
R e s e r v e s .  . .  Through the Window or from the Market
Quite properly, we think of the commercial banker as 
being primarily a lender of money. Yet the banker is 
sometimes a borrower. Borrowing by banks, however, is a 
bit different from that by businessmen or farmers. Banks 
usually borrow for much shorter periods; frequently to 
redress temporary losses in their reserve funds. In many 
instances, they borrow through the “discount window” at 
their Federal Reserve Bank. Sometimes they obtain needed 
reserves in the Federal funds market.

Bank borrowing fluctuates a great deal. It usually de
clines both nationally and regionally when banks gain 
deposits or when their loan demand falls off. But when 
banks with low excess reserves are hard pressed by cus
tomers for loans or when their deposits fall off, then their 
borrowing increases. Because many commercial banks 
traditionally are reluctant to go into debt, however, most 
of them do not borrow even then. Banks in small commu
nities are particularly reluctant to borrow. Rather than do 
so, they usually sell Government securities or wait for 
loans to mature or for deposits to rise. The larger city 
banks, on the other hand, often supplement their reserves 
by borrowing. Since these banks are responsible for the 
lion’s share of total member bank borrowing, the most 
comprehensive information available is for that group of 
banks. Our discussion, therefore, deals largely with them.

Thus far in 1956 in the Sixth District, two-thirds of the 
large banks in Atlanta, Birmingham, Chattanooga, Jack
sonville, Knoxville, Nashville, Miami, Mobile, New Or
leans, and Savannah have borrowed. Their borrowings 
from the Federal Reserve and other banks averaged 40 
million dollars each Wednesday during the year, slightly 
less than in the like period of 1955. In the nation such 
borrowing has been much higher this year than last. The 
lower-than-last-year rate of borrowing by banks in this
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Total borrowings by member banks in the nation are higher this 
year than in 1955, contrary to experience in the District.

District is partly attributable to a relatively slower loan 
expansion in the District than in the nation; in part it was 
because the District gained deposits and reserves from 
other areas.

When it was necessary for District banks to borrow, 
however, they relied more on discounting at the Federal 
Reserve than on borrowing from other banks, which was 
contrary to the national experience. To understand this 
difference requires a closer look at interbank borrowing.

Borrowing from Other Banks
When banks borrow from each other, they often bor
row for one business day. The usual procedure is to buy 
(borrow) “Federal funds,” that is, sums in excess of the 
legally required reserves that member banks maintain at 
the Federal Reserve Bank. Many banks prefer to fill their 
temporary needs by buying Federal funds rather than by 
using the Federal Reserve discount window or by selling 
their investments. By the same token, banks with excess 
reserves usually prefer to sell (lend) them to another bank 
rather than leave them idle or invest them.

The transfer of Federal funds between banks in the 
same city usually involves an exchange of checks, whereas 
a sale of Federal funds between member banks in different 
localities is commonly made through the Federal Reserve 
wire transfer service. The lending bank transfers funds 
to the borrower on one day, and the borrower usually re
turns it the next day. Sometimes, the transaction takes 
another form— the borrowing bank sells Treasury bills 
and repurchases them the next day from the lending bank.

Some banks that need Federal funds deal directly with 
the lending bank; others transact their business through 
a financial intermediary, who may or may not maintain a 
regular quotation on Federal funds. The rate for which 
such funds are bought or sold, however, is actually deter
mined by the supply and demand for them. If money is 
hard to get, the rate on Federal funds is typically at, or 
only slightly below, the Federal Reserve discount rate. 
Otherwise a bank would borrow from the Federal Reserve 
rather than buy Federal funds. Thus, during July, when 
banks were under considerable pressure for funds, the 
rate at which large volumes of Federal funds were traded 
dropped below the discount rate on only two business 
days. Of course, if banks anticipate shortages of reserves 
for several days they may choose to borrow from the Fed
eral Reserve, knowing that if the Federal funds rate 
declines sharply, the discount can be repaid by borrowing 
Federal funds.

Sums involved in Federal funds transactions are large; 
an individual bank would usually not find it worthwhile to 
buy or sell less than $500,000. For that reason only the 
larger banks, requiring big sums, usually buy funds.

Since the proportion of smaller banks is great in the 
Sixth District, there is less borrowing from other banks 
here than in some other areas. Evidently, most of this 
borrowing from other banks is in the form of Federal 
funds, although exact figures on Federal funds borrowing
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are not available, for either the District or the nation.
Borrowing by major Sixth District banks from other 

banks constitute about one-fourth of their total borrowings 
so far in 1956. And those banks that relied on both the 
Federal Reserve and other banks borrowed about equal 
amounts from each source.
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Sixth District banks rely more on borrowing from the Federal 
Reserve than they do on other banks.

