
M o r e  B u s i n e s s  T h r o u g h  t h e

D i s c o u n t  W i n d o w

Commercial banks are borrowing more of their re
serves from Federal Reserve Banks now than they were 
in the spring and summer. A greater use of the “discount 
window,” together with two recent increases in the dis
count rate, has called attention once more to direct bor
rowing as one means that member banks have of getting 
reserve funds. Why banks borrow and what a greater 
volume of borrowing means are therefore timely topics.

Generally, borrowing has been on the upgrade in
both the Sixth District and the nation since September 
1954. Borrowing is low when banks have plenty of excess 
reserves, as they do in a period of “active ease,” or when 
the Federal makes open market purchases to supply re
serves at about the rate they are needed. But when credit 
expands at a too-rapid rate and the Federal Reserve Sys
tem cuts down on the reserve supplies through open mar
ket operations, individual banks that get pinched for funds 
come in to the Federal’s discount window for reserves. 
Usually, the big increases in borrowing come because the 
banks that have beaten a path to the discount window 
borrow more and not because more banks borrow.

Most banks do not borrow. To make more loans they 
wait for deposits to rise or for old loans to mature. Some 
of them sell investments if the new loans will mean more 
earnings or if they want to take care of regular customers. 
But when banks that do not have excess reserves find their 
deposits declining or discover a strong demand for loans, 
they can get an advance on Government securities from 
their Reserve Bank. Alternatively, banks hard pressed for 
reserve funds can discount eligible short-term loans with 
the Federal. Lately most borrowing has been on Govern
ments, but just recently one District bank began to borrow 
on “eligible paper”—notes of its customers.

In the Sixth Federal Reserve District, only 35 of the 378 
member banks borrowed during September. Nevertheless, 
the amount of discounts and advances by the Federal 
Reserve Bank of Atlanta to these 35 banks averaged 62 
million dollars each day during the month. The bigger 
banks in major District cities such as Atlanta, Birmingham, 
Chattanooga, Jacksonville, Knoxville, Nashville, Miami, 
Mobile, New Orleans, and Savannah borrowed over four- 
fifths of the total amount.

Why did these major city banks borrow? Any 
banker will tell you he only borrows to replenish his reserve 
account. That isn’t the whole story though, for what hap
pens to a bank’s deposits, loans, and investments pretty 
much determines whether the bank needs more or less 
reserves. To find out why these banks borrowed compare 
them with major city banks in the Sixth District that did 
not borrow. During September, a greater percentage of the 
borrowing banks increased their loans, sold their invest
ments, and gained deposits than did banks that were not 
borrowers. The big difference, however, was in the per
centage of the two groups expanding their loan portfolio.
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Loss of deposits is the most important cause of bor
rowing by banks in less populated centers. True, the banks 
that did borrow in September differed from those that did 
not in that more of them increased loans and sold invest
ments but the biggest difference between the two groups of 
small banks was in the higher proportion of borrowing 
banks that suffered a deposit decline. Most banks in small 
cities do not borrow; only about one in twenty were “into 
the Federal” during September.

Individual banks that need reserves don’t necessarily 
have to borrow from the Federal to meet a deposit drain or 
to increase loans. Many large banks buy and sell excess 
reserves, or Federal funds, in daily transactions with major 
New York and Chicago banks and thus adjust their reserve 
positions. Even more common for banks that can foresee a 
continued need for additional reserves is the sale of invest
ments, principally Government securities. Sometimes both 
borrowing and sale of investments are required. The pro
portion of borrowing banks, in large and small cities, that 
sold investments during September was greater than the 
proportion of nonborrowing banks selling investments.

Borrowing banks had fewer short-term Govern
ment securities than banks that did not borrow. This was 
a deeper reason for borrowing, as only short-terms could 
be liquidated with little or no loss. For example, only 2 
percent of the Government securities held by borrowing 
banks in ten major District cities were in easily liquidated 
Treasury Bills on June 30, the last date for which figures 
are available. This compares with 11 percent of Govern
ment securities in Bills for the major city banks that did 
not borrow in September. Small city banks that borrowed 
also had a smaller share of their Governments in short
term securities than did the nonborrowing country banks.

