
Why Has Money Become Easier?
The World Series and elections kept much of our attention riveted on 
the sports and political pages of our newspapers. In the midst of this 
excitement, those who do not read the financial pages regularly may 
have missed the news that credit is easier than it was last winter. But 
even those who do know this may not fully understand why credit has 
eased and how much the Federal Reserve System has contributed to 
this ease.

Broadly speaking, easier credit exists when those wanting to borrow 
find lenders more willing to lend money and charging less interest for 
it. Because credit is easier now, it should not be surprising that interest 
rates have fallen this year.

Rates among different sectors, however, did not come down at the 
same degree. The Federal Government has found it possible since 
June to borrow money for ninety-one days for 2  percent less than 
during last January. Corporations that sold bond issues this fall have 
paid as much as % percent below that which firms borrowing last 
autumn paid. The “prime,” or basic commercial bank lending, rate was 
cut by y2 percent this past August. Mortgage rates—usually slower 
to change than others—have declined less than the prime rate.

Why the Drop in Interest Rates?
The impetus for the decline in rates on U. S. Government securities in 
early January was the change in psychology that increased investor 
demands for fixed-income issues. Anticipating a dramatic switch from 
a $ 12-billion U. S. Treasury deficit to a small budget surplus, the 
President’s January budget message greatly reduced the fear of more 
inflation. Equally important factors in the change in attitude were the 
leveling off of prices and less inflationary wage settlements. And who 
can dispute that the credit restraint that had been imposed by the 
Federal Reserve System at that time helped cure the inflation psychosis 
as well?

Small wonder then that high-yielding U. S. Government securities 
found favor with investors. Government securities increased in price 
and fell in yield as investors began to buy them.

Rates were also pushed down by supply forces. The Treasury was 
retiring debt, thus diminishing the amount of outstanding Treasury 
obligations. The effect of this action is seen most strikingly in rates on 
Treasury bills. These declined more dramatically than rates on any 
other security, partly because bills accounted for most of the debt 
repaid through September. Another important reason for the large 
drop in bill yields was the eagerness with which corporations bought 
bills. A good amount of cash for this purpose has recently been ob
tained by liquidating inventories.

The System's Contribution to Easier Money
When business activity began to slow down, the Federal Reserve System 
took actions that helped the decline in interest rates along. In early 
June the Federal Reserve lowered the rate at which banks can borrow
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Low er in te rest ra tes sig n ify  an  easin g  in cred it. As in the  
1958 recession , short-term  rate s h ave  fa lle n  m ore d ram ati
c a lly  than  long-term  ra tes.

Percent Per Annum Percent Per Annum

Beginning th is sp rin g , the fe d e ra l R eserve  System  has con
tributed to e a s ie r  cred it conditions by exp and ing  b a n k  lend
ing p o w er through a n  in crease  in m em ber b ank rese rves.

Banks in the S ixth  D istrict h ave fe lt  the effects of cred it  
easin g . Since m id -year, tota l m em ber b ank  deposits h ave  
increased  in most a re a s . P rev io u sly , deposits in most a re a s  
had been stab le  o r  declin ing .

Percen t Chg. in To ta l D epo sits  (S e a s . A d j.) a t Member Banks 
October I9 6 0  from June  I9 6 0

TRADE a  BANKING A R E A S *
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Birm ingham , Ala.

Dothan, A la.
Atlanta, Ga.
Augusta, Ga.
Montgomery, A la . ■■■■■■■■■I
T r i- C it ie s , Tenn.
Jackso n , M iss. !■ ■ ■ ■ ■
Tam pa - St. Petersburg , F la . !■ ■ ■ ■ ■ ■
M iam i, F la .
New O rleans, La . IM B B i
Orlando, F la . ! ■ ■ ■
South Georgia N M B B i
Chattanooga, Tenn. !■■■■■
Columbus, Ga.

Macon, Ga.
Knoxville ,Tenn.

N ashville ,Tenn. H M B
Jackson v ille , F la . IM BB
La fa ye tte -  Ibe ria-H oum a, La. ■ ■
Pen saco la , F la . m
Mobile, A la . IMB
Savannah, Ga. ■
Anniston- Gadsden, A la .

H attiesburg-Laurel-M erid ian , Miss. 1
Baton Rouge, La. II
A le xa n d ria -La k e  C h a r le s ,L a . ■■
Natchez, Miss.

.....i j ___ i___ i i i i i i i i i i

*Includes several counties surrounding central city.

from the Federal Reserve Bank, i.e., the discount rate, from 
4 to 3 y2 percent, and thereby confirmed in effect the policy 
shift toward easier money.

The System contributed to an increase in bank credit 
by adding to bank reserves in two ways. First, through buying 
securities in the open market, it started this spring to supply 
banks with more funds than they needed to meet seasonal 
credit requirements. Second, it used a law passed by Congress 
in 1959 to allow banks to count part and later on all of their 
vault cash as legal reserves, and made requirements at central 
reserve city banks equal to those at reserve city banks. The 
year 1960 also saw the Federal Reserve cut margin require
ments on stock purchases from 90 to 70 percent and drop the 
discount rate for the second time, to 3 percent in August.

What Effect Has Easier Money Had?
Easier credit did not bring forth a burst of bank lending, 
but surely no one could have expected this to happen. Be
cause of the sluggish business picture, many businessmen 
needed less credit. Also, the drop in borrowing costs, which 
was greater in the capital markets than at banks, encouraged 
public utilities and other businesses to sell bonds and repay 
some of their bank loans.

Still, less bank lending might have taken place if the Sys
tem had not provided banks with the wherewithal. Before 
credit was eased, some banks, because of their rising ratios 
of loans to deposits, had become reluctant to sacrifice liquidity 
and sell securities in order to make loans. Some observers 
pointed to this situation as the reason for the slowness of 
banks to invite more loans by cutting the prime rate. With 
their extra funds, banks repaid most of the money that they 
owed to the Reserve Banks, increased loans modestly, and 
bought U. S. Government securities—mostly short-term issues.

Shifts of Funds Abroad

If instead of providing reserves by changing reserve require
ments the System had provided a similar amount of reserves 
by buying Treasury bills, the bill rate might have dropped to 
even lower levels. Rates on U. S. Treasury bills already were 
considerably lower than foreign short-term interest rates, 
encouraging the transfer of funds abroad. The action of for
eigners’ withdrawing funds from American banks and selling 
securities put dollars into the hands of foreign governments 
and central banks. Some central banks used the additional 
dollars to buy gold from the U. S. Treasury.

Partly for this reason, our gold stock has declined over 
$1.5 billion this year. Most of the decline has occurred since 
June. Although large, the gold losses have not been unique, 
as this country has long been experiencing an unfavorable 
balance of payments. In the past there have been periods 
when interest rates here have gone up and rates abroad have 
come down. In some such periods, we have gained gold 
rather than lost it. Therefore, it is significant that in recent 
weeks interest rates abroad have moved closer to ours, follow
ing reductions in discount rates in England, France, and 
Germany.

When the System in recent weeks purchased some short
term securities other than bills, the Federal Reserve’s opera
tion imposed less downward pressures on bill rates than if all 
purchases had been in bills. But whether bills or other short
term securities are bought, reserves increase by the same 
amount. More significant is the actual amount of reserves
that have been supplied. „  „

H a r r y  B r a n d t
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