
bank time deposits and on certain types of
Federally guaranteed loans.

Maximum rates on time deposits. The
Banking Act of 1933 forbade member banks to
pay interest on demand deposits and subjected
the interest paid on time and savings deposits
to limitations prescribed by the Board. Table
4-A shows the maximum rates on time de-
posits prescribed by the Board under Regula-
tion Q during 1933-64. The rates payable
by member banks may not exceed the maxi-
mum rate payable by State banks or trust com-
panies on like deposits under the laws of the
State in which the member bank is located.
Maximum rates for insured nonmember com-
mercial banks are established by the Federal
Deposit Insurance Corporation. Effective Feb-
ruary 1, 1936, these rates have been the same
as those for member banks.

On October 15, 1962, Section 19 of the
Federal Reserve Act was amended to exempt,
for 3 years (later extended to October 15,
1968) deposits of foreign governments and cer-
tain international institutions from regulation
by the Board of Governors as to rates of
interest that member banks may pay on time
deposits. The legislation included a similar
amendment to Section 18(g) of the Federal
Deposit Insurance Act for such deposits in
nonmember insured banks.

Maximum rates under Regulation V on
guaranteed loans. During World War II the
U.S. Government provided for the guarantee
of loans to finance the production of materials

and services deemed essential by military and
dther Federal procurement agencies. A similar
program has been in effect since 1950 when
war broke out in Korea. The Federal Reserve
Banks have acted as fiscal agents of the guaran-
teeing agencies under Regulation V of the
Board of Governors, and the Board has speci-
fied—after consultation with the guaranteeing
agencies—the maximum rate of interest and
the commitment fee that the financing institu-
tion may charge the borrower on guaranteed
loans and the guarantee fee to be paid the
guaranteeing agency.

The World War II program for guaranteed
loans began when Executive Order 9112 was
issued on March 26, 1942. Under this Order
the Board of Governors issued Regulation V,
effective April 6, 1942. The authority of the
guaranteeing agencies was broadened under
Executive Order 9336 of April 24, 1943, and
the Contract Settlement Act of 1944 to cover
loans enabling contractors to obtain release
of working capital promptly upon termina-
tion of war production contracts. The last
guaranteed loans under this part of the pro-
gram were made in May 1946.

The second guaranteed loan program was
authorized under the Defense Production Act
of 1950 and Executive Order 10161 of Sep-
tember 9, 1950. The Board's Regulation V
was revised and reissued effective September
27, 1950. Table 4-B shows the maximum
interest rate and commitment fee on guaranteed
loans and the guarantee fee for 1942-63.

MONEY RATES AND RELATED STATISTICS

Statistics on interest rates indicate the cost
of credit to borrowers and the rate of return
to those who lend and invest. Actions of the
Federal Reserve System are likely to have an
effect on money rates of different types. And
the Federal Reserve System takes these prob-
able effects into consideration in determining
monetary policy.

The money rate series in Tables 5-8 include
short-term open market rates in New York
City, effective rates on Federal funds, yields
on short-term U.S. Government securities, and
rates charged on business loans by banks in
principal cities. Tables 9 and 10 show the
volume of commercial and finance company
paper and of bankers' acceptances outstanding;
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BASIS OF FIGURES USED IN AVERAGE YIELDS ON SHORT-TERM SECURITIES

Series Weekly figures Monthly figures Annual figures

Prime commercial paper. . .
Finance company paper
Prime bankers' acceptances.
Stock exchange call loans..

New
Renewals

Federal funds

Averages
of

daily
figures

Averages
of

daily
figures

Averages
of

daily
figures

U.S. Government (short-term)
New issues (bills) Average yield on all Average yield on all ac- Averages of weekly

accepted bids cepted bids figures
Market yields Averages of daily clos- Averages of daily closing Averages of weekly

ing bids bids figures

these figures are of interest in connection with
the rates on such paper, given in Table 5.4

The accompanying table shows the basis for
calculating average yield series.

SHORT-TERM OPEN MARKET RATES IN
NEW YORK CITY

When a bank does not have enough reserves
and cannot replenish its supply by, for exam-
ple, withdrawing balances from a correspond-
ent bank, by purchasing Federal funds, or by
raising rates on time certificates of deposit so
as to attract funds, it has the choice of borrow-
ing from the Reserve Bank at the discount rate
or of liquidating some of its assets. The assets
that it is most likely to liquidate are those that
involve the smallest loss of principal or yield
or that have a fully developed market, which
permits sales without a significant concession
in price. Short-term open market paper is that
type of an asset.

