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MONEY AND CREDIT IN 1961

A ccording to a  recent estim ate, $1 billion would 
m ake a stack of $100 b ills s ix  times the height of the 
W ash ington M onument. W hen thought of in these 
term s, the size and grow th of the F ederal debt assum e 
g igan tic  proportions. Often overlooked is the size 
and grow th of non-Federal debt. In the years  from 
1949 through 1960, the debt of the F edera l G overn
ment and F ederal Government agencies rose 20% 
from $266 billion to $321 billion. D uring the same 
period, non-Federal debt rose a  whopping 135% 
from $300 billion to $706 billion. The m agnitudes in 
volved and the re lative rates of grow th are evident 
from the chart below. A lso evident is the fact that 
F edera l debt as a  fraction of the total has constantly 
decreased over the decade. Federal debt in 1950 
com prised 47%  of total debt outstand ing but only 
31%  in 1960.

Each of the components of non-Federal debt (sta te  
and local debt, corporate debt, and debt of ind iv iduals 
and unincorporated en terp rises) grew  at a substan
t ia lly  faster rate  than F edera l debt. The develop
m ents over the period are sum m arized in the follow
ing table.

Debt of S tate  and local governm ents g rew  most 
rap id ly , followed in order by debt of ind iv iduals and

unincorporated businesses (in c lud in g  farm  debt, non
farm m ortgage debt, consum er debt, com m ercial debt, 
and financial debt) and corporate debt. P re lim in ary  
data suggest that developments in 1961 did not de
part g rea tly  from trends of the previous 11 years .

INTEREST RATES A significant development in 1961 
was the huge volume of new security  financing which 
took place at rem arkab ly stable rates of interest. 
D uring other recoveries from recession since W orld  
W a r  II, in terest rates tended to rise sooner and fu r
ther than in the 1961 recovery. The table on the 
follow ing page com pares 1958 w ith  1961 as to the 
rise in in terest rates from the trough of the reces
sion through ten months of recovery. In every case 
the rise in 1958 w as sign ifican tly g reater. W h y ?

P art of the answ er lies in the simple fact that in 
terest rates did not fall as far in 1960. The F edera l 
R eserve System  m ade a deliberate attem pt in 1960 
to supply reserves to combat recession in such a  w ay 
as to m inim ize dow nw ard pressure on in terest rates. 
R eserves w ere supplied large ly  by allow ing vau lt 
cash to be counted as reserves and by low ering re 
serve requirem ents for central reserve c ity  banks. 
An additional and more im portant reason for the
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m oderate decline in interest rates w as the fact that 
the 1960 recession w as m ilder than the recession of
1957-58. Consequently, the level of rates rem ained 
fa ir ly  h igh  re lative to the 1958 experience. The chart 
below shows the course of the three-month bill rate 
from the troughs of the respective recessions through 
ten months of recovery. A  plot of other rates would 
reveal a  s im ilar pattern .

R ates failed to rise as rap id ly  during  the present 
recovery m ain ly  because the absence of in flationary 
pressures enabled the F edera l R eserve System  to 
m aintain  a  policy of active ease for a  much longer 
period of tim e than in 1958. Throughout 1961 the 
discount rate rem ained at 3%  and free reserves av er
aged around $500 m illion. In 1958 the discount rate 
w as raised  tw ice during  the first ten months of re 
covery and the average level of free reserves fell rap 
id ly  beginn ing in the fourth month of recovery and 
became negative in  the eighth month.

Consequently, the level of interest rates rem ained 
very  stable during  the curren t business cycle. In 
the last two months of 1961 bill rates and rates on 
other short-term  Governments showed a m arked rise, 
and rates on long-term  Governments increased s ligh t
ly. R ates on corporate and m unicipal bonds, how
ever, rem ained v irtu a lly  constant a t h igher levels 
established ea r lie r  in the year.