Borrowing is a privilege, not a right. Loan applica
tions are carefully scrutinized at Reserve Banks, and the 
operations of borrowing banks are looked over carefully. 
Evidence of lending or investing for speculative purposes 
or over-reliance on borrowed money leads to a request that 
the borrowing bank repay the loan to Federal Reserve. 
When a bank really needs money to meet the critical needs 
of its local community, however, Reserve Banks willingly 
supply the necessary amounts.

What’s the significance of more borrowing? First, 
reserves immediately get to banks that need them most. 
This is not always the case when the Federal supplies 
reserves to the banking system through purchases of Gov
ernment securities, because banks selling securities are not 
always those with the greatest credit demand. Sixth District 
member banks this year apparently have relied more on 
borrowing from the Federal Reserve than have banks 
throughout the nation. For instance, so far this year Sixth 
District banks have obtained 4.8 percent of their reserves 
through borrowing, in comparison with 2.7 percent for all 
member banks. At least part of the heavier reliance on 
borrowing seems attributable to greater loan expansion in 
the Sixth District than in the nation this year.

Increased cost of business loans to private borrowers 
also goes along with increased borrowing by commercial 
banks. For one thing, this increased borrowing generally 
comes at a time when the demand for credit is strong.

Banks can then push up their charges on loans because the 
market will bear it and this helps ration credit. Also the 
Federal Reserve Banks, following a restrictive monetary 
policy, increase their discount rates—the cost on their 
loans to commercial banks.

Between the first two weeks of June and the first two 
weeks of September, large banks in Atlanta and New Or
leans that report interest rates on their new business loans 
raised their rates slightly. Most affected were the business 
firms that were borrowers of large amounts ($200,000 and 
over). Small borrowers found rates down a little from June, 
but by now they are probably feeling higher rates also.

Third, most bankers don’t like to have their insti
tutions in debt and try to get out at the earliest oppor
tunity. This is hard to do when credit is tight because de
posits often do not rise as fast as when credit is easy. Also 
security prices are depressed, making sales of investments 
a losing business. Bank indebtedness itself puts a crimp 
into some bankers’ thoughts of loan expansion. This is a 
see-saw affair with loan expansion leading to borrowing 
from the Federal and with larger indebtedness to the cen
tral bank making bankers less willing to pick up new loans. 
The result usually is that not-so-good customers get their 
loan requests pared down or politely refused and the best 
customers still get accommodated although at higher rates.

Conclusion Borrowing from the Federal Reserve is 
the safety-valve that prevents individual banks from getting 
pinched too tightly by monetary policy or adverse local 
economic conditions. It is also a useful device to get mem
ber banks to slow up a bit on lending and raise their rates. 
The volume of borrowing is a pretty good indicator of credit 
supply and demand conditions and central bank policy.

T h o m a s  R. A t k in s o n

Bank Announcements
On October 21 the National Bank of Commerce in 
Jefferson Parish, Jefferson Parish, Louisiana, opened 
for business as a member of the Federal Reserve Sys
tem. The bank’s officers are Dale Graham, President; 
J. Wensles Parra, Executive Vice President; Frances 
M. Leguenec, Vice President and Cashier; R. M. 
Walmsley, III, and Joseph S. Delaney, Vice Presidents; 
Frank A. Greco, Assistant Vice President; and Numa 
J. Barrois, Harry E. Woods, and Edward Smira, As
sistant Cashiers. Capital stock amounts to $600,000 
and surplus, $250,000.

The Key West State Bank, Key West, Florida, opened 
for business October 29 as a nonmember, par remitting 
bank. Its officers are Howard E. Wilson, President; 
C. L. Gardner, Executive Vice President; and John M. 
Koenig, Vice President and Cashier. The capital totals 
$370,400 and surplus and undivided profits, $129,640.

Another new nonmember, par remitting bank— the 
Tuscaloosa Bank, Tuscaloosa, Alabama— opened for 
business October 31. Officers of this bank are A. M. 
Grimsley, Jr., President; James F. Hunt, Executive 
Vice President and Cashier; and D. W. Stanford, 
Assistant Cashier. It has capital of $160,000 and 
surplus and undivided profits of $40,000.
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