
Somewhat Less iase" 
(Financial Review)

In the first half of 1963, the nation’s eco
nomic posture im proved but its balance of 

payments position did not. The m onetary au
thorities, through their influence on bank re
serves and money m arket rates, consequently 
were enabled by the economic expansion to 
direct greater efforts toward the improvement 
of the balance of paym ents— specifically, to
ward the minimization of short-term  capital 
outflows resulting from  higher interest rates 
in other countries. This developm ent reached 
a climax in mid-July. A t that time the Federal 
Reserve Banks raised from  3 percent to 3 Vi 
percent the rate charged for loans m ade to 
m em ber banks, and thereby brought to a close 
the postw ar era’s longest (three-year) period 
of stability in the discount rate. A t the same 
time, the Federal Reserve Board raised to 4 
percent the maximum permissible rate mem
ber banks may pay on time deposits and cer
tificates with maturities from  90 days to 1 
year.

New world of 3 V2 percent
The gradual strengthening of credit de

mands and the slight shifting of monetary pol
icy provided the environm ent for this new 
world of 3V2 percent. During the first half of 
1963, the pressure on the reserve position of 
member banks increased, as a result of what 
was officially characterized as “a move to 
somewhat less ease.” The net free reserve 
position of all m em ber banks (tha t is, excess 
reserves less borrowings from  the Federal 
Reserve B anks) fell during the period from 
about $400 million, the level which had ob
tained throughout m ost of 1962, to a June 
figure of $140 million, the lowest level in 
three years. The decline was most evident at 
reserve city banks, which since November 
have had net borrowed reserves (that is, larger 
borrowings from the Federal Reserve Banks

Free reserve position narrows as ex
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than excess reserves). A  decline in excess 
reserves, as well as a sharp increase in bor
rowing from the Federal Reserve Banks in 
June, contributed to about an $80 million 
decrease nationally in the average level of 
free reserves between the first and second 
quarters of the year.

The course of interest rates was generally 
upward throughout the six-month period, al
though m ost of the increase occurred in May 
and June as a consequence of tightening 
money m arket conditions. The rate of increase 
varied considerably by type of security and by 
maturity. The m arket yield on 91-day Treas
ury bills, which had risen from  2.75 percent 
in O ctober to 2.91 percent in January, held 
near that level until the second half of May. 
At that point the bill rate started to climb, 
and in the June 7 auction, the yield reached 
the 3 percent level for the first time in three 
years. In July, the Treasury refrained from 
augmenting the auction bill volume above 
that of m aturing bills, as it had done in 
earlier months, but yields nonetheless contin
ued upw ard to 3.25 percent. The longer m a
turities of bills moved up in concert with the 113
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91-day bill rate, and yields on other money 
m arket instrum ents also sought higher levels.

R eturns on interm ediate- and long-term  
Treasury issues registered increases, but the 
gains were concentrated in the A pril-June 
quarter and were of sm aller m agnitude than 
the increases recorded for short-term  issues. 
In  June, yields on Treasury notes and bonds 
in the 3-to-5-year m aturity range averaged 
3.67 percent, while yields on long-term  Treas
ury bonds averaged 4 .00 percent. (These fig
ures were 2 0  and 11  basis points, respectively, 
above their January levels.) Yields on top- 
quality State and local issues, which had re
turned 2.95 percent in January and had risen 
only two basis points through M arch, there
after recorded a sharp upw ard m ovement—  
to 3.08 percent in June— as congestion in the 
municipals m arket in the latter weeks of the 
quarter pushed dealer inventories to record 
levels.

More money available
The money supply, although rising at a 

slower pace than  in the closing m onths of
1962, increased at an annual rate of 2 V2 per
cent in the January-June period. This increase 
was substantially greater than the 1 V2 percent 
rate recorded in 1962 as a whole. Tim e and 
savings deposits meanwhile continued to pour 
into comm ercial banks at a rapid rate. These 
deposits expanded at a 14 percent annual rate 
in the first half of 1963— a rate substantially 
above the increases of recent years, except for 
the extraordinary 2 0  percent growth rate re
corded in January-June 1962.

Com m ercial bank credit increased $4.6 
billion in the first half of 1963— slightly less 
than  in the first half of 1962— but the com 
ponents of the total showed divergent m ove
ments. Total loans (less those to domestic 
comm ercial b anks) rose $4.2 billion, but only 
the large tax-connected borrowing in June 
perm itted the dollar increase to exceed that 
recorded in the first half of 1962. Meanwhile, 

1 1 4  a substantial reshuffling of investment port

folios occurred, with bank holdings of United 
States Governm ent securities declining $2.9 
billion, and holdings of o ther securities 
(chiefly State and local governm ent obliga
tions) increasing $3.3 billion. This half-year 
gain in other securities was greater than  that 
recorded in any full year prior to 1962; hold
ings of such securities, in fact, have increased 
by roughly 50 percent just since the cyclical 
trough of early 1961.