In view  of the F edera l R eserve System ’s policy of 
operating in the long as w ell as the short end of the 
m arket and other efforts to keep short-term  rates 
up for balance-of-paym ents reasons, an in teresting 
question is how the structure of in terest rates dif
fered during  periods of ease in the last two business 
cycles. A  hasty con jecture would be that short rates 
were h igher re lative to long rates in the 1960-61

period, but there is only sligh t evidence to support 
th is conclusion. In 11 months of ease centered 
around the respective troughs, the spread between 
the three-m onth bill rate  and the rate on long-term  
G overnments w as low er in the 1960-61 period than 
in the 1957-58 period in seven out of the 11 months, 
and the spread between the three-m onth bill rate and 
M oody’s A aa  corporate bond index w as low er in 
1960-61 in nine of the 11 months. The spreads be
tween the bill rate and the y ie ld  on three- to five-year 
Governments and M oody’s A aa  m unicipal index, 
however, w ere lower in 1960-61 in only five of the
11 months of ease. It cannot be said , therefore, that 
the spread between short and long rates w as con
sisten tly  low er in the 1960-61 period. B ut th is can 
be explained  in large  part by the fact that the degree 
of ease fluctuated more in the 1957-58 period than 
in 1960-61. In the la tter period average free re 
serves started  a t $414 m illion in Septem ber 1960 and 
closed the period in Ju ly  1961 at $530 m illion w ith 
little  variation  in between. In the earlie r period, 
however, average free reserves started  the 11-month 
period of ease a t —$293 m illion in November 1957, 
rose to $493 m illion in A p ril 1958, and declined to 
$95 m illion in Septem ber. In the 1957-58 period, 
when free reserves w ere r is in g  rap id ly , short rates 
w ere n a tu ra lly  fa lling  more rap id ly  than long rates 
and the spread w as w idening. The converse w as 
true when the average level of free reserves began to 
fall. In contrast, since the in tensity  of ease was 
v irtu a lly  constant in the 1960-61 period, the spread 
between short and long rates rem ained alm ost con
stant.

Thus it is im possible to tell v ery  much about the 
effect of official action on the structure of interest
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BORROWINGS AND FREE RESERVES *
(M O N TH LY A V E R A G E  OF D A ILY  F IG U R ES )

$ M il. 
+ 1000

+ 800

+ 600

+  400

+ 200

0

-200  

— 400

J  A J  O
1960

&  A ll Com m ercia l Banks

lo o m

J  A J
1960

^  A ll M em ber Banks

Trou

Free Reserves

$ B il. 
+ I 5 r

rates by com paring 1960-61 w ith 1957-58, because 
the periods w ere so d issim ilar.

RESERVES AND BANK CREDIT In the curren t busi
ness cycle the F edera l R eserve System  has now 
pursued an easy m oney policy for alm ost two years. 
As can be seen from the chart above, the average 
level of free reserves rose rap id ly  during  1960 and 
reached a peak of alm ost $700 m illion in Ja n u a ry  of 
1961. D uring the same period borrow ings at the 
F edera l R eserve B anks fell stead ily from a level of 
$900 m illion to a  level of $50 m illion. Fo llow ing 
the trough of the curren t business cycle in F eb ruary  
1961, the level of free reserves fluctuated in the 
neighborhood of $500 m illion and borrow ings in the 
neighborhood of about $65 m illion.

W h a t w as the effect of easy money on bank credit ? 
Because of investm ent liquidation in ea r ly  1960, 
bank cred it grew  by only 4 .8%  in that y ea r—-from 
$190 billion to $200 billion. In contrast, bank credit 
increased by 8.1%  in 1961 to a level of $216 billion, 
reflecting p rim arily  a rap id  growth in investm ents. 
The chart above shows the cum ulative change in 
loans and investm ents from the beginning of 1960 
through 1961. A s is usual in recessions, loans e x 
panded only m oderately after the peak of the business 
cycle in 1960, w hile investm ents rose sharp ly.

M ost of the increase in bank credit w as reflected 
not in the grow th of demand deposits but in savings

accounts. D uring 1960 ad ju sted  demand deposits at 
a ll com m ercial banks declined very  s ligh tly , while 
savings deposits rose by 8 .3% . In 1961 both grew , 
but sav ings accounts at a  faster rate. A d justed  de
mand deposits increased 4.1%  w hile time deposits 
g rew  by 14.4% during  the year. From  Ju n e  through 
the rest of the year, time deposits g rew  at a  slow er 
rate than form erly, w hile the rate of grow th of ad 
ju sted  demand deposits picked up somewhat begin
n ing in Septem ber.

