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BANK lending to business during the last 
four quarters has been carried on under 

rapidly changing monetary and economic con
ditions, which have been reflected in changing 
interest rates charged on new business loans. 
The monetary and economic setting has ranged 
from the relative credit ease of the last quar
ter of 1958, when the economy was still re
covering from the 1957-58 recession, to the 
much-remarked "tight money" conditions, 
which emerged as the economy moved into a 
phase of vigorous expansion as 1959 pro
gressed. Although the steel strike which began 
July 15 slowed industrial production in the 
third quarter of 1959, business loans of week
ly reporting member banks both in the Dis
trict and in the nation continued to rise; 
money market rates and interest rates on busi
ness loans also continued their upward trend. 

The movement of interest rates charged by 
banks on new loans to business concerns is 
shown by data obtained from the Quarterly 
Interest Rate Survey conducted by the Fed
eral Reserve System. Selected banks report 
separately each business loan of $1,000 or 
more which was made during the first 15 days 
of March, June, September, and December. 
In the Twelfth District, interest rate data are 
reported by 24 bank offices in five major 
cities: San Francisco, Los Angeles, Portland, 
Seattle, and Salt Lake City. These reporting 
bank offices account for more than one-third 
of total business loans outstanding at Twelfth 
District banks. This article discusses interest 
rate data from the last four quarterly report
ing periods, December 1-15, 1958, through 
September 1-15, 1959. Beginning with the 
December reporting period, the inclusion of 
data on maturity of loans and the finer classi
fication of line of credit and non-line of credit 
loans have permitted a more broadly based 
and more detailed analysis of interest rates 
charged on new business loans than was pre-
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viously possible. Variation in seasonal factors 
during the four quarters is not considered to 
have significantly altered the trends shown by 
the data. 

During each of the last four quarterly re
porting periods, loans maturing within one 
year or less (short-term loans) accounted for 
more than 97 percent of the total number of 
loans reported and accounted for from 91 
percent to 97 percent of the total dollar vol
ume of reported loans. (See Chart 1). These 
figures may seem in sharp contrast to the find
ings of the Commercial and Industrial Loan 
Survey of October 1957, which showed that of 
the total business loans outstanding at Twelfth 
District member banks only 54.5 percent of 
the total number of loans and 61.1 percent 
of the total dollar volume were short-term 
loans. One explanation of the apparent con
flict is that although long-term loans (those 
maturing in over one year) are only a small 
percentage of new business loans made, their 
cumulative weight resulting from their longer 
maturity periods forms a much larger propor-
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Sou~e: "Quarterly Interest Rate Survey," Twelfth District. 
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tion of outstanding loans. This cumulative 
weight of long-term loans can also result in a 
sizeable difference between the average in
terest rate on outstanding loans and that on 
new loans. 

Chart 1 also illustrates another major char
acteristic by which new business loans made 
by Twelfth District reporting banks may be 
distinguished, i.e., loans that are made under 
a line of credit extended by the lending bank 
to the business borrower, and loans that are 
not made under a line of credit. During each 
of the last four quarterly reporting periods, 
business loans extended under a line of credit 
accounted for about five-sixths (from 82 per
cent to 86 percent) of the total dollar volume 
of reported loans, but only accounted for 
about one-half of the total number of reported 
loans, specifically, from 45 percent to 50 per
cent. Most big loans reported on the Quar
terly Interest Rate Survey by Twelfth District 
banks are extended under lines of credit; 
about 91 percent of the total dollar volume 
of loans of $200,000 or more and 87 percent 
of the total number of such loans were line 
of credit loans. 

The interest rate charged on a bank loan to 
a business borrower varies according to wheth
er the loan is short-term or long-term, and is 
a composite reflection of such additional fac
tors as size of loan, asset size of borrower, 
business of borrower, and type of collateral 
offered. Loans reported on the Interest Rate 
Survey by Twelfth District banks also show 
that, in general, lower interest rates are 
charged on business loans extended under a 
line of credit than on business loans which 
are not made under a line of credit. Since we 
have only limited data on the characteristics 
of the borrowers, and since these characteris
tics are probably associated with their having 
lines of credit, examination of size composi
tion of loans is a more meaningful classifica
tion. Data from reporting banks indicate that 
large loans account for a higher percentage of 
the total loans extended under a line of credit. 

