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Modest Pace

T w e l f t h  District bank-credit expansion 
was two-thirds again as large in the 
first half of 1967 as in the comparable period 

of 1966, but most of this year’s increase 
occurred in the January-M arch period. In 
April-June 1967, large Western banks added 
$385 million in loans and $224 million in 
securities, but this expansion was somewhat 
overshadowed by the massive (over $1 bil
lion) increase in security holdings recorded 
in the preceding quarter.

This rebuilding of liquidity positions, 
which had been severely eroded by the heavy 
loan demand of late 1965 and 1966, was 
accomplished largely through heavy acqui
sitions of municipals and other securities. 
(Banks reduced their holdings of short-term 
Treasury securities, although less sharply 
than a year ago.) For the January-June pe
riod as a whole, District banks increased 
their holdings of securities, other than Treas
ury issues, twice as fast as their counterparts 
elsewhere.

Less discounting
Tn view of the modest pace of credit ex

pansion during the second quarter, District

First-half '67 marked by upsurge 
in security investment, not in loans

P*rc«n1 Change Percent Change
F irs t-H flif 1967 F ir i l-H o lf  1966

banks were under less pressure than before 
to resort to the Federal Reserve discount 
window or to Federal-funds purchases (that 
is, to overnight borrowings of reserve bal- 
lances from other banks). Moreover, there 
was some easing in reserve pressure because 
of the March reduction, from 4 to 3 percent, 
in reserve requirements against savings and 
Christmas Club accounts and the first $5 
million of other time deposits. Thus, during 
the second quarter, member-bank required 
reserves declined from the first-quarter level, 
despite a rise in (daily average) deposits.

Between the first and second quarters, 
District-bank direct borrowings from the dis
count window dropped from $31 million to 
$16 million, and their reserve position shift
ed from $3.5 million in net borrowed re
serves to $12.4 million in net free reserves. 
Over the same timespan, major District banks 
reduced their net interbank purchases of Fed 
funds, from $587 million to $391 million, 
and an increasing proportion of their pur
chased funds were relent to government se
curities dealers. (All data are on a daily 
average basis.)

Less loan expansion
The second-quarter loan expansion was 

dominated by corporate borrowing, but most 
of this business-loan demand was concen
trated in the month of June. Corporations 
borrowed in near-record amounts to meet 
their June 15 tax payments, and they further 
increased their borrowings over the mid
year statement period. Sales-finance firms 
and other non-bank financial institutions 
were also important bank customers during 
June.

Durable-goods manufacturers, after post
ing a sharp 17-percent increase in the first 
quarter, reduced their bank debt slightly in 
the April-June period. In the nondurable-
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Durable-goods firms dominate 
business-lending picture
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goods sector, heavy borrowing by petroleum 
refiners in June more than offset the seasonal 
repayments by food-liquor-tobacco proces
sors. In the second quarter also, banks in
creased their loans to public utility and con
struction firms and expanded their holdings 
of bankers’ acceptances.

District-bank consumer lending showed 
little trend in either of the first two quarters 
of 1967. The most important recent develop
ment in this sector was the launching of a 
major credit-card program by a group of 
large California banks. At this stage, how
ever. auto financing still remained the domi
nant factor in the consumer-loan picture; 
direct and indirect auto loans accounted for 
over half of the instalment credit extended 
by District banks in the spring months this 
year.

Signs of life
The Western mortgage market exhibited 

renewed signs of life around mid-year. Dis
trict banks posted a S48-million second-quar- 
ter gain and then added $75 million more 
in July— although they still had some dis
tance to go to match their 1966 level of 
outstandings— and District savings-and-loan 
associations added a respectable $435 mil
lion to their mortgage portfolios during the 
second quarter.

The turnaround, however, was accompa
nied by a mid-May firming of mortgage 
yields, which stemmed from the unusually 
heavy corporate demand for funds in the 
nation’s capital market. As a reflection of 
these pressures, secondary market rates on 
30-year 6-percent F H A  mortgages rose 18 
basis points in the Western market to a mid
year level of 6.51 percent, and contract rates 
on conventional first mortgages rose 10 basis 
points to 6.80 percent. Rising pressures were 
also reflected in a sharply expanded volume 
of offerings to the Federal National Mortgage 
Association.

Quickened savings inflow
The spring and early summer months also 

witnessed a quickened inflow of savings into 
Western financial institutions. District mem
ber banks posted a second-quarter increase 
of over $1 billion in total deposits (daily 
average basis), mostly in time-and-savings 
deposits, which increased $740 million. Most 
significant was a $ 2 16-million gain in pass
book savings, after five successive quarterly 
declines. Other consumer-type time certifi
cates also rose, although more slowly than 
before, while large denomination C D ’s 
dropped by $70 million, mostly around the 
June 15 corporate-tax date.

