
As THE FIRST HALF of 1963 unfolded,
domestic economic prospects brightened.
Yet the deficit in the U.S. balance of pay-
ments persisted. These economic develop-
ments, taken together, suggested a need for
a modification of current monetary policy.

Hence, in the late spring the Federal Re-
serve moderated slightly further the prevail-
ing degree of credit ease. And on July 16
the Board of Governors approved increases
in the discount rates at 7 Federal Reserve
Banks from 3 to 3V^ per cent and raised to
4 per cent the maximum rates of interest
that member banks are permitted to pay on
time deposits and certificates with maturi-
ties from 90 days to 1 year. The Board's
statement announcing these actions, both of
which were effective as of July 17, appears
on page 946 of this BULLETIN.

The move to somewhat less ease was in-
tended to help restrain the outflow of capital
from the United States and maintain inter-
national confidence in the dollar. At the
same time, it was expected that sufficient
credit and money would be available to fi-
nance continued domestic economic expan-
sion.

Bank credit remained in good supply
throughout the first half of 1963. It rose at
an annual rate of 10 per cent, a little more
than the unusually large increase last year.
As in 1962, this year's credit expansion was
enhanced by a continuing large flow of fi-
nancial savings to banks in response to the
rise in interest rates paid on time deposits
early in 1962.

Time and savings deposits at commercial
banks continued to expand rapidly in the
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first half of 1963. But the pace was some-
what less rapid than it had been a year
earlier. U.S. Government demand deposits
at commercial banks rose much more than
usual. Meanwhile, expansion in the money
supply was moderate, as it generally has
been in recent years.

Although the flow of reserves to banks
continued to be large enough to support
rapid expansion of credit, the margin of
free reserves available to member banks was
reduced moderately after April, as banks
economized on excess reserves and found it
necessary to obtain somewhat more of their
reserves by borrowing at Federal Reserve
Banks.

Accompanying this moderate shift in re-
serve availability, rates on 3-month Treasury
bills rose to the 3 per cent level in June.
Earlier in the year they had fluctuated nar-
rowly around 2.90 per cent.

FLOW OF BANK CREDIT

Commercial banks advanced more than $ 11
billion in credit during the first 6 months of
1963, after allowance for seasonal influ-
ences. Over half of the increase was in loans
and the remainder was in investments, prin-
cipally State and local government issues.
In general, banks followed the same invest-
ment policies as they had last year when
they began to stress longer-term, higher-
yielding investments and loans rather than
short-term U.S. Government securities.

Bank loans. In their more intensive search
for higher earnings to cope with the expense
of the large inflow of interest-bearing de-
posits, banks have continued to emphasize
mortgage and consumer loans. The asso-
ciated increase in credit availability has con-
tributed to a growth in outlays financed by
such loans, and this growth has helped to
sustain general economic expansion.

Banks' holdings of real estate loans in-
creased by about $2 billion in the first half
of 1963, nearly the same rate of expansion
as in 1962. Over the past year and a half
banks have taken more than 15 per cent of
the record net increase in all mortgages out-
standing, compared with an average share
of less than 10 per cent during the preceding
5 years. This heavy investment by banks has
been an important element in the continued
ease in mortgage markets.

During the first half of this year banks'
consumer loans outstanding rose by an esti-
mated $1.5 billion. This was about the same
pace as in the first half of 1962, but a more
rapid one than in the second half when bank
lending to consumers slackened after eco-
nomic activity slowed down in the summer.
Since early 1962 banks have acquired a
half of the total increase in consumer loans
outstanding, while in the previous 5 years
their share was closer to two-fifths.

Loans for purchasing or carrying securi-
ties declined less than usual over the first
half of 1963, although the volume out-
standing and the composition fluctuated con-
siderably. Banks made large temporary ad-
vances of credit to Government security
dealers in connection with Treasury financ-
ing operations in February, March, and
May, but at midyear the volume of these
loans outstanding was much below the high
level at the end of 1962. Loans to brokers
for purchasing or carrying private securities
increased throughout the first half. Begin-
ning in midspring, the increase was more
rapid, reflecting in part increased activity in
the stock market and greater use of stock
market credit.