On a national level, bank lending in the first 
half of 1963 was dom inated by real estate and 
consum er loan transactions. Activity in both 
categories expanded steadily throughout the 
six-month period, approxim ating the substan
tial rate of expansion experienced in the com 
parable period of 1962. Business loan activity 
expanded following a seasonal first-quarter 
decline; borrowing in the tax and dividend 
weeks of m id-June was about the same as in 
the corresponding weeks of the two preceding 
years.

Less ease in District
In  the Twelfth D istrict, “som ewhat less 

ease” m eant tighter reserve positions for re
serve city banks. In  all m onths of the period 
except January and April, these banks were 
in a net borrowed reserve position— that is, 
their borrowings from  the Federal Reserve 
Bank exceeded their excess reserves (daily 
average basis). The volume of borrowing 
was heaviest in the last two m onths of the 
period, both in dollar am ount and in the num 
ber of banks using the discount window.

Except for the first m onth and a half of
1963, however, D istrict banks rem ained con
sistent net sellers of Federal funds. (Federal 
funds transactions are carried out with re 
serves which are on deposit w ith a Federal 
Reserve Bank; m em ber banks can lend these 
reserves to o ther banks tha t need funds to 
meet their required reserves, but the interest 
rate charged on such transactions seldom ex
ceeds the discount rate at which m em ber 
banks can borrow  from  the Federal Reserve
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Banks.) Nonetheless, the m argin of sales (i.e., 
loans) over purchases (i.e., borrowings) nar
rowed in M ay and early June, partly because 
of direct pressure on reserves and partly be
cause some banks switched their surplus funds 
from the Federal funds m arket into Treasury 
bills as the relative attractiveness of Treasury 
bill yields increased.

Despite the gradually increasing pressure 
on reserves, weekly reporting m em ber banks 
in the D istrict1 recorded a 2.7 percent increase 
in bank credit during the January-June pe
riod. This increase m atched the gain m ade 
by District banks in the com parable period of 
1962, and was substantially greater than the 
1963 gain attained by m em ber banks nation
ally. In the District as in the nation, loans 
rather than investments provided the main 
support for the credit expansion of recent 
months. Loan dem and was stronger at Dis
trict m em ber banks, however, as can be seen 
not only from  the com parison of rates of in
crease in outstanding loans— 5.4 percent for 
the D istrict and 2.9 percent for the nation—  
but also from the fact that the D istrict (unlike 
the nation) recorded a net liquidation in total 
security holdings in order to support the ex
panded loan volume.

Business loan demand, although stronger 
than in the first half of 1962, was not so strong 
as was the dem and from  other sectors. In fact, 
the latest survey of interest rates at 23 lead
ing District banks fails to  provide conclusive 
evidence of upw ard pressures on the cost of 
business borrowing. The average rate on 
short-term  business loans m ade by District 
banks in the first half of June, although above 
the M arch level, was no higher than the June- 
1962 level, and the average rate on term  loans 
to business was actually below the rate pre
vailing in the first quarter of this year. On the 
o ther hand, only 27 percent of the total dollar 
volume of loans made during the recent sur-
•This discussion is based on data for weekly reporting member 
banks, since more detailed information is available on a current 
basis for these banks than for all member banks. Weekly report
ing banks— in the District as in the nation— hold about 90 per
cent of the total assets of all member banks.

Stron g  loan  d e m an d  dominates Dis
trict bank credit picture.
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vey period carried the prim e rate— the rate 
charged business borrowers with the highest 
credit rating —  whereas the corresponding 
percentages were 37 percent in M arch 1963 
and 45 percent in June 1962.

Drive for higher earnings
The loan expansion in the first half of 1963 

came predom inantly from the real estate and 
consum er sectors. M ortgage loans alone ac
counted for $381 million of the $986 million 
increase in loan portfolios of District banks, 
on the basis of an unseasonal first-quarter in
crease as well as continued strength in the 
April-June quarter. The banks actively sought 
mortgages throughout this periood, despite a 
slowdown in the rate of expansion of savings 
and time deposits, in a continuing effort to 
obtain higher earning assets as an offset to in
creased time deposit costs. By midyear, the 
dollar volume of the banks’ real estate loans 
was equal to 41 percent of their total time and 
savings deposits— slightly above the year-ago 
level but still below the 48 percent ratio pre 115
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M o r t g a g e ,  co n su m e r  demand stim
ulates loan expansion.
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vailing at the peak of the last business cycle 
in June 1960. The high rate of automobile 
sales meanwhile accounted for the predom i
nant share of an $185 million increase in the 
“other loan” category.

