
Money and Bank Credit in 1959
f'.- „-

BANK CREDIT and monetary developments
in 1959 reflected renewed expansion of eco-
nomic activity in the first half of the year,
interrupted by the steel strike in the second
half. Loans outstanding at commercial
banks increased by a record amount in the
first half and, despite the steel strike, by a
near-record amount in the second half.

In responding to strong loan demands of
business and consumers in 1959, commer-
cial banks reduced their holdings of U. S.
Government securities more heavily than in
any year since 1946. The securities sold by
banks, together with the large increase in
outstanding securities, mortgages, and other
debt instruments, were absorbed by non-
bank lenders and investors, who were at-
tracted in part by higher interest rates.

As recovery and expansion proceeded
rapidly in the latter part of 1958 and early
1959, monetary policy shifted away from
ease and toward restraint needed for a
balanced and sustainable economic ad-
vance. The Federal Reserve limited the
volume of bank reserves supplied through
open market operations, and the Reserve
Banks on three occasions raised the dis-
count rates charged on advances to member
banks, in line with rising short-term market
rates of interest. Member banks increased
their borrowings at the Reserve Banks in
the first half of the year, as reserve avail-
ability was restricted, but in the last half
reserves to meet seasonal needs and a gold
outflow were supplied mainly through open
market operations, and member bank bor-
rowings showed little further change.

With their reserve positions under pres-

NOTE.—Based on data for December 31 of each year except
1959 (December 30, preliminary). Interbank loans excluded.
Changes for 1959 exclude increases resulting from addition
of banks in Alaska and Hawaii and from the absorption of
one large mutual savings bank by a commercial bank. These
changes increased total loans and investments about $1 billion;
total loans, $600 million; and U. S. Government securities,
$300 million. Total loans and investments include other securi-
ties, not shown separately.

sure and loan demands strong, banks dis-
posed of U. S. Government securities despite
the heavy volume of new security offerings
by the Treasury. As a result, total commer-
cial bank credit showed the smallest annual
increase in more than a decade.

With bank credit expansion limited,
monetary growth was small in 1959. The
active money supply—demand deposits and
currency held by the public—increased
about 1 per cent, following a 4 per cent rise
in 1958. The expansion in economic activ-
ity during the year was accompanied by a
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large increase in business and consumer
holdings of liquid assets, particularly short-
term U. S. Government securities, which
serve as close substitutes for demand de-
posits, and by an activation of existing de-
mand deposits. Velocity of money use as
represented by the rate of demand deposit
turnover rose 5 per cent over the year.

Interest rates continued to advance in
1959, following a sharp rise in the last half
of 1958. At the year-end, some yields were
higher than at any time since the 1920's.
In early 1960, most market rates advanced
further, but then receded to levels below
those prevailing at the end of the year.

BANK LOANS AND INVESTMENTS

Total credit at commercial banks increased
$3.4 billion in 1959, exclusive of the $1
billion increase due to the addition of banks
in Alaska and Hawaii and other major bank
structure changes. Loan expansion of $ 11.7
billion was about the same as hi 1955, a
comparable year in the previous economic
upswing, and considerably larger than in
any other year. The reduction in bank hold-
ings of U. S. Government securities was the
largest since 1946.

Business loans. Loans to businesses, the
largest and one of the more volatile groups
of loans at commercial banks, increased an
estimated $3.8 billion in 1959, about one-
fourth less than in 1955. Business borrow-
ing in the first half of the year was about
the same as in the comparable period of
1955, but in the last half, which included
the steel strike, it was about $1.5 billion
less than in the last half of 1955. Loans to
sales finance companies and certain other
types of financial businesses—formerly
classified as business loans—are now in-
cluded in loans to nonbank financial in-
stitutions under the revised reporting proce-
dures instituted in mid-1959.

Business long-term financing in capital
markets was moderate in 1959. Although
outlays for plant and equipment and for in-
ventories increased, funds available to busi-
nesses from current operations rose sharply
as output and profits expanded and depre-
ciation allowances continued to grow. As
a result, corporations were able to make
large additions to their holdings of Govern-
ment securities. They added little to their
cash holdings.