In the first half of 1963 outstanding busi-
ness loans, seasonally adjusted, increased by
about $1.2 billion, close to the pace of the
early months of 1962 but well below the
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rapid rise later in that year. Business needs
for funds have been moderate this year rela-
tive to the increased supply that has become
available from internal sources—retained
earnings and depreciation allowances. The
1962 revision of rules governing allowable
depreciation in calculating Federal income
taxes and the investment tax credit con-
tributed to this increased flow. Part of the
heavy borrowing by business in the latter
part of last year may have represented tem-
porary financing through banks by some
borrowers who expected further declines in
capital market rates.

Cyclical loan experience. In the 28 months
since the recession low of February 1961,
total outstanding bank loans have increased
by about 22 per cent. This is considerably
less than the percentage increase during the
equivalent 1954-56 period and is about the
same as the increase over the 28 months
after the 1958 trough, by which time the
1960 recession had already begun. Simi-
larly, business loans have increased much
less in the current upswing than in the 1954-
56 period, and they have also increased
moderately less than in the 1958-60 up-
swing. Expansion in total bank credit, how-
ever, has been much larger than in these
earlier comparable periods, that is, more
than 20 per cent, compared with not quite
10 per cent previously. This reflects the dif-
ferent movement in bank holdings of securi-
ties in the current business upswing. These
holdings have increased whereas in earlier
periods of expansion they declined.

With loan demand moderate and with
monetary policy remaining relatively easy,
loan-deposit ratios have not risen so rapidly
as in other recent expansions. In the pre-
ceding recession, moreover, the decline had
been moderate. By June 1963, the loan-
deposit ratio for all commercial banks was

58 per cent, slightly above the peak it
reached at the end of the previous upswing
in mid-1960.

Securities. Holdings of U.S. Government
securities at all commercial banks declined
by $2.9 billion during the first half of 1963,
somewhat less than a normal seasonal de-
cline. Banks sold Treasury bills or let them
mature. They also reduced their holdings
of other issues maturing within a year. How-
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NOTE.—Indexes based on seasonally adjusted data exclud-
ing interbank loans, at all coml. banks for last Wed. of month
(except for June 30, Dec. 31, call dates). Cyclical lows—
Aug. 1954, Apr. 1958, Feb. 1961.

ever, they added to holdings of securities
maturing in more than a year—especially
to their holdings of intermediate-term issues
—through participation in the Treasury's
advance refunding in late winter and the ex-
change offering in May and through pur-
chases of new bonds for cash in June.
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As a result of these changes, the ratio of
bank holdings of short-term U.S. Govern-
ment securities to total deposits declined
from 9.5 per cent at the end of 1962 to
about 7.8 per cent in May. At that level the
ratio was about 4 percentage points below
its recent peak in the summer of 1962 but
still about 3 percentage points above the
low reached in the summer of 1960.

The decline in the banks' ratio of short-
term securities to deposits represented
mainly the continuing adaptation of bank
investment portfolios to the heavy inflow of
time and savings deposits. It did not to any
marked extent reflect, as it often has in the
past, a response to a combination of grow-
ing loan demand and increasing monetary
restraint.

In the first half of 1963 bank holdings of
non-U.S. Government securities, mainly
State and local government issues, rose $3.5
billion or at an annual rate of 24 per cent,
after allowing for seasonal influences. This
was an even more rapid expansion than the
unusually large increase of 22 per cent
recorded in 1962. In that year demand by
banks for municipal securities sparked a
downward movement in their yields. But
this year yields on these issues have risen
along with those on long-term U.S. Govern-
ment securities.

EXPANSION OF TIME AND SAVINGS
DEPOSITS

Time and savings deposits at commercial
banks rose at an annual rate of about 14 per
cent in the first half of 1963. This was be-
low the unusually high rate of 20 per cent
attained in the first half of both 1958 and
1962, but even so it was very rapid by stand-
ards of most earlier years.

