temporary
decline in the opening months of the year,
interest rates generally rose in the second
quarter to the highest levels in 25 years.

BANK LOANS AND INVESTMENTS

Total loans and investments at commercial
banks declined in the first half of this year,

753
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but less than in the same period of last year.
The expansion in total loans and the decline
in holdings of Government securities both
were less than a year ago.

Since late 1954, commercial banks have
been obtaining funds for a substantial por-
tion of their loan expansion by disposing of
Government securities. To this extent, the
growth in bank loans has represented trans-
fers of loanable funds from nonbank pur-
chasers of Government securities to bor-
rowers at banks, rather than creation of new
money. This process continued in the first
half of 1957 but on a smaller scale than in
the comparable periods of 1955 and 1956.

Loans. The rapid growth in outstanding
bank loans that had been under way for two
years slackened in the first half of 1957.
Total loans expanded $2.2 billion compared
with more than $4 billion in the first half of
both 1955 and 1956. The increase was
greater than in most earlier years, however.

Business loans outstanding rose $1.5 bil-
lion or about half as much as in the first
six months of 1956. There was virtually no
net expansion in the first five months of
1957, in contrast with an increase of $1.6
billion in the same period of 1956. In June,
however, business loans grew by a record
amount for that month. In the two weeks
near the date for payment of corporate taxes,
business loans outstanding at weekly report-
ing banks increased one-third more than in
the same period of last year, even though
corporate tax payments were smaller this
June than a year ago.

While business loan expansion at banks
slackened, reliance by business concerns on
the capital markets was heavier. Corporate
security offerings for new capital amounted
to about $6.5 billion, one-third more than
in the first half of 1956. The continued

strong over-all demand for funds by busi-
ness concerns reflected further growth in
plant and equipment outlays, offset in part
by a slower rate of inventory accumulation.
In the first five months of the year, the
increase in book value of business inven-
tories, at $2.8 billion, was two-fifths less
than in the same period of 1956.

The slower rate of expansion in outstand-
ing business loans during the first half of

BUSINESS LOANS
NIW IOANS AND MPAYMINTS
Billions of dollars

-JUNI JUIT-BIC.
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NOTE.—Data are for a sample of large weekly reporting
banks in 10 Federal Reserve districts that report their larger
new loans and repayments by industry of borrower. Semi-
annual changes are based on data reported between the last
Wednesdays of June and December.

1957 was the result of a sharp rise in re-
payments relative to the growth of new
loans. The volume of new lending increased
at a slower rate than in earlier periods, as the
chart shows. In almost all major industrial
groups new lending was up from a year ago
but repayments on outstanding loans were
up even more.

Food processors and commodity dealers,
businesses that follow a pronounced sea-
sonal pattern in their borrowing from banks,
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reduced their combined net indebtedness
considerably more than a year ago but
about the same amount as in 1955. Al-
though new borrowings were larger than
last year, repayments were up sharply, re-
flecting the rapid growth of new loans made
in the second half of 1956. The bank debt
of wholesale and retail trade concerns,
which had increased in the first half of the
previous year, showed little change this
year, when the increase in inventories held
by these concerns was less than a year ago.

Sales finance companies and public utili-
ties were the only major business groups
that increased their indebtedness to banks
more than in the first half of 1956. Sales
finance companies increased their debt at
weekly reporting banks almost $400 mil-
lion in the first half of 1957 in contrast
with net repayments of more than $300 mil-
lion a year earlier. These companies, how-
ever, borrowed less in the securities markets
than they did in the first half of 1956. Pub-
lic utility concerns, which are making sub-
stantial additions to their plant and equip-
ment, not only increased their bank debt
more than last year but expanded their
offerings in the capital markets 50 per cent.

Real estate loans outstanding at commer-
cial banks changed little, in contrast with an
increase of $1 billion in the first half of
1956. Real estate credit at city banks de-
clined about $200 million, reflecting con-
tinued repayment by mortgage lenders of
funds advanced earlier under so-called ware-
housing arrangements. At other commer-
cial banks, mortgage credit continued to in-
crease, but less than half as much as last
year. The slackening in growth of mortgage
credit was more marked at commercial
banks than at other lending institutions.
Total mortgage debt increased about two-
thirds as much as in the first half of 1956.

