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Summer Lull
Th e  heady pace at which Twelfth District 

banks operated in the second quarter 
came to an abrupt halt in the July-September 
period. The most dramatic change occurred 
in the business-lending field; even over the 
September corporate-tax date, the increase 
in business borrowing fell far below the gains 
recorded in June and in September 1965. On 
the deposit side, these banks had a smaller 
volume of total deposits at the end of Sep
tember than at mid-year, despite an increase 
on a daily-average basis, because September’s 
large run-off of negotiable CD ’s coincided 
with a greater-than-seasonal reduction in pub
lic time deposits to more than wipe out deposit 
gains made in July and August.

More discounting
Furtherm ore, District-bank reserve posi

tions finally began to reflect increasing mone
tary pressure. Borrowing at the Federal R e
serve discount window rose in the third quar
ter from $26 to $56 million, resulting in a 
$23-million net borrowed-reserve position, in 
contrast to a net free-reserve position in the 
M arch-June period. The increased tightness 
was partly due to two increases, in July and 
again in September, in the required reserves 
on time deposits other than savings. These two 
one-percent increases each added about $90 
million to District-banks’ required reserves—  
a relatively large amount due to the high ratio 
of their time to total deposits. Required re
serves also were greater than in the preceding 
quarter because of a $523-million increase in 
deposits. (All data are on a daily-average 
basis.)

Reserve pressure was reflected, not only in 
this greater recourse to the discount window, 
but also in the Federal-funds transactions of 
12 large District banks. During the summer 
quarter, their Fed-funds purchases from other 

208 banks exceeded their sales by $32 million, in

contrast to a net sales position of $71 million 
in the second quarter. Although their net sales 
to Government securities dealers were again 
high, their position on total Fed-funds transac
tions (interbank plus dealer) fell off sharply 
to net sales of $33 million, as compared with 
a second-quarter figure of $309 million. Bank 
borrowing of funds through corporate repur
chase agreements was relatively large in the 
latter part of the summer quarter, and this 
supplied further evidence of their increased 
reliance on borrowed funds.

Credit contracts
Total credit (loans adjusted and securities) 

declined $38 million at District weekly report- 
ing banks in the third quarter. Total loans de
creased $114 million, on the heels of a mas
sive $1-billion second-quarter expansion. (In  
the year-ago period, loans increased by over 
$200 million.)

Repayments by business borrowers were 
relatively heavy in the July-September period, 
and the consequent net reduction in business 
lending was mainly responsible for the turn
around in total loan portfolios. (A  slower pace 
was visible everywhere, but business borrow
ing in the rest of the nation still increased by 
2.6 percent during the quarter.) The District’s 
$ 103-million increase in real-estate loans was 
the largest gain recorded in any loan category, 
although the increase was less than that of 
other recent quarters.

District weekly reporting banks added $76 
million to their security holdings while they 
were reducing their loan portfolios. A rela
tively heavy $ 152-million run-off in Federal 
Agency participation certificates was offset by 
net purchases of Treasury bills and short-term 
tax-exempt securities— which gives some in
dication of these banks’ desire to bolster their 
liquid asset position in preparation for the 
normally heavy year-end loan demand.
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Bustness-loan lull
Throughout the District, the reduction in 

business loans generally occurred outside the 
larger metropolitan areas. Demand for bank 
credit continued strong from the durable- 
goods sector, especially on the part of trans- 
portation-equipment manufacturers. Nondur- 
able-goods firms also maintained a high level 
of bank borrowing, partly because food, liquor 
and tobacco dealers recorded a normal sea
sonal increase in mid-August and September 
on top of a less-than-seasonal decline in the 
earlier part of the quarter. On the other hand,

District banks reduced their financing of 
bankers’ acceptances and their loans to serv
ice industries.

Business firms paid record high interest 
rates for credit during the first half of Septem
ber. The average rate on short-term loans at 
District metropolitan banks rose to 6.33 per
cent— 44 basis points above the rate in June, 
and 114 basis points higher than the year-ago 
September rate. The steep climb in interest 
costs reflected the two prime-rate increases, 
from 5Vz to 5%  and then to 6 percent, which 
occurred after the June survey. The average

rate of 6.39 percent 
o n  t e r m  l o a n s  
(loans with maturi
ties over one year) 
also was higher in 
September, and few
er such loans were 
m a d e ,  a l t h o u g h  
loans of this type 
again accounted for 
5 percent of the dol
lar volume of total 
loans reported dur
ing the survey peri
od.