The short-term open market rates shown
in this section are those quoted in New York
City, which is the chief money market center
in this country. Money from all parts of the
country is loaned in that market, and in normal

4 The volume of loans or securities of other types for
which open market rates are shown in this section will be
made available in other sections of Supplement to Banking and
Monetary Statistics.

times borrowers throughout the world obtain
funds there. While U.S. short-term markets
are closely interrelated, each deals with a
specialized instrument. Hence, rates in these
markets vary to some extent depending on
differences in the supply of short-term funds
relative to the demand from the various types
of short-term borrowers.

These markets are called "open" markets
because transactions in them are usually on
an impersonal basis with the borrower and
lender dealing through agents, as distinct from
a "customer" market where the borrower and
lender deal directly with each other and where
transactions are often on a personal basis.
As a result of the impersonal relationships that
exist in the open market, lenders may feel
more free to sell the paper they hold, to call
their loans if necessary, or to refrain from re-
newing credits upon maturity.

Table 5 includes three series of rates for
loans based on commercial transactions and
two series of rates for loans based on security
collateral. These figures are collected by the
Federal Reserve Bank of New York. Rates
on commercial paper and on bankers' accept-
ances are averages of daily offering rates of
dealers. Rates on finance company paper
placed directly—not available before 1947—
are averages of daily rates for varying matur-
ities in the 90-to- 179-day range; rates are
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quoted by the individual finance companies
that place such paper.

Rates on Stock Exchange call loans are
averages of daily quotations. Separate figures
for new and renewal rates were discontinued
beginning with March 1957, and only one rate
is available thereafter.

During 1941-45 the rate on bankers' ac-
ceptances was unchanged at 0.44 per cent and
that on Stock Exchange call loans—new and
renewal—was unchanged at 1.00 per cent;
therefore no figures for these series are shown
in the weekly table until 1946.

EFFECTIVE RATES ON FEDERAL FUNDS

Federal funds are excess reserves on deposit
with Federal Reserve Banks that commercial
banks and others may borrow or lend to adjust
reserve positions or to make payments in im-
mediately available money. The major partici-
pants in the Federal funds market are com-
mercial banks, especially the larger banks in
financial centers. These banks borrow Federal
funds to cover their reserve deficiencies and
lend Federal funds to employ their excess re-
serves. Large banks also trade in Federal funds
with their correspondent banks as an accom-
modation to them. Other participants in the
Federal funds market include dealers in U.S.
Government securities, agencies of foreign
banks, and a few savings banks.

The "effective" rate on Federal funds is esti-
mated each day by the Federal Reserve Bank
of New York. It is not a statistical calculation,
such as an average, of the rates paid on all
transactions in Federal funds. Rather, it repre-
sents a concensus of major market participants
in New York City as to the rate at which most
transactions in these funds were executed dur-
ing the day, after taking into account reports
from active participants in the market. The
data shown in Table 6 begin with the week
ending July 14, 1954, when the Federal Re-
serve Bank of New York began to estimate the
daily figure.

YIELDS ON SHORT-TERM
U.S. GOVERNMENT SECURITIES

During the 193O's the supply of private open
market .paper declined sharply, and banks in-
vested an increasing amount of funds in U.S.
Government obligations, particularly those with
short maturities. Over the years nonbank in-
vestors too, particularly business corporations,
have become important holders of short-dated
Government securities. As a consequence,
market yields on short-term Government secur-
ities have come to be regarded as basic series
on open market money rates.

The Treasury's short-term marketable debt
consists of bills and coupon issues. Bills were
first issued by the Treasury in December 1929.
They differ from other types of securities be-
cause they are sold on a discount basis instead
of being offered with an interest coupon. Treas-
ury bills have been issued with varying matur-
ities of up to 1 year, but the largest amount
outstanding has been in 3-month bills. As
of the end of 1963, bills were being offered
with maturities of 3 months, 6 months, and
1 year.5 There were no 6-month bill offerings
between the mid-1930's and late 1958, and
1-year bills were first marketed in July 1959.

The Treasury's short-term coupon obliga-
tions consist of certificates of indebtedness,
notes, and bonds.6 Certificates are issued with
maturities not exceeding 1 year. Notes have
initial maturities of 1 to 5 years, while bonds
have original maturities of more than 5 years.

Table 7 shows yields on short- and inter-
mediate-term U.S. Government securities, and
Tables 11 and 12 show yields and prices of
long-term U.S. Government bonds.

The market yield series shown in Table 7
are based on closing bid quotations reported
daily to the Federal Reserve Bank of New
York by dealers in U.S. Government secur-

5 The Treasury also issues tax anticipation bills on which
maturities usually range from 3 to 9 months.

6 The Treasury has at times issued certificates of indebted-
ness bearing no coupons; accrued interest on such issues is
paid at maturity.
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ities.7 Quotations on 3-month, 6-month, and
12-month Treasury bills are for the issues
closest to these maturities. The rate on new
issues represents the average yield on all ac-
cepted bids for such issues.