Table 1 below shows the size composition 
and average interest rates of line of credit 
loans and non-line of credit loans made by 
reporting bank offices during September 1-15, 
1959. 

TABLE 1 

SHORT-TER PORTED BY 
TWELFTH DISTRICT BANKS 

Septem - 5 

%of %of 
Loan Size Dollar Number of 

(in thousands of dollars) Volume Loans 

Under $10 
Line of Credit 0.88 25.78 
Non-Line of Credit 6.72 57.12 

$10-99.9 
line of Credit 11.75 49.54 
Non-Line of Credit 28.89 36.87 

$100-199.9 
Line of Credit 8.91 10.05 
Non-Line of Credit 11.86 2.91 

$200 and over 
Line of Credit 78.46 14.63 
Non-Line of Credit 52.53 3.10 

$500 and over 
Line of Credit 60.92 6.23 
Non-line of Credit 33.38 0.91 

Total Dollar Volume 
(in thousonds of dollars! 

Line of Credit $371,841 
Non-Line of Credit 83,699 

Totol Number of Loans 
Line of Credit 2,618 
Non-line of Credit 2,647 

Average 
Interest 

Rate 

6.09 
6.25 

5.83 
5.85 

5.51 
5.69 

5.31 
5.26 

5.29 
5.23 

5.40 
5.54 

Interest rate survey data show that the dif
ference between the average interest rate 
charged on all short-term loans made under a 
line of credit and that charged on those not 
made under a line of credit narrowed pro
gressively from 0.55 percentage point in the 
December 1958 period to 0.14 percentage 
point in the September 1959 period, so that 
the difference between the two average rates 
diminished by 0.41 point over the four re
porting periods; four-fifths of this diminution 
occurred during the last two reporting pe
riods, i.e., June and September. In the June 
1959 and September 1959 reporting periods, 
the average interest rates charged on line of 155 

November 1959



Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

156 

FEDERAL RESERVE BANK OF SAN FRANCISCO 

credit loans in the "$200 thousand and over" 
and the "$500 thousand and over" size cate
gories were higher than those on non-line of 
credit loans; whereas in the December 1958 
and March 1959 reporting periods, the aver
age interest rates on line of credit loans were 
lower than those of non-line of credit loans in 
all loan size categories shown in Table 1. In 
this connection, it may be mentioned that it is 
common practice of leading Twelfth District 
bank offices to tie the rate of interest charged 
on line of credit loans to the prime rate, which 
is the rate charged large business concerns 
with the best credit ratings; hence the interest 
rate on line of credit loans is significantly in
fluenced by changes in the prime rate. The 
prime rate increased in mid-May from 4 per
cent to 41;2 percent, and increased in early 
September to 5 percent. It is therefore not 
surprising that interest rates on line of credit 
loans were sharply higher in June and Septem
ber reporting periods, and that average inter
est rates charged on the largest loans were 
higher for line of credit loans than for non
line of credit loans in these two periods. 

The ratio of line of credit loans to total 
loans reported, from the standpoint of dollar 
volume and number of loans, remained rela
tively steady during the first three quarters 
considered, but showed some change during 
the September 1959 reporting period, when 
the proportion of line of credit loans fell by 
dollar volume, but rose by number. 

The rise in interest rates 
The upward trend in interest rates during 

the four quarters is also shown by the follow
ing table of average interest rates by major 
maturity categories. 