Fo llow ing the trend of ad ju sted  demand deposits, 
the money supply in 1960 did not rise a t a ll, but in 
1961 it rose 3.2%  and reached a level of $144.9 b il
lion in December. U sin g  a  broad definition which 
includes tim e deposits, the m oney supply grew  7%  
in 1961.

OTHER SOURCES OF FUNDS In spite of h igh levels 
of unem ploym ent throughout last year, personal in 
come rose from a  level of $402 billion in 1960 to 
$417 billion in 1961. S ince consum er buy ing  w as 
restrained , savings rose substan tia lly  and w ere chan
neled in large  part into financial in term ediaries. The 
lending capacity of m utual sav ings banks, savings 
and loan associations, and life insurance companies 
increased more than in either 1960 or 1958.

TREASURY OPERATIONS The T reasu ry  w as forced 
to go to the m arket for a substantia l volume of funds 
in 1961. In contrast to calendar 1960 when the
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T reasu ry  reduced the debt s ligh tly , the T reasu ry  in 
1961 borrowed $5.9 billion on a net basis ($1 .4  b il
lion through in creasing  the size of the w eek ly bill 
auction and $4.5 billion through issu ing other se
curities for cash in excess of cash retirem ents and 
a ttr it io n ). A ll of the net borrow ing in 1961 came in 
the last half of the year after corporate and state and 
local borrow ing had subsided somewhat. In the last 
half the T reasu ry  borrowed $7.9 billion on a  net 
basis, sw am ping net debt reduction of $2 billion in 
the first half.

Short-term  financing figured more prom inently in 
the T rea su ry ’s operations in 1961 than in the p rev i
ous year. In 1960 only $293 m illion of new cash 
was raised  through increasing  the size of the w eekly 
b ill auction, com pared w ith  $1,399 m illion in 1961. 
T h is procedure served the dual purpose of ra is ing  
new money and help ing m ainta in  short rates for bal- 
ance-of-paym ents reasons.

CORPORATE FINANCE New corporate bond issues 
in 1961 totaled $9.3 billion, the largest volum e since 
1958. N orm ally , long-term  bond financing is con
centrated in the recession phase of the business c y c le ; 
but in the curren t cycle the bulk of new issues fell 
in the second quarter of the year , two months after 
the trough. Businessm en apparently delayed  financ
ing, hoping for a  further fall in interest rates, and 
then belated ly loaded the m arket in anticipation  of 
rate increases. Y ie lds rose fa ir ly  rap id ly  in the 
period of heaviest financing, reached a peak in A u 
gust, and subsequently declined until congestion in 
the m arket became evident in late November. In 
December M oody’s A aa  corporate y ie ld  index rose 
three basis points to close the year at 4 .42% , three 
basis points below the y e a r ’s high.

STATE AND LOCAL FINANCING State  and local fi
nancing reached a record level of $8.3 billion in 1961, 
an increase of 14% over 1960 and of 8%  over 1959, 
the previous record year. A s in the case of corporate 
financing, m unicipal financing wras concentrated in 
the first half of the yea r as S tate  and local govern
ments sought to beat the rise in interest rates. In 
consequence of heavy offerings, y ie lds as m easured 
by M oody’s A aa  m unicipal index rose rather sharp ly 
from 3.14%  in Jan u a ry  to 3.35%  in Jun e . A s offer
ings subsided, rates decreased until the last p art of 
November, a t which tim e congestion developed in 
the m arket. Y ie lds rose five basis points in Decem
ber and m ight have risen farther had not substantia l 
demand developed from com mercial banks seeking- 
more profitable investm ents to help cover anticipated 
h igher costs of tim e and savings deposits.

MORTGAGE FINANCING M ortgage debt outstand
ing grew  $13.3 billion in the first three quarters of 
1961, contrasted w ith  grow th of $11.8 billion during  
the same period of 1960. The increased m ortgage 
indebtedness accom panied a new record in the value 
of construction put in place, and total construction 
contract aw ards in the first 11 months of 1961 
increased 2%  over the com parable period in 1960. 
W ith  personal savings at record levels in 1961 and 
y ie lds on m ortgages attractive  com pared w ith  other 
investm ents, funds w ere read ily  availab le  th rough
out the year. M ortgage rates in the secondary m ar
ket fell s tead ily  during  the first three quarters and 
stab ilized in the fourth. M ortgage lend ing by sav
ings and loan associations estab lished a  new  record, 
and m ortgage lend ing by life insurance companies 
fell only $300 m illion short of its record in 1956.