Loans to consumers at commercial banks
increased $800 million, somewhat less than
in the first half of 1956. While consumer
instalment credit extensions by both banks
and other lenders have remained relatively
stable at high levels, repayments have con-
tinued to increase.

Bank investments and Treasury finance.
Commercial bank holdings of United States
Government securities declined $3.2 bil-
lion in the first half of this year, about two-
thirds as much as a year earlier. Banks
added about $500 million to their holdings
of corporate and State and local govern-
ment securities, in contrast with 1956 when
they reduced these holdings by a small
amount. Their total security portfolios de-
clined $2.7 billion compared with $5.2 bil-
lion in the first six months of last year.

Although declining on balance over the
half-year period, holdings of United States
Government securities by commercial banks
fluctuated with Treasury financing opera-
tions. Despite a cash surplus in the first
half of 1957, the Treasury found it neces-
sary to undertake new cash borrowing sev-
eral times, as savings bonds were redeemed
in substantial volume and sizable amounts
of maturing securities were presented for
cash payment. At each of the two major
offerings, commercial banks were initial
purchasers of nearly all of the new issue.
Before and after the offerings, however,
banks sold securities in large volume. In
June, when loans expanded sharply, banks
sold or redeemed $1.5 billion of Govern-
ment securities.

Over the six-month period, $26 billion of
marketable Treasury securities other than
regular weekly bill issues reached maturity.
Of this amount, $15 billion was refunded
in exchange offers and about $11 billion
was paid off in cash by the Treasury. Of
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the cash payments $2 billion represented
marketable securities for which holders did
not accept exchange offers. In addition,
savings bond redemptions exceeded $2
billion, more than twice as much as in the
first half of 1956.

To meet the cash drain of $13 billion
from these debt operations and to add to
its cash balances, the Treasury supple-
mented the cash surplus of $8 billion by
borrowing $6 billion of new money during
the six months. The Treasury increased
several of its weekly bill issues in the first
quarter for a total of $1.1 billion and also
offered $3.4 billion of certificates and notes
in March and $1.5 billion of tax anticipa-
tion bills in May. On July 3 the Treasury
borrowed an additional $3 billion on an of-
fering of tax anticipation bills maturing in
March 1958.

DEPOSITS AND CURRENCY

Demand deposits and currency held by busi-
nesses and individuals declined, as is typical
in the first half of the year, but on the aver-
age continued to exceed levels of a year
earlier by about one per cent. On a sea-
sonally adjusted basis, demand deposits and
currency increased about $600 million or a
little more than half as much as in the first
six months of 1956. In contrast, savings
and time deposits at commercial banks in-
creased $3.5 billion, almost three times as
much as last year.

The rate of turnover of demand deposits
continued to rise but at a somewhat slower
rate than a year earlier. In leading cities
other than financial centers, the annual rate
of turnover rose from 20.5 in the second
quarter of 1955 to 22.0 a year later and
to 23.3 in the second quarter of 1957. In
the recent quarter, the rate of turnover was

GROWTH OF SELECTED TYPES OF SAVING

JANUARY • MAY
Billions of dollars

COMMERCIAL
BANKS

1956

NOTE.—Time deposits at commercial and mutual savings
banks exclude interbank deposits. Data for 1957 are prelimi-
nary. Data are for all savings and loan associations in the
United States and are from the Federal Savings and Loan
Insurance Corporation. Data for 1954 are partly estimated
by the Federal Reserve. Data for 1956 and 1957 are pre-
liminary.

about 5 per cent above the level in the
fourth quarter of 1956, whereas during the
same period a year earlier the growth was
almost 7 per cent.

The substantial growth of savings and
time deposits in the first half of 1957 fol-
lowed the announcement of higher rates of
interest on such accounts at many commer-
cial banks. In late 1956, the Board of
Governors and the Federal Deposit Insur-
ance Corporation raised from 2Vi to 3
per cent the maximum permissible rate of
interest payable on savings and time de-
posits at commercial banks.

While savings and time deposits at com-
mercial banks experienced a record growth,
the expansion of savings accounts at mutual
savings banks and of shares held at savings
and loan associations was only slightly less
than last year, as the chart shows. In the
first five months of the year, deposits at
mutual savings banks grew $600 million
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compared with $800 million in the same
period of 1956. For savings and loan asso-
ciations, the growth of share capital was
$1.8 billion compared with $1.9 in 1956.