There are two yield series for short- and
medium-term coupon issues. The short-term
series is composed of selected certificates,
notes, and bonds due in 9 to 12 months, while
the medium-term series is made up of selected
notes and bonds due in 3 to 5 years. The
average maturity of the issues in each category
varies somewhat with the passage of time
and as new issues are added and old ones
removed.

Market yields on Treasury bills are not
strictly comparable with those of coupon
issues. Bill yields are computed on a bank
discount rate basis and therefore only approxi-
mate a true yield. More specifically, the com-
putation of the discount makes use of a 360-
day year, and it bases the return on par rather
than the discount normally paid for the bills.
Moreover, it ignores the results of compound-
ing for bills maturing in more than 6 months.
The first two considerations give the yield a
downward bias, and the upward bias resulting
from the absence of compounding on longer
bills offsets this only in part.

BANK RATES ON SHORT-TERM
BUSINESS LOANS

Another market for short-term funds is that in
which banks provide credit to their customers.
A substantial proportion of the business credit
extended by banks is in the form of short-term
loans directly to individual customers. Because
these loans involve a variety of considera-
tions arising out of customer relationships, the
market for them differs considerably from the
open market for short-term funds.

Table 8 shows two series on interest rates
that are applicable to this market: (1) the
prime rate and (2) average rates.

Prime rate. The prime rate is the rate that
banks charge their most creditworthy business
customers on short-term loans. It is the base
from which rates charged on loans to other
business customers are scaled upward. The
prime rate is not a sensitive rate that fluctu-
ates daily in response to short-term changes in
demand and supply as measured by a national
market. Rather, its movements tend to be in-
frequent, and they tend to lag appreciably be-
hind changes in the general business situation
and in open market money rates.

Prime rates are "formally" posted only by
the largest banks. A nationally publicized and
uniform prime rate did not emerge until the
depression of the 1930's. The rate in that
period—Wi per cent—represented a floor be-
low which banks were said to regard lending
as unprofitable. The rate remained at that
level until December 1947.8

The criteria that borrowers must meet if they
are to qualify as "prime" cannot be precisely
defined. Over the long run about half of the
total dollar volume of short-term business loans
(including new loans and renewals) reported
by the banks in the 19 leading cities that are
included in the Federal Reserve quarterly sur-
vey of interest rates have carried the prime
rate; this proportion is subject to some cyclical
fluctuation. The proportion is much higher
for large loans and is much lower for small
loans.

Table 8-A shows the effective dates of
changes in the prime rate beginning with 1929.
The date shown is that on which the new
rate was put into effect by the first bank to
make the change. The table shows a range of
rates for 1929-33 because no information is

7 Before April 1953, yields were based on the mean of
closing bid and asked quotations. For bonds with optional call
d,ates, yields are computed to earliest call date for issues
selling above par and to final maturity for those selling at
or below par.

8 For a discussion of the history of the prime rate and its
role in the lending process, see "The Prime Rate," Monthly
Review, Federal Reserve Bank of New York, April and May
1962, pp. 54-59 and 70-73.
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available to indicate when the rate changed
in that period.

Average rates on business loans. Because
of the wide range in rates charged on individual
loans at any one time—owing to variations in
the type of borrower and the type of loan—
it has been difficult to compile a series of repre-
sentative or typical rates with assurance of con-
sistency over time. In order to improve the
series, methods of reporting the basic data and
of compiling the series have been changed from
time to time.

The Federal Reserve series on interest rates
charged by banks on business loans begins with
1919. Since then the System has collected
reports on rates charged by selected large
member banks in a number of leading cities on
specified types of loans. The number of cities
reporting and the types of loans included have
varied. In January 1928, the number of re-
porting cities became constant at 19—New
York City, 7 other northern and eastern cities,
and 11 southern and western cities. In March
1939 a revised system of quarterly reporting
was instituted. The new series was limited to
rates on new short-term commercial and indus-
trial loans. To provide a comparison of the
new rates with those for previous years, a re-
vised set of figures for the period January
1928-February 1939 was compiled from re-
ports previously submitted.

The leading cities covered by the interest-
rate series are representative financial centers.
They have large loan markets, and the interest
rates there are probably more responsive to
changes in general monetary conditions than
are rates in other places. Because of the finan-
cial importance of these cities, their influence
predominates in any compilation of rates de-
signed to show movements of rates in large
cities.

Surveys conducted by the Federal Reserve
System in the 1940's made available important
new data regarding interest rates and discount
rates on bank loans and the relationship of

various loan and borrower characteristics to the
interest rate. Such data emphasized the need
and provided the basis for a comprehensive
revision of the series. This revision began
with June 1948.