CONSUMER DEBT In spite of the fact th at dispos
able personal income rose substan tia lly  in 1961, con
sum ers w ere reluctant to spend. Consequently, con
sum er cred it outstand ing increased by only $1 .4  b il
lion com pared w ith  an increase of $4 .4  billion in 1960. 
B ut consum er cred it outstand ing increased more than 
in  1958, the previous recession year , when consumer 
debt outstanding rose only $136 m illion.

D uring the ea r ly  m onths of 1961, repaym ents on 
instalm ent cred it exceeded extensions and the total 
outstanding declined. D uring the sum m er the total 
outstanding rem ained v ir tu a lly  unchanged, and not 
until the final quarter did extensions begin to e x 
ceed repaym ents by a  sign ificant amount.

CONCLUSION T otal debt grew  more in 1961 than 
in 1960 as every m ajo r component of debt except 
consum er credit showed a m arked rise. T reasu ry  
borrow ings accounted for most of the increase.

The grow th of debt last y ea r wras about the same 
as the increase in 1958, which w*as also a  yea r  of re 
covery. Corporate borrow ing and net borrow ing by 
the T reasu ry  w ere h igher in 1958 than in 1961, but 
these wTere offset in 1961 by greater increases in 
m unicipal and consum er borrow ings and in m ort
gage indebtedness.

A lthough rough ly the sam e volume of borrow ing 
occurred in the two years , in terest rates rose much 
more in 1958. T here are m any factors pecu liar to 
each period which would have to be included in an 
explanation  of the difference. One of the more im 
portant factors appears to have been the different 
F edera l R eserve policy. In 1958 the m onetary au 
thorities began to tighten four or five months after 
the trough of the recession. B ut in 1961 the System  
w as still pursu ing a  policy of m onetary ease a t the 
y e a r ’s end, ten months after the trough.
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Keys for Forecasting

National Income

National income is of great interest to business forecasters because it measures total 
earnings of the factors of production—labor and property—in producing the nation's output 
of new goods and services. It is the sum of employee compensation, interest, rents re
ceived by persons, and business incomes.

NATIONAL INCOME VERSUS GNP In the national income and product accounts, national 
income represents, on the receipts side, the factor cost of the nation's output w hereas 
gross national product (GNP) represents the expenditure side in terms of market value 
of this output. GNP, therefore, includes costs that do not accrue to the factors of produc
tion but which are included in the sale price of the final output. These "nonfactor" 
costs are chiefly depreciation on buildings and equipment and indirect business taxes, 
such as excise, sales, and property taxes.

COMPONENTS OF NATIONAL INCOME Like GNP, national income is often used as an 
indicator of the general level of business activity. The value of the national income ac
counts, however, lies more in the component measures than in the total. Changes in the 
relative importance of the components often indicate structural changes in the economy.

Of the major income components, perhaps the one most closely watched by fore
casters is the volatile sector of "corporate profits." Among the separate estimates are  
those for corporate profits before and after taxes, dividends, and retained earnings. 
For the purposes of the accounts, an inventory valuation adjustment (also reported sepa
rately) is made so that profits reflect the value of real change in inventories rather than 
the change in book value as is customary in business accounting.

Income from sole proprietorships, partnerships, and noncorporate businesses—"proprie
tors' income"—is shown separately for business and professional enterprises and for farm

NATIONAL INCOME

Compensation of Employees

I I I I I I I I I I I
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Note: In the National Income chart, corporate profits include inventory valuation adjustment. Profits before allowance for changes in value 
of inventories are shown in the second chart.
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enterprises. By far the greatest part of national income, however, is in the form of 
"wages and salaries" to persons in an employee status. These payments, plus "supple
ments to w ages and salaries" (primarily employer contributions for social insurance and  
private pension funds), make up the major component—"compensation of employees."

The rem ainder of the national income comes from "rental income of persons" (in
cluding rental on real property, net nonmonetary rental value of owner-occupied homes, 
and royalties received from patents and rights to natural resources) and from "net interest" 
(interest from private business, less government interest disbursements to business).