In  the fight of the 
recent emphasis on 
curtailing the over
rapid pace of busi
ness borrowing, it is 
interesting to note 
that District weekly 
reporting banks not 
only decreased their 
business lending re
cently— as opposed 
to continued expan
sion elsewhere— but 
a l s o  h a d  a m u c h  
slower rate of ex
pansion in their to
tal lending over the

District banks reduce business-loan portfolios 
but add Treasury bills to security holdings

B illio n s  of Dollars
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past year. Thus, they may be relatively less 
vulnerable than other banks to monetary 
measures taken to curtail bank credit to busi
ness, or to any future shift in demand for 
bank credit from business.

Mortgage lull
Another key sector, the mortgage market, 

continued to tighten in the third quarter, al
though market conditions were slightly less tu
multuous then than during the spring months. 
District savings and loan associations —  the 
bulwark of the W estern mortgage m arket—  
lost some savings during the July reinvest
ment period, but by the end of the quarter 
they recorded a net inflow of savings, in con
trast to their sad second-quarter experience. 
And, as noted below, District banks recorded 
a larger gain in consumer-type time deposits 
than during the second quarter.

Interest rates on mortgages continued to 
creep upward, as rates on conventional loans 
rose as much as %  of 1 percent over year-ago 
levels. Home buyers were inhibited by these 
higher interest rates, as well as by the high 
discount rates, ranging up to 8 or 9 percent, 
asked on FHA-insured loans. W hen FH A  
and VA rates were raised to 6 percent at the 
end of the quarter, the Federal National M ort
gage Association lowered its offering price on 
government-insured mortgages by an offset
ting amount, which reduced the likelihood 
that discounts generally would be much af
fected by the rate change. But FNM A also 
raised the ceiling amount on its mortgage pur
chases from $17,500 to $25,000, thus greatly 
expanding the number of mortgages eligible 
for its purchase.

FN M A  nonetheless still faced a sizable 
problem in its efforts to supply funds to the 
mortgage market, despite the vastly increased 
purchase authority it received during the sum
mer. FN M A  purchases have been declining 
over the past year as its borrowing authority 
has been used up. Purchases of the Los An

M ore sa v in g s  flow into banks 
and savings-and-loan associations
M illions of D ollars

geles office, which has accounted for as much 
as one-third of the national total, declined 
from $259 million to $94 million between the 
first and third quarters. The new $4.7-billion 
authority would permit a several-fold expan
sion in FNM A mortgage portfolios, but most 
of the funds to buy mortgages must still be 
procured from the heavily strained money 
market.

Deposit losses
District weekly reporting banks recorded 

a slight ($22 million) decline in demand de
posits during the quarter, on a daily average 
basis. But because of an early July increase 
in private demand deposits, demand deposits 
adjusted were $250 million higher at the end 
of September than at the end of June, while 
on the other hand, U. S. Government demand 
deposits were $612 million lower. These shifts 
adhered closely to the year-ago pattern.

In the time-deposit category, however, Dis
trict banks followed a markedly different 
pattern, with a $55-million decline as op
posed to a $378-million gain in the July-Sep- 
tember period last year. This reduction was 
mainly due to greater-than-seasonal ($444 
million) withdrawals of time deposits held by 
states and political subdivisions. In  addition,
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the September run-off of large-denomination 
negotiable CD ’s more than offset the July- 
August gains in this category— but even so, 
District banks suffered a smaller percentage 
decline than was recorded by the New York 
banks which dominate the CD market.

Savings deposits again declined in the third 
quarter as savers switched to higher paying 
time certificates. However, the reduction in 
savings deposits was almost a third less than 
in the second quarter, and the total gain in 
consumer-type deposits was somewhat great
er than in the April-June period.