It is interesting to note that in the Septem
ber 1-15 reporting period the average interest 
rate on short-term loans (one year or under) 
was higher than that on long-term loans, thus 
reversing the usual pattern. The pressure of 
demand on the short-term money market is 
reflected in the relatively sharp rise in short-

TABLE2 

AVERAO RATES, 
ALL LOAN SIZES 

Maturity Period• Reportlnl Period 

Oec. 1-15, Mar. 1-15, June 1-15, Sept.1·15, 
1958 1959 1959 1959 

Demand 4.92 5.06 5.17 5.47 
1 month 4.71 4.78 5.03 5.57 
3 months 4.64 4.61 4.93 5.36 
6 months 4.94 4.92 5.29 5.33 
Over 6 months 

to 1 year 4.76 5.44 5.31 5.52 

All loans, 1 year 
or less 4.78 4.82 5.00 5.52 

All loans over 
1 year 5.08 5.22 5.10 5.28 

• Estimate based on a cut-ofl date of the 25th of the month. 

term interest rates from the December 1958 
reporting period to the September 1959 re
porting period; during this time, the average 
interest rate on short-term loans rose 0.7 4 
percentage point, while the average interest 
rate on long-term loans rose 0.20 percentage 
point. 

The rising cost of business borrowing dur
ing the four quarters considered is reflected in 
rising interest rates by size of loan as well as 
by maturity category. The following table 
shows the change in interest rates from De
cember 1958 to September 1959. 

If business concerns borrowing $200 thou
sand or more per loan are considered to be 

TABLE 3 
INTEREST RA 

Loan Size 
(in thousands 

of do llars) 

Under $10 
$10-99.9 
$100-199.9 
$200 and over 

$500 and over 

All sizes 

Dec. 1·15, 
1958 
5.77 
5.34 
4.92 
4.68 
4.64 
4.80 

-TERM LOANS 

Average Interest Rates 

Mar.1·15, June 1·15, Sept.1-15, 
1959 1959 1959 

5.88 5.96 6.19 
5.39 5.57 5.84 
5.06 5.25 5.55 
4.64 
4.60 
4.83 

4.91 
4.87 
5.05 

5.31 
5.27 
5.42 
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"large" borrowers, the above data show that 
interest rates charged on business loans to 
large borrowers during the March reporting 
period fell below December levels while inter
est rates on loans to small and medium-sized 
borrowers rose slightly. However, most of the 
interest rate increase during the four quarters 
was concentrated in the interval between the 
March 1-15 and September 1-15 reporting 
periods; during the March-September inter
val, the rise in average interest rates was 
greater for business loans to large borrowers 
than to small and medium-sized borrowers, 
in terms of absolute increase in percentage 
points as well as relative increase. 

How well small and medium-sized borrow
ers fared relative to big borrowers depends 
not only upon the interest rates charged, but 
also upon whether they were granted needed 
bank credit. The table below shows the per
centages of total dollar volume and of total 
number of loans extended to given loan size 
categories. 

From the table below, it is clear that as de
mand became greater relative to available 
funds, there occurred some shift of lending 
into large loans (those of $200 thousand or 
more) from the standpoint of both percent
age of total dollar volume and of total num
ber of loans. However, since both the dollar 
volume and number of loans extended in
creased, small and medium-sized borrowers 
were not receiving a smaller dollar amount of 

credit. For example, while the percentage of 
total dollar volume extended in loans of under 
$10 thousand fell from 2. 3 3 percent in March 
to 1.87 percent in September, the actual dol
lar amount of these loans rose from $8,671 
thousand in March to $9,007 thousand in 
September; similarly, the total dollar percent
age of loans of $10-99.9 thousand fell from 
16.71 percent to 14.40 percent, while the ac
tual dollar amount loaned rose from $62,322 
thousand in March to $69,534 thousand in 
September. The actual number of loans ex
tended in the under $10 thousand category 
fell very slightly from March to September, 
while the number of loans extended in the 
$10-99.9 thousand loan size category was 
higher in the September period than in the 
March period. 

The mounting demand for available bank 
funds, as reflected in higher interest rates on 
business loans, can be clearly seen in Table 5. 

Table 5 shows that one-half of the dollar 
volume of all short-term business loans re
ported in March carried interest rates of less 
than 5 percent, compared with a negligible 
proportion in September; in September the 
great bulk of loans was made at rates of 5 
percent or over, but less than 6 percent, while 
a full quarter of the dollar amount was loaned 
at rates of 6 percent and over. 