NATIONAL INCOME VERSUS PERSONAL INCOME Personal income is obtained from na
tional income by subtracting contributions for social insurance and corporate profits, and  
by adding dividends, net interest paid by the government, and transfer payments. Trans
fer payments include payments not resulting from current production, such as social se
curity benefits, veterans' bonuses, and corporate gifts to nonprofit institutions. Thus, per
sonal income measures income received by individuals, unincorporated businesses, and 
nonprofit organizations. It includes not only money payments but nonmonetary income, 
chiefly rental value of owner-occupied homes and the value of food produced and con
sumed on farms.

COMPONENTS OF PERSONAL INCOME Published breakdowns of personal income are  
w ages and salaries (by broad classes of industries and by government), other labor in
come, proprietors' income, rental income of persons, dividends, personal interest income, 
and transfer payments. Personal income statistics are availab le  on a monthly seasonally  
adjusted basis for the nation and annually by states. They are one of the few  measures 
of over-all economic performance available on the state level.

The amount of income availab le  for spending—"disposable personal income"—is an
other item of special interest to forecasters. It is found by deducting "taxes" from total 
personal income. "Taxes" in this case includes personal taxes (such as income and estate) 
and nontax payments (such as fines) but excludes property and commodity taxes. Per
sonal contributions to social insurance funds have already been deducted from the personal 
income total.

If the amount people spend for goods and services—"personal consumption expendi
tures," a major sector of the GNP accounts—is subtracted from "disposable personal in
come," an estimate of the amount that goes into personal savings is obtained. Personal 
savings include not only changes in cash holdings and bank deposits but changes in re
serves of life insurance companies and persons' equities in real property, farm s, and other 
unincorporated businesses. Since this estimate of personal savings is the difference between 
two much larger estimated totals, it is subject to large relative error.

PERSONAL INCOME DISPOSITION OF PERSONAL INCOME

1950 1955 1960

200

1950 1955 1960
Note: As shown, total personal income excludes personal contributions for social insurance. Proprietors' and property income is the sum of 
dividends, personal interest, rental income of persons, and proprietors' income.
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Consumer Instalment Credit in Recovery

D uring the first ten months of recovery follow ing 
the F eb ruary  1961 trough in business activ ity , con
sum er instalm ent credit increased by a  net of $639 
m illion on a seasonally ad ju sted  basis. (A ll data cited 
herein  are seasonally ad ju sted .) The rise w as about 
tw o-th irds as much as during  the first ten months 
of recovery in 1958-59 but less than one-fifth of the 
increase during  the com parable months of recovery 
in 1954-55.

U ntil a  $181 m illion increase in consumer in sta l
ment credit w as recorded in October, the financial 
press carried  m any references to the lack of strength 
in consum er borrow ing. The consum er “hesitation ,” 
as it w as called, w as evident p rim arily  in instalm ent 
credit. It appeared pronounced, however, on ly in 
relation to the $3.4 billion increase in such cred it fol
low ing the 1954 upturn.

INSTALMENT CREDIT COMPONENTS Autom obile 
paper is the largest component of consum er in sta l
m ent credit. D uring the first ten months of the cu r
rent recovery, automobile paper declined a q uarter of 
a billion do llars, s ligh tly  more than offsetting the in 
crease in other consum er goods paper. Personal 
loans rose over $650 m illion, repair and m oderniza
tion loans n early  $50 m illion.

D uring the com parable recovery period of 1958, 
automobile cred it declined about $325 m illion, a drop 
that w as more than offset by a  rise of $511 m illion 
in other consum er goods paper. Increases of $520 
m illion in personal loans and $239 m illion in repair 
and m odernization loans contributed substan tia lly  to 
the net rise of $946 m illion in total instalm ent credit.

In sharp contrast to its declines in the curren t and 
1958 recovery periods, automobile credit in 1954-55 
accounted for 63%  of the $3.4 billion increase in 
total consum er instalm ent credit during  the first ten 
months of recovery. Personal loans accounted for 
s ligh tly  over 20%  and other consum er goods paper 
for 17% of the increase. R epair and m odernization 
loans declined m odestly.