One reason for this rapid increase was
that individuals continued to make large ad-
ditions to savings deposits at the higher

yields available since the beginning of 1962.
Another reason was that businesses and
other large investors continued to place sub-
stantial amounts of funds in time deposits,
which were yielding more than competing
short-term market instruments, such as
Treasury bills.

At weekly reporting member banks in
leading cities time deposits represented
about two-thirds of the increase in their
time and savings deposits combined during

BANK PREFERENCE is for securities
other than Governments
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OTHER SECURITIES

BANK LIQUIDITY continues dawn

SHORT-TERM
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NOTE.—U.S. Govt. and other securities are seasonally ad-
justed data for last Wed. of month (except for June 30, Dec.
31, call dates). Short-term U.S. Govt. securities are those ma-
turing within 1 year. Deposits are net of cash items in process
of collection. Latest figures, U.S. Govt. and other securities,
June; ratio, May.

the first half of 1963. This was an even
larger proportion than in the first half of
1962.

The continued availability of negotiable
time certificates of deposit at favorable rates
of interest contributed to the growth in total
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INCREASE in time and savings deposits continues
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NOTE.—Weekly reporting member banks in leading cities.
Foreign includes deposits of foreign govts. and official institu-
tions, central banks, and intl. institutions. Total includes de-
posits of U.S. Govt. domestic and foreign coml. banks, and
mutual savings banks, not shown separately. Latest figures,
June 26.

time deposits. As noted in an article in the
April 1963 issue of the BULLETIN, only $1
billion of such certificates were outstanding
at the end of 1960, but by the end of last
year the total had risen to $6.2 billion. Frag-
mentary data for this year indicate that
growth has continued to be substantial.

For many years now time and savings de-
posits have bulked larger and larger as a
source of funds to banks. During the past 3
years the ratio of time and savings deposits
to total deposits has been increasing by
about 2 to 3 percentage points a year. It is
now 40 per cent, about as high as it was in
the late 1920's.

A large part of the recent inflow of time
and savings deposits is likely to be quite in-
terest-sensitive and might move out at ma-
turity if market interest rates rise relative to
the time deposit yield. Thus banks that ac-

tively issue negotiable time certificates face
the necessity of taking account of the vol-
ume and distribution of maturing certificates
in determining liquidity positions.

MONEY SUPPLY

In the first half of this year the active money
supply—privately held currency and de-
mand deposits—has increased only mod-
erately, at an annual rate of 2Vi per cent.
This is somewhat above the average rate of
increase for last year as a whole but well
below the rapid 7 per cent rate that de-
veloped in the last quarter.

The behavior of the money supply is sub-
ject to many influences. Some are regular
or recurring and allowance can be made for
them by seasonal adjustment procedures.
Others cause longer-run shifts in direction
and rate of change in the seasonally adjusted
data as well as the erratic movements that
show up in the series.

The availability of bank reserves is a fun-
damental influence. But the amount of
money supplied through the banking system
is also influenced by the changing needs and
desires of the public for cash balances.

For example, when business is rising
briskly and the demand for bank loans is
large, growth in the money supply tends to
accelerate because depositors and borrowers
make payments that increase the nation's
flow of incomes and expenditures and
thereby the need for money to hold as a
means of payment. Available yields on com-
peting liquidity instruments such as time de-
posits and short-term U.S. Government se-
curities also influence the public's willing-
ness to hold money. When yields are high,
for instance, businesses and other investors
often prefer to sacrifice some liquidity for
the larger interest earnings available on
these instruments.
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Any larger than usual change in U.S.
Government tax and loan accounts result-
ing from tax payments or purchases of Gov-
ernment securities by the nonbank public
also influences the money supply, especially
in the short run.