The reporting form adopted at that time pro-
vided data for each loan whereas previously
the bank had reported the total number and
dollar amounts of loans made at certain inter-
est rates or within a certain range of rates.
Data reported on the new form, as well as data
obtained in previous and subsequent compre-
hensive business loan surveys, indicated that
the wide variation in rates at any given time
reflected differences in size of loan more than
it reflected differences in city or region, which
had been the basis of earlier averages. For
this reason changes in average rates from one
period to another before the revision often
reflected changes in the size distribution of
loans rather than in the general level of interest
rates. Data for individual loans permit the
computation of average rates in a manner that
adjusts for changes in size composition. There-
fore, they reflect more accurately variations
over time in the level of interest rates.

Table 8-B shows average rates charged by
selected large member banks in 19 leading cities
on short-term business loans classified by four
size classes and by three geographic areas quar-
terly beginning with June 1948.

Data previously compiled were reworked for
the period March 1939-March 1948 to pro-
vide estimates of average rates charged on
loans for all 19 cities by the same size-of-loan
classifications as those shown for the new
data. These figures are shown in Table 8-B.
There are no size-of-loan figures for the three
geographic areas until June 1948.

The following paragraphs describe how aver-
age rates have been computed on the basis of
the types of data that have been available since
June 1948. The averages are based on rates
charged on each loan (new or renewal) that
was made for business purposes during the first

10
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15 days of March, June, September, and De-
cember.

1. All short-term business loans—that is, those
with a maturity of 1 year or less—are sorted out by
the Federal Reserve Banks and then grouped by
major geographic area: New York City, 7 northern
and eastern cities (Boston, Buffalo, Philadelphia,
Pittsburgh, Cleveland, Detroit, and Chicago), and 11
southern and western cities (Baltimore, Richmond,
Atlanta, New Orleans, Dallas, St. Louis, Kansas City,
Minneapolis, Seattle, San Francisco, and Los Angeles).

2. The loans for each area are then broken down
into nine size classes:

Size class
(thousands of dollars)

1-5
5-10
10-25
25-50
50-100
100-200
200-500
500-1,000
1,000 and over

3. Averages of rates paid on loans in each size
class are computed for each area by dividing the
dollar amount of interest charged, figured at an
annual rate, by the dollar amount of loans made in
each class.

4. The resulting averages for nine size classes for
each area are combined into four major size groups
(see Table 8-B). The weights used for this com-
putation are based on the importance in each area
of the minor size classes in the loan portfolio of the
reporting banks as of the November 20, 1946, survey
of business loans.

5. For the four major size groups an average rate
for all 19 cities is calculated by combining the corre-
sponding averages for the three geographic areas.
These too are weighted averages, based on the dis-
tribution of short-term loans outstanding at rate-
reporting banks on November 20, 1946.

6. For each of the three geographic areas, and for
all 19 cities taken together, an average rate is com-
puted to show the over-all average movements in
rates on all sizes of loans. In each case this average
is obtained by combining the average rates for the
four major size groups of loans.9

9 For an illustration of the calculation of average interest
rates for Dec. 1-15, 1948, see the March 1949 Federal Reserve
Bulletin, p. 235.

COMMERCIAL AND FINANCE COMPANY
PAPER AND BANKERS' ACCEPTANCES
OUTSTANDING

Tables 9 and 10 show amounts of commercial
and finance company paper and bankers' ac-
ceptances outstanding. The acceptance figures
are shown by type of holder and by type of
acceptance.

Before 1948 only a total for commercial
paper is available; this appears in Table 9.
Thereafter, figures are available for commercial
paper and finance company paper combined,
and this total is broken down by method of
placement (Table 10). Table 9 shows end-of-
month data for 1941-52; Table 10, end-of-year
1948-52 and end-of-month 1953-63. All fig-
ures were compiled by the Federal Reserve
Bank of New York.

The maturity coverage and the reporting
coverage for commercial paper are not entirely
comparable over the period. The figures in
Table 9 represent paper maturing within 7
months, as reported by principal paper dealers
in this country. Those in Table 10 represent
paper with an original maturity of 9 months
or less (including some finance company paper
sold in the open market) as reported by a vary-
ing number of dealers.

Finance company paper placed directly with
investors represents the amount reported by a
varying number of finance companies. Table
10 shows the amount of such paper outstanding
beginning with December 31, 1948, the earliest
date for which these figures are available. Be-
fore November 1958 a small amount of finance
company paper with an original maturity of
more than 270 days was included with total
finance company paper; thereafter the totals
include all paper in this maturity grouping.

Figures for bankers' acceptances are
amounts reported by banks and bankers in the
United States as well as by agencies of foreign
banks located in the United States.

11
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