The September change in Regulation Q,

which rolled back to 5 percent the maximum 
rate payable on time - certificates in de
nominations under $100,000, will affect a 
very small portion of the time deposits of 
District member banks— and probably much 
less than one percent of their total deposits. 
Nonetheless, some District banks that had 
been offering higher rates may face a period 
of readjustment as a consequence of the re
vised regulation. Obviously, the new ceiling 
will have its most immediate effect on those 
banks that had been issuing shorter-term ma
turities at rates above 5 percent.

— Ruth W ilson and John Booth

S E LEC T E D  ITEM S FROM W EEK LY  CONDITION R EPO RT OF LA RG E BANKS  
IN TH E TW ELFTH  FED ER A L R ES E R V E  D ISTR IC T

(dollar amounts in millions)

Twelfth District U. S. Minus Twelfth District

Net Change Net Change
Third Third Third

Third Quarter Quarter Quarter Quarter
Outstanding 1966 1965 Outstanding 1966 1965

9/28/66 Dollars Percent Percent 9/28/66 Percent Percent

ASSETS
Loans adjusted and invest

ments1 $39,405 —  38 —  0.10 +  1.16 $143,234 —  0.36 +  0.09
Loans adjusted1 28,760 — 114 —  0.39 +  1.01 103,252 —  0.81 +  0.76

Commercial and industrial
loans 10,126 —  93 —  0.91 +  1.73 49,273 +  2.60 +  3.01

Real estate loans 9,301 +  103 +  1.11 +  1.65 18,030 +  3.24 +  5.20
Agricultural loans 1,181 —  10 —  0.84 —  1.29 615 +  9,43 +  4.29
Loans to non-bank

financial institutions 1,719 — 107 —  5.86 +  2.40 9,102 —  9.96 +  3.69
Loans for purchasing and

carrying securities 488 —  40 —  7.58 — 10.17 5,334 — 17.22 — 27.52
Loans to foreign banks 271 +  21 +  8.40 —  7.40 1,239 —  0.72 —  0.92
Consumer instalment loans 4,328 —  1 1 —  0.25 \ 11,618 —  0.58 j
Loans to foreign 

governments, etc. 114 —  26 — 18.57 / +  0.45
1,018 +  1.50 ( +  1.61

Alt other loans 1,717 +  50 +  2.98 ) 9,305 —  5.32 J
Total securities 10,645 +  76 +  0.72 +  1.55 39,982 +  0.81 —  1.40

U. S. Government securities 4,670 +  171 +  3.80 —  1.50 18,457 +  2.64 —  6.42
Obligations of states and

political subdivisions 5,187 +  62 +  1-21 1 +  4.99 18,979 +  1 -44 I +  3.82Other securities 788 — 157 — 16.61 $ 2,546 — 14.25 }
LIABILITIES

Demand deposits adjusted 13,899 +  250 +  1.83 +  0.89 57,153 —  0.83 +  0.49
Total time deposits 24,198 —  55 —  0.23 +  1.72 66,181 +  0.38 +  3.80

Savings 15,124 — 362 —  2.38 +  2.79 32,113 —  2.44 +  2.64
Other time, I.P.C. 6,210 +  801 +  14.81 +  0.48 24,094 +  3.46 +  4.96
States and political

subdivisions 2,052 — 444 — 17.79 —  2.73 5,732 +  10.34 +  11.58
(Neg. CD’s $100,000

and over) 2,211 —  44 —  1.95 —  2.97 14,757 —  7.85 +  5.15

E x c lu s iv e  of loans to dom estic com m ercial banks and a f te r  deduction  of valuation  reserves; individual loan item s are shown gross. 
N ote : Q uarterly  changes are  com puted  from  Ju n e  30, 1965 - Septem ber 29, 1965 and  from Ju n e  29, 1966 - Septem ber 28, 1966. 
Source: Board of G overnors of the Federal Reserve System ; Federal Reserve Bank of San Francisco.
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Summer Lull

Bu s i n e s s  activity in Western states in
creased only moderately during the 

spring quarter, as the headlong pace of 1966 
faded more and more into the background. 
Nonfarm employment moved sideways dur
ing the April-June period, and incomes and 
expenditures grew more modestly than here
tofore.