The rise in interest rates on bank loans to 
business borrowers was not a singular mone-

TABLE4 

DISTRIBUTION OF DOLLAR VOL MBER OF LOANS., 8Y LOAN SIZE 

% of total dollar volume % of total number of loans 
loan Size 

(In thousands Total dollar volume 
of dollars) Mar. 1·15, Sept. 1-15, Mar. 1·15, Sept. 1-15, (in thousands of dollars) 

1959 1959 1959 1959 

Under $10 2.33 1.87 45.31 41.36 March 1-15, 1959 $309,953 

$10-99.9 16.71 14.40 42.43 43.04 September 1-1 5, 1959 394,942 

$100-199.9 8.65 9.15 5.16 6.43 Total number of loans 
$200 and over 72.32 74.58 7.10 9.17 March 1-15,1959 2,285 

$500 and over 57.61 56.92 3.21 3.80 September 1-15, 1959 2,737 
157 
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TABLE 5 

D N 
OF SHORT-TERM BUSINESS LOANS 

BY INTEREST RATE CATEGORY 
(In Pereent of Dollar Volume) 

Interest Rate Category Reporting Period 

March 1-15, Sept. 1-15, 
1959 1959 

Less than 4% % 34.1 0.5 
4% % or over, but less 

than 5% 16.1 3.9 
5% or over, but less 

than 6% 40.4 70.2 
6% or over 9.4 25.4 

Total 100.0 100.0 

tary phenomenon, but occurred in conjunc
tion with a general rise in money market rates, 
accompanied by an increase in the discount 
rate, as shown in the table below. 

It is interesting to note that during this pe
riod, other money rates increased appreciably 
more than did the average interest rate 
charged on short-term business loans made by 
Twelfth District banks. The average interest 
rate on bank loans to business increased by 
0.59 percentage point, while, at the same time, 
the discount rate and the prime rate each rose 
by a full percentage point, the rate on new 
Treasury bills rose 1.19 percentage points, 

TABLE 6 
CHANGES I L 

RATES, MARCH 1959-S 

March September 
1959 1959 

Average Interest rate on T short-term business loans 
by Twelfth Distrid banks, 
all loan sizes• 14.83 5.42 

Discount rate 3 .00b 4.ooc 

Prime rate 4.00 s .ood 

Rate on new 91-day 
Treasury bills 2.85 4.04 

Rate on prime 4-6 month 
commercial paper 3.35 4.63 

a New l?ans reported during fi rst 1 S days of the month. 
b Effecf.! ve March 12, Twelfth District; raised from 2 J4 percent. 
~ Effec~ve September 11, Twelfth District. 
d E ffective September 1, New York City banks. 

and the rate which large corporations had to 
pay to place their commercial paper rose 1.28 
percentage points. 

The national picture, in keeping with the 
District pattern, was one of rising demand for 
funds, as the economy hit its stride in a vig
orous expansion. The gross national product, 
which stood at a seasonally adjusted annual 
rate of $457 billion in the fourth quarter of 
1958, rose to a rate of $485 billion in the sec
ond quarter of 1959, but dropped to $479 
billion in the third quarter under the adverse 
effects of the steel strike. The index of indus
trial production climbed from 144 in Decem
ber 1958 to a high of 155 in June 1959, al
though it fell in the third quarter due to the 
steel strike, and was at 149 in September. 
Consumer credit outstanding increased $4.9 
billion during the period December 19 58 
through September 1959. Loans at weekly 
reporting member banks rose $11.7 billion 
during the December 1958-September 1959 
period. Swelling the ranks of borrowers in the 
money and capital markets were large secur
ity issues by state and local governments to 
cover the cost of new schools and other facili
ties needed for expanding communities and 
major Treasury issues to replace maturing is
sues outstanding and to cover the $12.4 bil
lion deficit of fiscal 1959. Another factor 
which appears to have reinforced the upward 
trend in interest rates was the apparent diffi
culty in further increasing the transactions 
velocity of the active money supply, as meas
ured by turnover of demand deposits. The 
transactions velocity, after rising almost stead
ily since World War II, thus enabling the 
available money supply to do more work, 
leveled off from April through September, a 
period of rapidly rising interest rates. In view 
of the rising credit demands of consumers and 
corporations, state and local governments, 
and the Federal Government, the rising trend 
in interest rates during the December 1958-
September 1959 period seems the natural out
come. 
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