District banks reduced their investment 
holdings $233 million in the January-June 
period, but their holdings of municipals and 
other tax-exem pt securities actually increased, 
although not so rapidly as in the nation as a 
whole. This increase, like the increase in 
mortgage and consum er loans, reflected the 
intensive search for higher earnings to offset 
the expense of the large inflow of interest- 
bearing deposits. To obtain even more funds 
for such high-earning uses, D istrict banks 
during recent months also liquidated Treasury 
securities at a greater rate than did banks 
nationally.

During the January-June period, District 
bank portfolios of Governm ent securities 
showed a shift out of short-term  Treasury 
issues into securities with maturities of 5 years 
or over. This shift gave support to Treasury 
debt-lengthening activities, as banks partici
pated rather heavily in February’s exchange 
offering, M arch’s advance refunding, and 
June’s cash offering of 7-year bonds. The first-

quarter net reduction in securities m aturing 
within 1-5 years was largely offset in the suc
ceeding three-m onth period, but the decline 
in holdings of securities of even shorter m a
turities continued into the second quarter.

A net expansion of total deposits occurred 
during the January-June period, with a 7 per
cent increase in time and savings deposits off
setting a seasonal 6  percent decline in dem and 
deposits adjusted .1 The reduction in dem and 
deposits was less than the 8  percent decrease 
recorded in the corresponding period of 1962, 
and was also less than the percentage decline 
registered by weekly reporting m em ber banks 
nationally.

Slowdown in savings?
The increase in savings deposits at District 

banks in the first half of 1963 was $411 mil
lion— a 3.4 percent expansion com pared with 
a record rate of 6 . 1  percent in the first six 
months of 1962. Both the first and second 
quarter gains were considerably below those 
recorded in the corresponding periods of 
1962; in fact, the net dollar increase in the 
second quarter was the lowest quarterly gain 
since the third quarter of 1960. The net with
drawal of $110 million in savings in April, 
concentrated around the personal income tax 
paym ent date, suggests a tendency toward 
somewhat greater volatility in District savings 
deposits. M oreover, the m uch greater deposit 
growth recorded by savings and loan associa
tions reflects the influence of the significant 
differential between the rates paid by such in
stitutions, particularly in California, and the 
rates paid by District banks.

In contrast to regular savings deposits, 
other time deposits of individuals, partner
ships, and corporations expanded at a higher 
rate in the first half of this year than in 1962. 
Some of the additional deposits attracted re
cently were in the form  of negotiable time 
certificates, a form of deposit that has become

’ Total deposits, less U nited States Governm ent deposits and de
posits of domestic commercial banks, and less cash item s in the 
process of collection.
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S ELE C T ED  BALANCE SH EET  ITEM S OF W EEK LY  REP«
IN LEADING C IT IE S

(in millions of dollars)

IRTING M EM BER BANKS

TWELFTH DISTRICT UNITED STATES
Outstandings Net Change Outstandings Net Change

1st Half 1st Half 1st Half 1st Half 1st Half
June 26, 1963 1963 1962 June 26, 1963 1962

1963 Dollars Percent Percent 1963 Percent Percent

Assets
Loans adjusted and investments 28,780 + 753 +  2.7 +  2.7 133,116 +  2.4 +  1 5
Loans adjusted1 19,403 + 986 +  5.4 +  4.9 84,693 +  2.9 +  1.8

Commercial and industrial 6,321 + 90 +  1.4 +  0.6 35,559 +  1.1 +  1 3
Real estate 6,687 + 381 +  6.0 +  6.5 16,771 +  8.2 +  6.5
Agriculture 977 + 85 +  9.5 +  18.5 1,533 +  0.3 +  8.9
N on-bank financial 1,224 + 204 +  20.0 —  1.6 7,292 +  4.0 —  1.6
Security 348 + 36 +  11.5 +  2.3 5,694 —  2.1 — 18.7
Foreign banks 217 + 9 +  4.3 +  3.3 728 +  12.0 +  14.0
Other (mainly consumer) 3,968 + 212 +  5.6 +  9.4 19,055 +  3.7 +  5.9

U. S. Government securities 6,067 — 419 —  6.5 —  7.4 30,377 —  4.5 —  5.3
Other securities 3,310 + 186 +  6.0 +  16.9 18,046 +  14.1 +  18.4

Liabilities
Demand deposits adjusted 1 1,755 — 749 —  6.0 —  8.0 62,010 —  6.4 —  7.3
Total time and savings deposits 16,158 +  1,026 +  6.8 +  9.3 54,856 +  9.7 +  13.5

Savings deposits 12,541 + 411 +  3.4 +  6.1 36,355 +  4.7 +  8.2

1 Exclusive of loans to domestic commercial banks and after deductions of valuation reserves; individual loan items are shown gross. 
Source: Board of Governors of the Federal Reserve System and Federal Reserve Bank of San Francisco.

increasingly popular in the D istrict as the na
tional secondary m arket for such certificates 
has expanded. This popularity may now in
crease even further, in view of the recent 
(July 17) revision of Regulation Q. The revi
sion, which increased the maxim um  perm is
sible rates of interest payable on time deposits 
and certificates with m aturities of 90 days to 
one year, gave banks m ore leeway to m aintain 
rates competitive with those currently pre
vailing on Treasury bills and commercial and 
finance com pany paper.