TIMING OF UPTURN IN INSTALMENT CREDIT W ith  
each successive business recovery period, consumer 
instalm ent credit has begun to increase at a  later

date re lative to the trough of the recession, indicated 
on the accom panying chart as the last month w ith in  
the shaded recession period. A  decrease in instalm ent 
cred it occurred ear ly  in the 1954 recession, and an 
upw ard movement w as resum ed two months in ad 
vance of the trough. In the 1958 recession, con
sum er instalm ent cred it began a  decline in F eb ruary  
which continued through the A p ril trough and for 
five succeeding months. In the curren t business 
cycle, no decreases wrere recorded until the month 
im m ediately p receding the trough. Subsequently, 
decreases occurred in the trough month and in four 
of the fo llow ing ten months, the last being Septem ber.

REPAYMENT LAG Changes in consum er instalm ent 
cred it outstanding are m erely  the differences between 
extensions and repaym ents. The am ount of ex ten 
sions and the term s of the contracts jo in tly  deter
m ine the am ount of future repaym ents. Changes in 
repaym ents lag  behind extensions because in any 
given month repaym ents are based on the am ount of 
cred it p rev iously  extended. Thus, repaym ents are 
low er than extensions when the la tter are r is ing . If 
extensions rise and rem ain constant at the h igher 
level and term s of the contracts are not changed, re 
paym ents u ltim ate ly  catch up w ith  extensions.

E xtensions rose 13% between F eb ru ary  and De
cem ber 1961 w hile repaym ents rose only 4% . S im i
la r  patterns ex isted  during  the first ten months fol
low ing the 1958 and 1954 troughs, when extensions 
rose by 19% and 25% , respectively , and repaym ents 
increased by 4%  and 8% . The slow er grow th of 
repaym ents during  these two periods reflected not 
only the lag  inherent in repaym ents but also a  lag  
created by lengthen ing of contract m atu rities.

EFFECT OF LONGER MATURITY A ny lengthen ing of 
m atu rity  accentuates the repaym ents lag  and thus 
leads to an increase in the total am ount of in sta l
ment cred it outstanding. T h is lag  is operative only 
during  the period of lengthen ing and im m ediately 
afterw ards, that is, until a  fu ll cycle of m onthly re 
paym ents under the new  m atu rity  has been com
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pleted. T his feature exp lains part of the difference in 
m agnitude of the change in instalm ent cred it out
stand ing between this curren t recovery period when 
an increase of $639 m illion w as recorded and the $3.4 
billion increase in the 1954 recovery.

The table on the next page illu strates the effect of 
a  lengthen ing of m atu rities upon the total am ount of 
instalm ent credit outstanding. Even though m onth
ly  extensions are the same under two separate m a
tu rities, slow er payoffs associated w ith longer m a
tu rities lead to la rge r am ounts of instalm ent credit 
outstanding. In the sim plified exam ple of the table, 
w ith extensions at $100 a month and repaym ents 
scheduled over a five-month period, the am ount out
standing at the end of the fifth month w ill be $300— 
all of the $100 extended in the fifth month, four-fifths 
of that extended in the fourth month, three-fifths of 
that in the th ird  month, and so on. In the six th  and 
every subsequent month repaym ents are equal to e x 
tensions, as one-fifth of each of the $100 extensions 
made in the five previous months is paid off.

But if the m atu rity  of the contract w ere ten months 
instead of five, repaym ents would not equal ex ten 
sions until the eleventh month. The am ount out
stand ing at that time would necessarily  be la rger 
than at the end of a cycle for five-month contracts 
because the proportional repaym ents made on a  la rger 
num ber of m onthly $100 extensions would be sm aller, 
leav ing a la rge r amount outstanding ye t to be paid.

The volume of outstandings associated w ith  longer 
m atu rities increases only approxim ately in propor

tion to the increase in m aturities, as evidenced in the 
table by outstand ings of $300, $550, and $1,050 for 
m atu rities of 5, 10, and 20 months, respectively.

A ctual m atu rities of consum er instalm ent credit 
contracts run much longer than those used in this 
sim plified exam ple. T yp ica lly , contracts run 18, 24, 
and 36 months. If extensions w ere at $100 a  month, 
outstandings would level off at $1,250 and $1,850 
w ith m aturities of 24 and 36 months. Extensions, 
of course, run much h igher than in the ex am p le ; in 
the trough month of F eb ru ary  1961 seasonally ad 
ju sted  extensions w ere approxim ately  $3 .8  billion.

