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Need Money?
A s the boom continued, the nation’s credit 

markets exhibited a vigorous amount 
of activity during the first quarter of 1966. 
The business sector again accounted for the 
bulk of these credit demands, as the bond mar
ket witnessed a record amount of first-quarter 
borrowings and the commercial banks experi
enced heavy business demands for bank 
credit. State and local governments also in
creased the volume of their debt to near
record proportions. Consumers added heavily 
to their borrowings but they also stepped up 
the volume of repayments, so outstanding con
sumer debt grew at a slower pace than hereto
fore. For its part, the Federal Government 
covered its cash deficit largely by drawing on 
its operating balances.

Monetary policy moved further in the direc
tion of firmness during the quarter, against a 
backdrop of continued strong credit demands 
and mounting pressures on the price level. As 
member commercial banks moved to meet 
these credit demands in the face of a slow
down in their deposit growth, they increased 
their borrowings from the Federal Reserve 
System by $17 million to a $477-million av
erage during the quarter (and to $551 mil
lion in March). Banks’ excess reserves de
clined, and their net borrowed reserves rose 
by $67 million to $134 million for the quar
ter (and to $250 million in M arch).

Admittedly, reserve positions were tighter 
in earlier periods of monetary stringency, but 
the situation nonetheless in early 1966 was 
quite tight, as evidenced by a decline in com- 
mercial-bank liquidity to a postwar low. 
Moreover, the nation’s money supply in
creased during the quarter only at a 4-percent 
annual rate—somewhat below the average 
1965 growth.

Most obvious symptom
104 The most obvious symptom of tightness was

the rising level of interest rates. Some yields 
reached postwar highs during the quarter, al
though the yield pattern became somewhat 
mixed during the latter part of the period. A 
number of factors were involved in this shift
ing pattern— the record volume of corporate, 
municipal, and agency offerings, the budget 
uncertainties created by the Vietnam war, and 
the possibility of a tax increase to offset 
mounting price pressures.

Yields on top-rated corporate issues rose 
26 basis points, to a record 4.99 percent by 
the end of the quarter, as the market at
tempted to absorb a record $4.4 billion in cor
porate debt offerings. The mortgage market 
also firmed, as yields on conventional and 
government-backed mortgages reached three- 
year highs. This development primarily re
flected the continued reduced flow of savings 
into mortgage-lending institutions and the 
continued strength of competing credit de
mands, rather than any increase in demand 
for mortgages.

At the short end of the maturity range, 
commercial paper rates increased rapidly to 
5.25 percent by the end of March. But the 
Treasury 90-day bill rate, after rising sharply 
around the turn of the year, drifted down from 
4.66 percent to 4.50 percent between mid- 
February and late March. Yields on a wide 
range of other debt instruments behaved sim
ilarly, with sharp rises in early 1966 being 
followed by some retreat thereafter.

In the tax-exempt market, firmer prices and 
easing yields developed after the withdrawal 
of a $400-million New Jersey turnpike issue. 
In the bill market, easing yields were attribut
able to the expectation of higher tax receipts 
arising out of the business boom or possible 
tax increases. The decline in the yield on 
Treasury bills occurred in the face of heavy 
liquidation of bills by commercial banks, and

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

May 1966



May 1966 MONTHLY REVIEW

Monetary tightness seen in rising level of interest rates 
some yields reach all-time highs in first-quarter 1966
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also in the face of an early-March increase 
in the prime rate, which the market apparently 
discounted in advance.

Banks’ pivotal position
Commercial banks continued to occupy 

a pivotal position in the credit markets during 
early 1966, with a $5.9-billion increase in 
total bank credit (seasonally adjusted). This 
increase, however, fell somewhat short of 
the average 1965 pace of credit expansion, 
despite the substantial strength of business 
borrowing needs. Mortgage lending increased

at about the 1965 pace, with a $1.1 billion 
increase, but slower growth occurred in con
sumer loans, security loans, and especially 
in municipal and agency issues, for a com
bined increase of $1.4 billion. But most im
portant, banks reduced their holdings of U. S. 
Government securities (especially bills) by 
$2 billion— or about two-thirds of the entire 
1965 reduction.

The liquidation of securities was made nec
essary by banks’ efforts to accommodate the 
rapid pace of business credit demands. The 
$3.4-billion increase in business loans (a 20- 105

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

May 1966



FEDERAL RESERVE BANK OF SAN F R A N C IS C O

percent annual growth rate) roughly matched 
the early-1965 pace of expansion despite the 
absence of the several special factors which 
boosted total borrowing last year—that is, the 
need to finance shipments delayed by the East 
Coast dock strike, and the need to finance in
ventories accumulated as a steel-strike hedge. 
Moreover, business loan demand this year was 
extensive as well as intensive; 14 of 18 major 
industrial groups increased their borrowings 
from weekly reporting banks during the quar
ter.

The banks reacted to the heavy credit 
demand by boosting the prime rate to 5 per
cent in December and to 5Vi percent in early 
March. This move was undertaken, at least 
partly, to encourage borrowers to shift their 
long-term financing demands from the banks 
to the capital market. At the same time, the 
Administration encouraged businesses and 
state and local governments to postpone their 
capital spending plans wherever possible to 
reduce the mounting pressures on supplies of 
labor and material.

Higher price for deposits
Bank deposit growth slowed down from 

the average 1965 pace, as demand deposits 
rose $1.1 billion and time deposits $2.6 billion 
during the quarter (seasonally adjusted). In 
addition to the slower growth, banks experi
enced higher prices for their borrowed money 
as the quarter progressed. Faced with firming 
yields on other market instruments and with 
the maturing during March of $16 billion in 
time deposits (including $4 billion in large- 
denominaton certificates of deposit), banks 
increasingly relied on price in order to com
pete for the available supply of loanable funds.

In early March, an increasing number of 
banks moved to the 5V2 percent permissible 
ceiling on longer-term CD’s and to 5 lA  per
cent on shorter-term CD’s. Meanwhile, in 
order to tap the market for smaller savings, 

106 they progressively reduced the minimum de-

Banks reduce Treasury-bill
holdings in order to meet loan demand
B illio n s of Oollart

nomination of CD’s.
In addition, banks expanded their issuance 

of nonnegotiable CD’s so as to forestall the 
loss of funds held in passbook savings at the 
increasingly noncompetitive 4-percent rate 
permitted under Federal Reserve Regulation 
Q. This tactic worked rather well; following 
the crediting of quarterly interest in the last 
week in March, banks experienced a very 
sharp decline in their savings accounts but a 
concomitant gain in funds held in the form 
of savings certificates and time deposits.

Savings and loan associations attempted to 
maintain their competitive position in this 
scramble for savings in several different ways. 
Some Western associations took advantage 
of a Home Loan Bank Board ruling which 
permitted a 5-percent rate on 6-month $2,500 
special certificate accounts. Moreover, some 
of these associations posted a 5-percent rate 
on their regular savings accounts, even though 
they limited their borrowing privileges at 
the Home Loan Bank by such a move. But 
despite all this, savings and loan associations 
and mutual savings banks recorded a slower 
rate of savings inflow during early 1966 than 
in the year-ago period, and the commercial 
banks continued to garner the lion’s share of 
funds flowing into savings institutions.

Verle Johnston
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