Some District banks that borrowed also lent money 
to other banks. In late July, when many out-of-District 
institutions were pressed for funds and those in the Dis
trict had ample reserves, several large District banks sold 
considerable amounts of Federal funds. To avoid the legal 
limit on size of loans (sales of Federal funds) to a single 
borrower, some banks traded with several others rather 
than with one.

Since the District apparently has no regional market 
for Federal funds, there is little trading between institu
tions here. Typically, arrangements are made by wide trans
fer with correspondents or security dealers in New York.

Discounting at the Federal
For the larger major city banks in the District, the Federal 
Reserve was the principal source of funds this year, and 
for the majority of those that borrowed at all, it was the 
only source. Such borrowing was commonly collateraled 
by Government securities.

An examination of the loans, deposits, and investments 
of large city banks shows us why some borrowed and some 
did not. During May, for example, when discounts and 
advances at the Federal Reserve Bank of Atlanta were at 
a peak, a higher proportion of borrowing banks increased 
their loans and lost deposits than did nonborrowers. Loss 
of deposits was a more important cause of borrowing in 
less populated centers than in the big cities.

An alternative to borrowing Federal funds or to bor
rowing from the Federal Reserve is to sell short-term 
securities. Many banks have done this in 1956. Others 
have done this and borrowed too. During May, a greater 
percentage of borrowing than nonborrowing banks in small 
cities sold investments. In large cities, however, such was 
not the case, partly because the borrowing banks there 
held a larger portion of their investments in securities 
that could not be liquidated profitably at prevailing prices.

Sources of Borrowing and Bank Reserves
Bank borrowing, either from the Federal Reserve or 
from other banks, makes possible more lending or invest
ing by all banks. It does, however, make a difference 
where the banks borrow. When they go to the Federal 
Reserve for money, it increases the total amount that all 
banks combined can lend or invest. When one bank bor
rows from another, on the other hand, it does not add to 
the total reserves of the banking system; it merely involves 
transferring funds from banks that have plenty of re
serves to those that do not have enough and therefore leads 
to the most efficient utilization of bank reserves. One 
function of the Federal funds market is to distribute excess 
reserves among the thousands of member banks in the 
Reserve System.

To sum up, bank borrowing is an important mechanism 
for evening up pressures in the banking system. Since dis
counting at the Federal Reserve has become an increas
ingly significant aspect of monetary policy, analyses of 
bank borrowing are valuable in studies and discussions of 
the economic situation. Harry Brandt
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The Federal Reserve System is happy to welcome three 
new banks into membership during September. On Sep
tember 19, the Miami National Bank, Miami, Florida, 
opened for business. Its officers are Louis E . Goldman, 
President, and Daniel B . Hudson, Vice President and 
Cashier. Capital stock amounts to $900,000 and surplus 
to $900,000.

Another new member is the City National Bank of 
Coral Gables, Coral Gables, Florida, which opened for 
business September 26. Robert M . Altemus is President, 
R . Ernest Nitzsche is Vice President, and Allan T . 
Abess, J r ., is Cashier. It  has capital stock of $500,000 
and surplus of $200,000.

The First National Bank in Plant City, Plant City, 
Florida, a newly organized member bank, opened for 
business on September 28. Officers are J . T . Hayns- 
worth, President; Charles R . Westfall, Executive Vice 
President and Chief Executive Officer; and William M . 
Rickert, Cashier. Capital totals $300,000 and Surplus 
and Undivided Profits $100,020.

On September 1, the Peoples Trust and Savings Bank, 
Goodwater, Alabama, a nonmember bank, began to 
remit at par for checks drawn on it when received from 
the Federal Reserve Bank. Officers of the bank are Sim 
S. Wilbanks, President; Joseph F . Gilliland, Cashier; 
and Avanelle T . Peoples, Assistant Cashier. Capital 
stock amounts to $100,000 and surplus and undivided 
profits to $85,531.

On September 17, the Marietta Commercial Bank, 
Marietta, Georgia, a newly-organized, nonmember bank, 
opened for business and began to remit at par. Officers 
are C. G . Arant, President; James E . Berry, Vice Presi
dent; and Fred Hutchins, Cashier. Capital stock amounts 
to $200,000 and surplus and undivided profits to 
$ 1 0 0 ,0 0 0 .
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