The increase in bank loans to metals com-
panies in 1959 was greater than to any other
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cember 1957.
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industry group, but increases for trade
concerns, commodity dealers, and public
utilities also were substantial. In the first
quarter, the usual loan repayments by food
processors and commodity dealers as well as
repayments by public utilities and certain
other businesses more than offset a substan-
tial growth in loans to metals fabricating
companies and textile and apparel manufac-
turers. Loan growth in the second quarter
was large, particularly to metals companies.
Heavy borrowing by these companies in the
first half of the year was associated with a
rapid build-up of steel inventories in antici-
pation of a strike at midyear. The rise in
bank debt of metals companies, however,
was less than that in the first half of 1956,
when a work stoppage was also anticipated.

After midyear, metals companies repaid
loans as inventories were liquidated during
the strike period, but only moderately
in relation to inventory liquidation. After
production was resumed, outstanding loans
to this industry group turned upward again.

In most other major industry groups, out-
standing loans rose during the third and
fourth quarters. Public utilities, which had
repaid bank debt in early 1959, increased
it in record volume in the second half of the
year, and reduced their new borrowing in
capital markets. Seasonal borrowing by
food processors and commodity dealers also
was unusually large in the last half of the
year.

Other loans. Construction outlays were
at a record level in 1959 and total real estate
mortgage debt rose more than in any pre-
vious year. Mortgage loans at commercial
banks increased $2.5 billion, about the same
as in 1955. Although the rate of expan-
sion slackened in the second half of 1959,
growth was larger than in the same period
of many other recent years.

Consumer loans at commercial banks ex-
panded by a record amount in 1959, as out-
standing consumer instalment credit rose
rapidly. Bank loans to sales finance com-
panies increased more than in any other
year on record except 1955. Accompany-
ing the rise in automobile sales, consumer
and business receivables of sales finance
companies increased about $1.8 billion, and
an appreciable part of this was financed
through borrowing from banks.

Bank investments. To finance loan growth
with availability of reserves under restraint,
commercial banks reduced their U. S. Gov-
ernment security holdings heavily in 1959.
The $8 billion decline in those securities
was equal to the increase in 1958, when
reserves had been more readily available
under a monetary policy aimed at counter-
ing economic recession and fostering re-
covery. Holdings of other securities, which
had increased in every postwar year except
1956, declined somewhat in 1959. A small
rise in holdings of State and local govern-
ment securities was more than offset by a
reduction in other issues, particularly Fed-
eral agency securities.

The large decline in commercial bank
holdings of Government securities occurred
during a year when the Treasury was issuing
a record volume of new securities for cash.
Gross cash borrowing of almost $26 billion
was required in 1959 to finance the $8 bil-
lion deficit and to redeem large amounts of
savings bonds, tax anticipation securities,
and other maturing issues not exchanged for
new offerings in refundings. In addition,
Federal agencies increased their outstanding
securities by $2.2 billion in 1959, mainly in
short and intermediate maturities. Also,
the Treasury refinanced a heavy volume of
maturing securities.

The Treasury was unable to issue bonds
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during most of 1959 as market yields on
these issues approached and then exceeded
the AXA per cent statutory ceiling on Treas-
ury bond coupon rates. Nearly all offerings
had maturities of less than five years, which
are not subject to a rate limitation.

Commercial banks participated actively
during the year in Treasury flotations for
new money, initially subscribing for a large
portion of most new issues. At other times,
they sold Treasury securities in large vol-
ume. At the end of 1959, the ratio of bank
holdings of Government securities to total
deposits was the lowest since before World
War II. Businesses, consumers, and for-
eign investors, however, increased their hold-
ings of Government securities sharply over
the year. Commercial banks, by selling
Government securities, gathered savings
from the public, which they in turn used to
expand loans to businesses and consumers.
This process helped to finance expanding
economic activity with little net expansion
in bank credit or creation of new money.

DEPOSITS AND CURRENCY

Total deposits at commercial banks in-
creased $2.5 billion in 1959, following a
postwar record increase of $12.7 billion in
1958. The small growth of deposits, how-
ever, was accompanied by a substantial ex-
pansion in public holdings of other liquid
financial claims, particularly short-term U. S.
Government securities, and by a significant
rise in demand deposit turnover.

The active money supply—demand de-
posits and currency in the hands of the pub-
lic—had increased 4 per cent in 1958 and
continued to rise, on a seasonally adjusted
basis, into the summer of 1959. It declined
during the steel strike, as economic activity
and current monetary needs lessened, and

rose slightly at the year-end. The increase
for the year, apart from changes due to in-
clusion of banks in Alaska and Hawaii and
other technical factors, was about one per
cent.