The rapid increase in the money supply
in the last quarter of 1962, with monetary
policy generally unchanged until late in the
period, was largely in response to the de-
mand for bank credit, as indicated by the
rapid expansion in business loans. A larger
than usual decline in U.S. Government de-
posits also added to the supply in that
period. Apart from any effects flowing from
changes in reserve availability, the rise in
the privately held money supply was mod-

NOTE.—Seasonally adjusted. Money supply, semi-monthly
averages of daily figures. Money supply consists of demand
deposits at all coml. banks (except those due to domestic coml.
banks and the U.S. Govt.); foreign demand balances at F.R.
Banks; and currency in the hands of the public. Coml. bank
and F.R. Bank float excluded. Turnover, monthly, of demand
deposits except interbank and U.S. Goyt. at 343 centers outside
New York. Latest figures, June, preliminary.

erated during the first half of 1963 by a
buildup in U.S. Government deposits and by
the slower tempo of bank loan demand.

During this period the turnover of money
rose further, as it has over the whole post-
war period. The public's willingness to
economize on cash balances in order to hold
more interest-earning assets has been a con-
tinuing influence on the trend in the rate of
money use. Turnover has risen most rapidly,
though, in periods of buoyant cyclical ex-
pansion when the public has used existing
cash balances more intensively to finance a
growing volume of transactions. In such
periods a reduced availability of bank re-
serves generally restrains the growth of the
money supply and puts further upward pres-
sure on interest rates, thereby increasing the
incentive as well as the need to use money
more efficiently.

The recent period of expansion—that is
since early 1961—has seen a growth in
money turnover but only a small rise in mar-
ket rates of interest. This contrasts with
other periods of expansion when both turn-
over and interest rates rose substantially be-
cause of greater restraint on the availability
of bank reserves.

BANK RESERVES

During the first half of 1963, total reserves
of member banks, seasonally adjusted, rose
somewhat more slowly than they did last
year. Federal Reserve holdings of U.S. Gov-
ernment securities increased more than they
did in the corresponding period last year.
But other factors affecting bank reserves—
mainly movements of gold, currency in cir-
culation, Federal Reserve float, and Treas-
ury balances at the Federal Reserve—taken
together absorbed more funds. This closer
balancing between the supply of reserves
and the demand for them served to imple-
ment the Federal Reserve's policy of slightly
less monetary ease.
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Under these conditions banks economized
on excess reserves, and they increased their
borrowings from Federal Reserve Banks
slightly. Thus, the margin of free reserves
declined. A detailed description of various
measures of reserve availability useful in the
appraisal of monetary developments appears
in the following article.

INTEREST RATES

The general level of interest rates in all ma-
turity ranges edged upwards in the first half
of 1963. Long-term rates had declined on
balance last year. But by late June 1963 the
average yield on long-term U.S. Govern-
ment securities had risen about 15 basis
points from its recent low reached around
the turn of the year.

Movement in this rate during the first half
of the year was influenced by the large-scale
Treasury offerings of longer-term securities,
by the more optimistic economic outlook,
and by anticipated Treasury needs for heavy
borrowing in the second half of the year.
Other long-term rates showed divergent
trends in response to differing supply and
demand relationships in the various sectors
of the capital markets. Yields rose on high-
grade State and local government bonds,
were relatively stable on lower-grade State
and local and high-grade corporate issues,
and declined on lower-grade corporate
bonds and on residential mortgages.

The yield on 3-month Treasury bills—the
pivotal rate in the short-term interest rate
structure—remained remarkably stable
through mid-May of this year, after having
risen in the last quarter of 1962. It then rose
close to the 3 per cent discount rate in June
as banks' net reserve position came under
some additional pressure.

The downward effect on short-term rates

that might have been expected in early 1963
from seasonal influences and from a large
reduction in short-term coupon issues in
Treasury refunding operations was offset by
a number of factors in addition to monetary
policy actions. These included bank prefer-
ence for longer-term securities and a large
increase in negotiable time certificates out-
standing.

The very narrow range within which
short-term rates fluctuated during the first

NOTE.—Weekly averages. Treasury bills market yield on 3-
nionth bills. U.S. Govt. bonds, issues maturing or callable in
10 years or more. Latest figures, July 6.

half was also influenced by pervasive ex-
pectations on the part of active market par-
ticipants that public authorities would act
so that rates would neither fall greatly, be-
cause of the risk of accentuating balance of
payments difficulties, nor rise very much,
because of the continuing lack of full utiliza-
tion of domestic labor and capital.
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