The reduced pressures that were so evi
dent on the national scene thus characterized 
the District scene as well. Actually, many 
Western areas exhibited a faster expansion 
of jobs than the nation; Seattle led the pa
rade (as it had done consistently over the 
last two years) but even there the boom 
slowed down from its earlier fabulous pace. 
At the same time, many areas posted a 
poorer unemployment record despite the 
slow growth of their labor force. In Pacific 
Coast states, the jobless rate rose from 4.7 
to 5.0 percent over the quarter— a full per
centage point higher than elsewhere.

Sluggishness, in the region as in the nation, 
developed in the commodity-producing in
dustries as the business sector held back 
on its spending for inventories, buildings, 
and machinery. Manufacturing and mining 
firms reduced their combined workforce by 
V2 percent, and construction firms cut back 
by 6V2 percent, on a seasonally adjusted 
basis. But here as elsewhere, governmental 
agencies and financial and service enterprises 
continued to expand their payrolls during 
the spring and early summer months.

Nonetheless, the West still outdistanced 
the nation in terms of total employment, 
and the income-expenditure trend at least 
matched the national pace. (By midyear, 
personal income in District states was run
ning at a $ 100-billion annual rate.) But 
much of the relatively greater strength in

retail sales showed up in auto salesrooms 
rather than in other retail stores.

In the lanuary-M ay period, total autom o
tive sales were 8 percent above the year-ago 
figure in District states— despite a drop in 
new-car registrations— while declining sharp
ly elsewhere in the nation. The ’67 Western 
market was characterized by some trading 
up, in terms of both higher-priced car models 
and increased optional equipment, as well 
as by a rise in sales of late-model used cars.

Retail prices in Western metropolitan 
areas, which had risen somewhat slowly in the 
winter months, begun to spurt ahead again 
during the spring period. M ajor pressures 
developed from a June boost in food prices 
(following a half-year-long decline) and 
from substantia] increases in home-owner 
and transportation costs (especially for used 
cars). Consumer prices rose by 1.6 percent 
in Los Angeles during the second quarter—  
in contrast to a 0.9-percent national increase 
— and San Francisco experienced a muted 
version of the same trend. Other major West
ern areas posted increases which were more 
in fine with the national figure.

Planes and houses
The region’s aerospace industry continued 

to expand, but at a relatively slow pace, 
during the June quarter. Employment in the 
industry rose by 5,000 for the second straight 
quarter, to a midyear level of 707,000— an 
apt figure in view of the continued popularity 
of the commercial jet boasting that model 
number.

A stronger performance could have been 
expected from the industry, since defense 
contract awards jumped by one-fourth, to 
$2.1 billion, during the preceding (January- 
M arch) period. But there were several off
setting factors, such as continued weakness
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Employment grows over past year 
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in space-agency awards and the continued 
adjustment of commercial-jet production 
schedules to take account of engine and parts 
shortages.

Western construction activity showed in
creasing momentum during the April-June 
period, despite the forementioned drop in 
building-trades employment. Most notable 
was a 31-percent quarterly gain in housing 
starts, to a 229,000-unit annual rate. A d
mittedly, this still amounted to only half the 
1963 peak figure, but the advance was sub
stantially greater than the average increase 
for the nation as a whole. Advance indica
tors, such as residential permits and con
struction awards, e x h i b i t e d  substantial 
strength during the spring period; along with 
an improvement in vacancy rates and a de
cline in the inventory of surplus housing, 
these indicators presaged the possibility of 
a significant upturn in coming months.

Overall, residential awards in District 
states were up more than 35 percent during 
the quarter, as against a 9-percent gain else
where. Nonresidential building awards mean
while dipped slightly, reflecting the nation
wide slowdown in business investment. But 
heavy engineering work continued strong, 
as the volume of awards rose by 11 percent.

W o o d  and metals
Despite the uncertainties in the construc

tion industry, the region’s lumber industry 
experienced some improvement in prices 
during the spring and early summer months. 
The usual spring upturn in orders failed to 
materialize, but lumber and plywood-sheath
ing producers were able to raise prices by 
several dollars per t h o u s a n d  board (or 
square) feet, in part because of production 
cutbacks caused by heavy rains and by early- 
vacation closing of mills. Prices then moved 
even higher in mid-July when orders began 
to flow in from wholesalers and retailers in 
response to the improvement in housing ac
tivity.