Money supply growth thus far in the cur-
rent economic upswing has been somewhat
slower than in the comparable period of the
1954-57 expansion. In the 20 months from
the cyclical low in April 1958, the active
money supply seasonally adjusted rose 4 per
cent, compared with AV2 per cent in the 20
months following the cyclical low in August
1954. The rise in economic activity has
been fully as great in the recent as in the
early upswing period. Average wholesale
prices, however, have been stable recently,
compared with a rise in the 20 months after
August 1954.

Deposits of the United States Govern-
ment at commercial banks, not included in
the active money supply, rose $400 million
in 1959, about as much as in 1958. In
other recent years, these deposits have
shown little change or declined.

Time deposits at commercial banks rose
considerably less in 1959 than in most re-
cent years, reflecting in part shifts out of
time certificates of deposit by corporations,
State and local governments, and foreign
investors, and smaller additions to savings
deposits by consumers in response to higher
yields on alternative forms of financial sav-
ings, including U. S. Government securities.
All of the net increase of $1.5 billion in
commercial bank time deposits in 1959 oc-
curred in the first half of the year.

The 1959 growth in mutual savings bank
deposits was only about half that in 1958
and the smallest since 1951. On the other
hand, shares of savings and loan associa-
tions, which generally pay higher rates on
savings than commercial and mutual sav-
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ings banks, expanded more than in any
other year.

The small growth in commercial bank
deposits in 1959 was accompanied by a
record peacetime increase of $11 billion in
nonbank investor holdings of U. S. Gov-
ernment securities maturing within one year.
Such short-term claims on the Treasury are
highly liquid forms of investment and to
a significant degree are regarded by their
holders as close substitutes for bank de-
posits. More than one-third of the 1959
increase in holdings of short-term securities
was accounted for by the passage of time,
as securities moved closer to maturity and
into the short-term category. The other $7
billion reflected net acquisitions in 1959 of
short-term issues in securities markets or
in Treasury financings.

DEPOSIT TURNOVER

As interest yields on short-term Treasury
securities and other substitutes for cash rose
in 1959, the holding of noninterest-bearing
assets such as demand deposits became in-
creasingly disadvantageous. Businesses and
individuals had an increased incentive to in-
vest idle cash balances and to carry smaller
balances in relation to the volume of their
check payments. The volume of deposits
grew more slowly than spending and the
rate of turnover of demand deposits, a
measure of the velocity of money, rose
further. At banks outside financial centers,
the turnover rate increased 5 per cent during
the year.

Over three-fourths of this rise occurred
in the January-April period, when economic
expansion was rapid. From April through
October, deposit turnover remained stable
and then increased moderately. It did not
decline during the slowdown in economic
activity accompanying the steel strike be-
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NOTE.—Three-month moving averages based on the fol-
lowing: Treasury bill rate, averages of daily market yields on
three-month bills. Deposit turnover, seasonally adjusted annual
rates of turnover of demand deposits except interbank and
U. S. Government deposits at 337 reporting centers outside
New York and six other financial centers. Money supply,
seasonally adjusted data for demand deposits adjusted and
currency outside banks for last Wednesday of month, partly
estimated. Demand deposits are for all banks in the United
States and exclude U. 5. Government and interbank deposits
and cash items in process of collection. Currency excludes
bank vault cash. Latest month shown, December.

ginning in July, in part because of a tempo-
rary decline in the money supply and a large
increase in nonbank holdings of money sub-
stitutes, particularly short-term Government
securities.

During the current upswing, the increase
in turnover outside financial centers has
been somewhat less than in the previous
one. In the 20 months after the recession
low in April 1958, the turnover rate rose
9 per cent compared with 14 per cent in the
comparable period of the 1954-57 expan-
sion. Moreover, in relation to the advance
in short-term interest rates, which encour-
ages more intensive use of cash, the recent
increase in turnover has been moderate, as
shown in the chart. Though rising some-
what more slowly than earlier, the turnover
rate in 1959 continued the broad upswing
from the unusually low levels at the end of
World War II resulting from the large war-
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time creation of money and restraints on
its use. Since that time, the turnover rate
has almost doubled.