BANK RESERVE POSITIONS AND FEDERAL
RESERVE POLICIES

Federal Reserve policies of credit restraint
designed to resist advancing prices remained
in force in the first half of 1957. Open mar-
ket sales of United States Government se-
curities were utilized to offset the effect on
bank reserves of the seasonal decline in cur-
rency and demand deposits and to exert
pressure on bank reserve positions.

CHANGES IN MEMBER BANK RESERVES

[In millions of dollars]

Item

Member bank reserves

Total reserves

Required reserves
Excess reserves

Jan.-
June
1957

-553

"-406
. . p-147

Jan. -
June
1956

— 307

- 2 8 7
- 2 0

Factors affecting reserves

Federal Reserve credit:
Discounts and advances to mem-

ber banks +317
F. R. holdings of U. S. Govt.

securities and acceptances — 1,805
Float -463

Currency in circulation +874
Gold stock and foreign accounts... +658
Other factors -131

(sign indicates
effect on reserves)

- 7 0

-1,082
-183

+729
+250
+55

p Preliminary.
NOTE.—Based on averages of daily figures for December and June.

Details may not add to totals because of rounding.

Member bank borrowings from Federal
Reserve Banks, after a temporary decline in
December and January, rose sharply to
more than $1 billion in April and exceeded
excess reserves by $500 million. Borrow-

ings and excess reserves remained near these
levels in May and June.

A major factor that supplied member
bank reserves was the sale, in two trans-
actions occurring in January and May, of
$600 million of gold by the International
Monetary Fund to the United States Treas-
ury. Additions to reserves from these trans-
actions and from the usual reduction in cur-
rency in circulation exceeded by almost $1
billion the drains on reserves from a decline
in float and other factors.

In the face of these influences on bank
reserves, open market operations absorbed
about $1.8 billion of reserves during the first
half of this year, $700 million more than in
the same period of last year. With pressure
on reserves growing, member bank indebt-
edness to the Reserve Banks increased by
about $300 million in contrast with a small
decline last year.

INTEREST RATES

After rising sharply in the second half of
1956, interest rates declined in the early
months of this year. The declines were
most evident in the case of intermediate-
and long-term Treasury and municipal
securities, and appeared to reflect uncertain-
ties about the economic outlook, reinvest-
ment of the proceeds of redeemed savings
bonds and other Government securities, and
a transitory easing of bank reserve positions.

Market yields turned up again in the sec-
ond quarter, accompanying a renewal of
business optimism and a growing conges-
tion in capital markets arising from con-
tinued heavy offerings of corporate and
State and local government securities. Un-
der pressure from this record supply, spreads
between yields on new and outstanding is-
sues widened considerably. Securities mar-
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INTEREST RATES
Per cent

1954 19S5 1956 1957

NOTE.—Market yield data are weekly averages of daily fig-
ures. Treasury bill rates are yields on 90-day bills. Long-
term U. S. Government yields are on 2'/i per cent bonds. Com-
mercial paper rate is on prime 4- to 6-month open market
paper. Yields on corporate and State and local government
Aaa bonds are from Moody's Investors Service. Latest figures
are for week ending July 6.

kets were also influenced by the unex-
pectedly frequent need for Treasury cash
financing. Additional pressures developed
in June as banks disposed of a large volume
of United States Government securities in
order to expand loans to business borrowers.
After advancing sharply to record high

levels in the second half of June, yields
stabilized in the early part of July at levels
slightly below the June peaks.

Yields on 90-day Treasury bills were
above the Federal Reserve discount rate
during most of the six-month period. They
fluctuated with demand pressures—includ-
ing investment of proceeds of new issues by
borrowers and of maturing securities by
lenders—and with the volume of bills of-
fered by the Treasury, but they rose less
than most other market rates. On the
other hand, yields on short-term securities
with maturities closer to one year rose
sharply to record highs as the Treasury
offered new securities in that maturity
range. The rate on 4- to 6-month prime
commercial paper remained steady at 3.63
per cent until June when, as other yields
rose, it advanced to 3.88 per cent.

Yields on outstanding high-grade corpo-
rate and State and local government securi-
ties rose less on balance than yields on
Treasury bonds, but rates on new issues ad-
vanced sharply. Yields on 3- to 5-year Gov-
ernment securities remained above those on
longer term Treasury obligations through-
out the period.

Bank rates on short-term business loans
changed little in the first half of 1957, after
rising with the prime loan rate in 1956.
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