Aluminum producers in the Pacific N orth
west raised primary-metal output to peak 
levels in the spring period, although ship
ments for the first half of the year dropped 
2 percent below the record pace of a year 
ago. Two firms meanwhile began to expand 
their fabricating capacity in recent months; 
a new producer operating at Bellingham 
(W ashington) announced plans for a facility 
to produce electrical wire from molten alum
inum, and another firm scheduled plans for 
a Tacom a plant which will produce alum
inum rods for heavy-duty electrical conduits.

The regional steel industry, like its na
tional counterpart, continued to be affected 
by the 1967 cutback in business-investment 
spending. Despite an upturn in the spring 
period. Western mills turned out 5 percent 
less steel during the January-June period 
than they did a year ago— and output then 
declined 11 percent below the year-ago level 
during the first three weeks of July.

Copper mines and smelters, by dint of 
heavy production, sharply improved their 
supply situation during the spring period. 
Demand for the metal meanwhile declined 
as brass and wire mills reduced their orders 
in response to the weakness in the auto and 
appliance industries. But the major cause
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of uncertainty at midsummer was the near- 
complete shutdown which occurred as 37,- 
000 workers struck the eight major domestic 
copper producers.

Silver and black gold
Western silver producers profited from the 

recently increased price of the increasingly 
scarce metal. The rise in world prices began 
in mid-May, when the Treasury announced 
that it would henceforth sell only to “legiti
mate, domestic industrial consumers” and 
banned exports of the metal and the melting 
of silver coins. Then in mid-July, when the 
London spot quotation had risen to $1.70 
an ounce, the Treasury lifted the $1,293 
ceiling price and announced future sales of 
2 million ounces a week to domestic con
sumers on a sealed-bid basis. After that an
nouncement, prices in the London market 
and the New York bullion market shot up
wards again, reaching $1.89 in late July.

Shortages of Mideast petroleum— “black 
gold”— which had previously accounted for 
about one-twelfth of the District’s crude sup
ply, failed to hamper refining operations. In
deed, District refinery activity increased sea
sonally during the spring quarter, as other 
foreign and domestic sources made up for 
the short fall in crude imports from Arab 
countries. Most of the replacement came 
from other foreign sources. Crude output 
from District wells and the pipeline flow of 
crude from other U. S. sources increased only 
modestly, although the inflow of refined prod
ucts from both domestic and foreign sources 
rose significantly.

Crops and weather
Farm  receipts fell below their 1966 pace 

in the January-M ay period, primarily because 
of an 8-percent year-to-year decline in crop 
receipts. Farm prices generally remained be
low earlier levels, despite a sharp rise in 
vegetable prices during June.

Crop production for 1967 as a whole is 
expected to lag behind the 1966 harvest.

Jobless rates remain stable 
at about last year's levels

P«rc«nl Un«mpioy«d
0 1.0 2j0 3.0 4.0 SO 6.0

Heavy winter and spring rains are now tak
ing a heavy toll in reduced output of grapes, 
pears, and apricots. Cotton production is 
scheduled to drop, partly because of reduced 
acreage and partly because of lower yields 
influenced by poor growing weather. On the 
other hand, wheat production should be 
much larger because of the reverse reasons 
— increased acreage and higher yields. In the 
livestock sector, a reduced level of market
ings of fed cattle is indicated for the re
mainder of the year, in contrast to a rela
tively strong performance in early 1967, but 
increased production is anticipated for such 
other products as turkeys, milk, and eggs.

At midyear, then, the West like the nation 
appeared to be rolling out from under the 
readjustment in the business-investment sec
tor which dominated the early part of the 
year. But a number of important questions 
remained— the long-standing slump in the 
regional housing industry, the continued de
mands of Vietnam on the defense-production 
sector, and the varied problems of the ex
tractive industries, including labor uncertain
ty in the copper industry, the Mideast w ar’s 
impact on petroleum, and the price prob
lems created by the Treasury’s depleted silver 
stockpiles. Regional Staff

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

August 1967


