
I n t e r e s t  K a t e s  D e c l i n e  A f t e r  J u n e  H ig h

Interest rates charged by commercial banks in the Sixth 
District, after climbing sharply this spring, are apparently 
leveling off. Reports from selected District banks in New 
Orleans and Atlanta show that changed money market 
conditions have affected customer loan rates as well as 
Government security rates. It is too early to determine 
whether the recent change in direction of interest rates 
marks the beginning of a new trend, but banks and their 
customers may get some indication of future developments 
from a review of this year’s money market conditions.
Heavy Demand for Funds Raised the Cost 

of Borrowing • • .

During the early part of the year, most interest rates 
were rising, with rates on Government bonds and Treasury 
bills and certificates showing the most pronounced 
changes as they have been doing since the end of the war. 
Rates on Government securities increased sharply during 
the spring to their highest levels this year. The monthly 
average rate on United States long-term bonds rose from
2.80 percent in January to 3.09 percent in June, and 
on bills and certificates the increase was even greater. 
Moreover, rates on business loans were also rising, judging 
by data from selected banks in Atlanta and New Orleans. 
During the early part of the year, the average rate on such 
loans increased about one third of one percentage point, 
according to quarterly reports covering selected business 
loans of over $1,000 made during a fifteen-day period. 
This meant that the cost of borrowing increased nearly 
10 percent from January to June.

These increases in rates, which are the sharpest since 
September 1951, can be attributed to the extremely heavy 
demand for funds. Not only did corporation and state and 
local government borrowing increase greatly, but also 
Government borrowing was heavier than it had been since 
June 1952. Finally, short-term business borrowing did not 
decline appreciably from the Christmas peak.

. . • To a Postwar Peak in June, but . . .

Interest rates apparently reached a postwar peak around 
the first week of June. After that, rates on Government 
securities began to drop sharply. The average monthly 
rate on United States long-term bonds fell from the June 
peak of 3.09 to 2.97 percent in September; and the rates 
on Treasury bills and certificates experienced a greater 
decline. Rates charged on business loans actually declined 
only slightly between June and September, but the cessa
tion of the upward movement, as shown by reports of 
Atlanta and New Orleans banks, occurred at the time 
when rates ordinarily increase.

Supply and demand factors that acted to increase rates 
in the early part of the year seem to have undergone sub
stantial changes since then. The amount of available funds 
is apparently greater than it had been in the early part of 
the year, and the demand somewhat lower than it usu
ally is. Early in July, the Board of Governors of the 
Federal Reserve System reduced reserve requirements,

thus freeing 1.1 billion dollars of funds for member banks 
in the country as a whole and 47 million for banks in 
this District. More recently, increased security purchases 
by the System have further eased the cash position of 
banks. Moreover, continued steady growth in personal 
savings has added to the supply of loanable funds.

• . . Fall Credit Demands W ere Below Expectations

Although banks were well supplied with money to lend 
to customers this fall, the demand for both short- and 
long-term funds was somewhat below expectations. Con
sumer credit outstanding is no longer increasing at the 
rapid rate of last spring. Business loans, which in the past 
have contributed heavily to the seasonal credit expansion, 
have not risen as much as usual. In other postwar years, by 
the third week of October, commercial, agricultural, and 
industrial loans for United States weekly reporting member 
banks have averaged 6.4 percent above the summer low; 
this year, however, the increase was only 1.7 percent.

The demand for long-term funds was down also. The 
narrow margin between the present debt and the debt 
ceiling has restricted Treasury borrowing. Corporations,
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after selling their large spring issues, were borrowing 
slightly less. Security sales by state and local governments 
were the only major type of borrowing that was maintained 
at the springtime level.

In the immediate future, as in the past, the course of 
interest rates will depend largely upon the demand for 
funds by governmental units, business, and consumers and 
upon the supply of savings and the ability of banks to 
make loans and investments. The recent leveling off of 
customer loan rates at Atlanta and New Orleans banks 
is indicative of future developments, therefore, only if 
the fundamental forces determining interest rates continue 
in their new direction.

Charles S. Overmiller
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