FEDERAL RESERVE POLICY
AND BANK RESERVES

As economic activity rebounded from the
1957-58 downturn, Federal Reserve policy
gradually tended to reduce the availability
of new reserves. In the second half of 1958,
with credit demands rising, member banks
increased their borrowings at Federal Re-
serve Banks to more than $500 million at
the year-end, when they were about equal
to excess reserves. Credit demands con-
tinued strong in the first half of 1959 and
member bank borrowings rose to more than
$900 million in June, which was about
$500 million larger than excess reserves.
Over the remainder of the year and in early
1960, there was no further increase in bor-
rowings, but excess reserves rose somewhat.
In this period, reserves to cover seasonal

NOTE.—Monthly averages of daily figures for member banks.
Net reserve position indicates excess reserves minus borrowings.
Latest figures shown, January 1960 (excess reserves and net
reserve position preliminary).

needs and the gold outflow were supplied
mainly through Federal Reserve open mar-
ket operations.

In addition to restricting the availability
of bank reserves in 1959, the Federal Re-
serve Banks raised the discount rates they
charge member banks on borrowed reserve
funds to keep these rates in line with market
rates on short-term liquid paper. Discount
rates were raised in March, late May and
early June, and September, each time by
one-half percentage point. At the end of
the year, the rate at all Reserve Banks was
4 per cent.

In the first half of 1959, the usual reduc-
tions in currency in circulation and in Re-
serve Bank float were nearly offsetting in
their effects on member bank reserves. Re-
serves were absorbed by a decrease in gold
stock of about $500 million (exclusive of
a $344 million payment in gold to the In-
ternational Monetary Fund in connection
with the increase in the U. S. subscription
to the Fund) and a decrease in Federal Re-
serve holdings of U. S. Government securi-
ties of about $400 million. Although re-
quired reserves declined about $450 million,
member banks found it necessary to reduce
their excess reserves and to borrow increas-
ingly at the Reserve Banks.

In the second half of the year, reserves
were absorbed by a continued, though re-
duced, gold outflow and by the seasonal
increase in currency in circulation. Re-
serves were supplied through Federal Re-
serve open market purchases of $800 mil-
lion, an increase in float, and as a result of
an amendment to the Board's Regulation D,
effective in early December, which author-
ized member banks holding large amounts
of vault cash in relation to deposits to count
a portion of that cash as reserves. This
amendment was issued under legislation
enacted by the Congress in 1959. For the
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month of December, when increased re-
serves are needed to meet seasonal drains,
the vault cash authorization provided about
$300 million of reserve funds.

For the year as a whole, total reserves
declined. The absorption of reserves by
the gold outflow and a net rise in currency
in circulation was offset only in part by open
market operations, the vault cash provision,
and the increase in member bank borrow-
ings.

Although member bank deposits subject
to reserve requirements rose over the year,
the volume of required reserves changed
little. The deposit increase was largely in
time deposits, which have low reserve re-
quirements, and also there was a net shift
in deposits away from central reserve city
banks and toward country banks, whose re-
serve requirements on demand deposits are
lower.

INTEREST RATES

Market rates of interest on nearly all types
of debt rose substantially in 1959, con-
tinuing the broad advance that began with
the upturn in economic activity in 1958.
Increases generally occurred in periods of
high cash demands, particularly in months
of Treasury cash financing and in months
when businesses were liquidating large
amounts of short-term Government secu-
rities to make tax payments. These rate in-
creases frequently were followed by tempo-
rary declines. At the end of the year, yields
on most types of debt were much higher
than their previous postwar peaks in 1957.
After a brief further rise in early 1960, most
market rates receded to levels below those
prevailing at the end of 1959.

Yields on short- and intermediate-term
Treasury issues advanced much faster than
those on long-term issues and exceeded
them by an appreciable margin late in
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NOTE.—Market yields, weekly averages of daily figures.
Treasury bills, market yieldi on 90-day bills. Long-term U. S.
Government, yielda on bonds maturing or callable in 10 years
or more. The prune rate is that charged on bank loans to busi-
ness borrowers with the highest credit standing. Yields on cor-
porate and State and local government bonds, from Moody's
Investors Service. Latest figures shown, week ending Feb. 5,
1960.

the year. At that time yields on 90-day
Treasury bills were about 4.5 per cent and
those on 1-5 year issues about 5 per cent,
compared with about 4.3 per cent on long-
term Treasury bonds. Although short-
term rates usually rise faster than long-term
in an economic upswing, an accentuating
factor in 1959 was the concentration of
Treasury borrowing in securities with ma-
turities of five years or less because of the
statutory interest ceiling on bonds.

Interest rates on bank loans to business
rose during the year, along with the entire
structure of market rates. The prime loan
rate—the rate charged businesses with the
highest credit standing—was raised from 4
to AVi per cent in May and to 5 per cent in
September.
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