S&L associations in District states received

Passbook deposits begin to grow . . .  
other categories post smaller gains

M illions of Qollort (O uarttrljr Chang*)
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$843 million in loanable funds from the pub
lic during the April-June period. (This in
flow made possible a $389-million repay
ment of borrowings from the Federal Home 
Loan Bank.) The net growth in savings was 
below the first-quarter expansion— new sav
ings and withdrawals were both down— but 
it stood in welcome contrast to the $446- 
million decline of the year-ago period.

The favorable savings-and-loan perform
ance continued into the July reinvestment 
period, notwishstanding both a further rise 
in yields on competing investments and the 
Federal Hom e Loan Bank Board “rollback” 
in the maximum rates payable by member 
associations on new savings. The Bank Board 
action entailed a reduction in the regional 
differential previously allowed the S&L’s in 
the states of California, Nevada, Alaska, and 
Hawaii. F o r  associations in those states, the 
maxi mum rate on passbook savings was cut 
from 5 V4 to 5 percent, payable on investment 
certificates with a maturity of 3 years or over.

F o r  associations elsewhere, the prevailing 
maximum of 4%  percent on passbook sav
ings was kept generally intact, but a maxi
mum of 514 percent was permitted on in
vestment certificates with only 6 months’ 
maturity.

In sum, the performance of Western fi
nancial institutions reflected the sluggishness 
of the regional economy over the first half 
of the year. The modest expansion of busi
ness activity brought about a modest expan
sion in business lending, although not one 
to compare with the unsustainably large gain 
of a year-ago. Reduced pressures also per
mitted a welcome rebuilding of liquidity, 
exemplified by the strong build-up of banks’ 
municipal-bond portfolios— and by the heavy 
repayment of S&L borrowings. Bank asset 
adjustments were conducted quite efficiently, 
since earnings reports for the first half of 
the year generally made for pleasant reading 
in bank boardrooms. R u th  W ilson and

Verle Johnston

SELECTED ITEMS FROM WEEKLY CONDIT ION  REPORT OF LARGE BANKS 
IN THE TWELFTH FEDERAL RESERVE DISTRICT

(dollar amounts in millions)

TWELFTH DISTRICT 
N et Change

U. S. MINUS  
TWELFTH DISTRICT

Second Net Change

Outstanding
6 /2 8 /6 7

Second Q uarter 
1967

Dollars Percent

Q uarter
1966

Percent
Outstanding

6 /2 8 /6 7

Second Q uarter 
1967 1966 

Percent Percent

ASSETS
Loans adjusted and investments' 
Loans adjusted1

$41,706 +  609 +  1.48 +  4.40 $150,120 +  1.45 +  3.31
29,354 +  385 +  1.33 +  3.43 106,690 + 2 .5 3 +  4.80

Commercial and industrial 11,000 +  288 +  2.69 +  4.94 52,784 +  2.99 +  5.64
Real estate 9,110 +  48 +  -53 +  1.52 18,437 + 2 .0 4 +  3.07
Agricultural 1,204 +  37 +  3.17 +  7.13 671 +  2.13 —  1.79
To non-bank financial institutions 1,575 +  171 +  12.18 +  5.12 8,695 +  5.93 +  10.25
For purchasing and carrying securities 530 — 267 — 33.50 +  5.60 5,520 — 5.56 +  12.65
To foreign banks 258 —  7 - 2.64 — 10.71 1,080 — 4.42 —  2.58
Consumer installment 
To foreign governments, etc.

4,352
120

+  27 
0 +  - s n +  2.93

11,703
950

+  2.33 I 
- 1 . 2 5 ! +  0.20

All other 
Total securities

1,693
12,352

+  79 
+  224

+  4.89  
—  1.85 +  7.13

9,306
43,430

4-3 .75 j 
— 1.09 —  0.38

U. S. Government securities 4,724 — 829 — 14.93 —  2.95 19,402 — 8.55 —  5.62
Obligations of states and 

political subdivisions 
O ther securities

6,518
1,110

+  844
+  209

+  14.87 )
+  23.20 } +  16.08

21,212
2,816

+  6.12 1 
+ 4 .1 0  i +  4.43

LIABILITIES
Demand deposits adjusted 14,039 +  123 +  .88 —  2.88 145,867 +  1.28 —  1.14
Total tim e deposits 26,732 +  740 +  2.85 +  3.79 72,116 +  2.82 +  1.66

Savings 15,239 +  216 +  1.44 —  5.80 32,500 +  1.33 —  3.35
Other time, I.P .C . 7,491 +  250 +  3.45 +  40.98 27,626 +  3.09 +  9.23
States and political subdivisions 2,941 +  238 +  8.81 +  7.82 6.724 +  2.75 —  0.69
IN eg. CD's $100,000 and over) 2,962 —  70 —  2.31 +  8.62 16,191 —  .47 +  4.66

• , _  'E xclusive of loans to dom estic commercial banks and afte r deduction of valuation  reserves: ind iv idual loan item s are shown gross.
I 68 N O T E : Q uarterly  changes are computed fom M arch 29. 1967 —  June 28, 1967 and from M arch 30, 1966 —  June 29, 1966.
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