Lower liquidity, higher earnings
By the end of June 1963, the ratio of loans 

to deposits1 at weekly reporting member 
banks had climbed to 65.0 percent. This ratio 
was two points above the ratio in Decem ber
1962 and just under the record high of 65.2 
percent prevailing at the Ju n e -1960 business 
cycle peak. The recent reduction in bank 
liquidity should be viewed in the light of the 
notable shift in the com position of District 
bank assets and liabilities which occurred be

1 Total loans, less loans to banks, as a  percent of total deposits, 
adjusted to exclude cash item s in the process of collection.

tween 1960 and 1963. F o r example, time and 
savings deposits constituted 45 percent of to 
tal deposits in m id-1960, but 51 percent of 
the total in m id-1963. This shift in favor of 
the type of deposits that generally experience 
few severe declines decreased the likelihood 
of deposit fluctuations which might impinge 
on loan commitments. M oreover, the June-
1963 ratio of real estate mortgages to time 
and savings deposits was actually below the 
1960 level, in spite of the large dollar increase 
in this type of financing during the last year 
and a half. This situation, along with the con
tinued stability in the ratio of real estate loans 
to total loans, suggests tha t D istrict banks 
have not increased their longer term  loan 
commitments disproportionately.

A nother gauge of bank liquidity provides 
less encouraging news. This measure, the ra
tio of United States G overnm ent securities 
m aturing within one year to total deposits 
(less cash items in the process of collection), 
fell substantially in the first 6  months of 1963, 
from  7.2 to 4.6 percent; nevertheless, it re
m ained above the postw ar low of 1.3 percent 
reached in June 1960. 117
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On balance, m em ber banks in the Twelfth 
District could review their perform ance in the 
first six m onths of 1963 with some satisfac
tion, since earnings for the period were gen
erally above year-ago levels. This was a re
versal of the depressed-earnings situation of 
early 1962, when bank expenses rose under 
the pressure of a rising volume of time and 
savings deposits and a rising level of interest 
rates paid on such deposits. The intensive 
efforts undertaken at that time by District 
banks to adjust loan and investment portfolios 
tow ard higher earning assets appear now to 
have succeeded in offsetting the sharp in
crease of operating costs.

Savings and loan shifts
Savings and loan associations in the Dis

trict recorded a very impressive 13 percent 
gain in savings shares over the year-ago level; 
the increase exceeded even the previous rec
ord of 1 0  percent established in the first half 
of 1962. In  dollar term s, the increase was 
about five times as great as the banks’ expan
sion in savings deposits, and twice as great as 
the banks’ increase in total time and savings 
deposits. The volume of outstanding mortgage 
loans held by D istrict savings and loan asso
ciations also increased at a somewhat higher 
rate than in the first half of 1962, although 
com petition for mortgages intensified during 
the period and brought about some downward 
pressure on mortgage rates.

The expansion in savings and loan associa
tions’ mortgage holdings even exceeded the 
net increase in their acquisitions of funds dur
ing the first six months of 1963. Loan com m it

ments, m oreover, rem ained well above the 
volume of com m itm ents incurred during the 
first half of last year. Because of this situation, 
and despite the record savings inflow, ad
vances from  the Federal Hom e Loan Bank 
and other borrowings by D istrict savings and 
loan associations rose in the first six m onths 
of 1963 above the com parable m onths of 
1962.

Contrary to the recent national trend to 
w ard lower dividend rates by savings and loan 
associations— a move urged by the Federal 
Home Loan B ank B oard— some associations 
in the D istrict raised their rates effective in 
July. These conflicting pressures consequently 
created a perplexing rate structure in the Dis
trict, particularly in California: several Los 
Angeles associations m oved up to 4.85 per
cent; San Diego associations generally re
duced their rates to 4.50 percent from  4.80 
percent, and San Francisco Bay A rea institu
tions announced rates of 4.50 percent, 4.80 
percent, and 4.85 percent. A  num ber of the 
associations stated that lower returns on m ort
gage loans were the basis for rate reductions, 
while other associations referred to the strong 
dem and for mortgage loans as the reason for 
rate increases. Still o ther associations posted 
higher rates “to rem ain com petitive.”

Regardless of these cross-currents in rates, 
the recent experience of all savings institutions 
suggested that the D istrict was producing— as 
well as attracting from  outside— an abun
dance of savings to help meet the capital re
quirem ents of the rapidly-growing W estern 
economy.
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