
I n t e r e s t  R a t e s  D i p  

A s  B u s i n e s s  L e n d i n g  S l o w s

Business customers of large commercial banks in 
the Sixth District on average paid slightly lower 
rates in May than three months earlier. The aver
age interest rate for all types and sizes of busi
nesses was 6.02 percent, compared with 6.19 per
cent in February 1967. This slight decline fol
lowed a steady rise in rates extending back to
1965.

Rates charged on money borrowed by busi
nesses, individuals, or governments depend on a 
great many factors. High on the list of judging 
an applicant is the risk that his loan will not be 
repaid. The general credit standing of the busi
ness borrower, the type of collateral backing the 
loan, and the purpose and term of the loan are 
important factors explaining differences in rates 
paid by borrowers. In addition, the interest rate 
charged by banks, like most other prices, depends 
on the general demand and supply situation in 
credit markets. When banks run short of funds 
but customer loan demand stays high, they 
usually tend to hike their rates. When banks have 
ample funds and the demand for loans is weak, 
rates tend to ease off.

The latter situation contributed to the drop 
in rates during the first quarter. The decline coin
cided with a moderate weakening in loan demand, 
as businessmen cut back on the rate at which they 
were adding to their inventories. They also 
needed less money for tax payments than earlier 
in the year. At the same time, banks had more 
funds to lend, as the Federal Reserve System 
continued to make reserves available to the bank
ing system. As the chart on total loans to busi
ness firms by large commercial banks in the Sixth

Bank Rates on Short-Term Business Loans
(Percent per annum )

February
1967

M ay
1967

S ize  of loan
$1,000-9,999 ......................... .............. 6.61 6.49
$10,000-99,999 ...................... .............. 6.39 6.30
$100,000-499,999 .................. .............. 6.15 6.00
$500,000-999,999 .................. .............. 6.04 5.69
$100,000,000 and over . . . . .............. 5.94 5.83
All s iz e s  ............................. .............. 6.19 6.02

Based  on loans of $1,000 or m ore m ade to b u s in e s se s  d u r in g  
the first 15 days of the month.

Business Loans 
At Large Commercial Banks

S ix th  D istrict

District shows, loan demand remained fairly 
brisk, however, and the decline in rates was 
moderate.

Information on rates charged on business loans 
is now developed from the reports of 24 large 
commercial banks in the Sixth District. The 
banks report the amount, interest rate, and 
maturity of all business loans that go on their 
books during the first 15 days of February, May, 
August, and November. The banks included in 
the series represent the most prominent business 
lenders in the District. Prior to February of this 
year, the information was based on reports from 
banks in Atlanta and New Orleans only.

Large loans tend to carry lower interest rates 
than small loans since the size of the loan is re
lated to the size of the business and consequently 
to its financial standing. That is, large firms with 
established credit standing account for much of 
the large-loan volume. For example, the rate on 
loans of over $1 million averaged 5.83 percent in 
May, whereas the rate on the smallest size group, 
$1,000-10,000 averaged 6.49.

Contrary to the general impression, interest 
rates on business loans at the larger banks in 
the Southeast are lower than in most areas of 
the country. In May the southeastern average 
was fractionally less than at reporting banks in 
the nation as a whole after account is taken of 
the size of loan. Banks in only two of the six 
areas reported lower average rates.
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