MATURITY LAG IN RECENT RECOVERIES The m a
tu r ity  lag  w as greatest in the 1954-55 recovery, less 
pronounced in the 1958 recovery, and alm ost absent 
in the curren t one. In late 1954 and ea r ly  1955 there 
w as a  m arked lengthen ing in m aturities of autom o
bile contracts, which cover a substantia l part of con
sum er cred it and w hich accounted for the m ajo r por
tion of instalm ent credit grow th in that recovery 
period. B y  m idsum m er 1955, 30-month instalm ent 
contracts on new cars w ere typ ica l, compared w ith 
24-month contracts a  yea r earlier. A lthough 36- 
month contracts w ere w idespread at the time the
1958-59 recovery began, there had been no sign ifi
cant change in m axim um  m aturities since 1957. The 
proportion of long-term  contracts, however, rose 
stead ily  through the th ird  quarter of 1958 and then 
leveled off. B y ea r ly  1959 it w as estim ated that 
about 60%  of a ll new  car contracts w ere w ritten  w ith

W ith each successive recovery period , consum er insta lm ent cred it has begun to increase a t a la te r date re la tive  to the N atio n a l Bureau of 

Economic Research trough months. These trough months are  ind icated  on the chart as the last months w ith in  the shaded recession periods.

CONSUMER INSTALMENT CREDIT
JULY 1953—DECEMBER 1961, SEASON ALLY ADJUSTED
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HYPOTHETICAL EXAMPLE:

EFFECT OF CONTRACT MATURITIES UPON AMOUNT OF 

INSTALMENT CREDIT OUTSTANDING

Am ount
Extensions Repaym ents outstand ing , 

M onths per month per month end o f month

5-month m aturity

1st 100 _ 100

2nd 100 20 180

3rd 100 40 240

4th 100 60 280

5th 100 80 300

6th 100 100 300

7th and  subse
quent months 100 100 300

10-month m aturity

1st 100 — 100

2nd 100 10 190

3rd 100 20 270

4th 100 30 340

5th 100 40 400

6th 100 50 450

7th 100 60 490

8th 100 70 520

9th 100 80 540

10th 100 90 550

11th 100 100 550

12th and  subse
quent months 100 100 550

20-m onth m aturity

1st 100 — 100

2nd 100 5 195

3rd 100 10 285

4th 100 15 370

5th 100 20 450

6th 100 25 525

7th 100 30 595

8th 100 35 660

9th 100 40 720

10th 100 45 775

11th 100 50 825

12th 100 55 870

13th 100 60 910

14th 100 65 945

15th 100 70 975

16th 100 75 1,000

17th 100 80 1,020

18th 100 85 1,035

19th 100 90 1,045

20 th 100 95 1,050

21st 100 100 1,050

22nd and  subse
quent months 100 100 1,050

36-month m atu rities. A s the curren t recovery be
gan, about tw o-th irds of a ll new car contracts w ere 
being w ritten  to m ature in 36 months, and there has 
been no m arked  change in this proportion since then.

MONTHLY PAYMENTS A  lengthen ing in m atu rities 
does not reduce m onthly paym ents proportionately, 
because it requ ires la rge r in terest paym ents. A  50% 
extension of contract m atu rity  from 24 to 36 months 
would reduce m onthly paym ents on a  $3,000 loan 
carry in g  an add-on in terest rate  of 5% from $137.50 
to $95.83. T h is reduction am ounts to 30%  rather 
than to the one-third reduction which would occur 
if only the principal w ere involved. T he h igher the 
in terest rate  is, the sm aller the proportionate reduc
tion would be. T he percentage of debt service p ay 
ments represented by in terest increases w ith  longer 
m atu rities. On a  loan w ith  a  5% add-on interest 
rate, in terest paym ents account for 9 .1%  of total 
paym ents under a  24-m onth contract and 13.0% 
under a  36-m onth contract.

FINANCING INSTALMENT CREDIT M atu rity  length
en ing reduces the retu rn  flow of funds to lenders out 
of w hich they can m ake new extensions of credit. 
T h is has not been of much significance under the 
re la tive ly  easy cred it conditions of recent months, 
but it would become increasing ly  im portant w ith  the 
grow th of cred it demands.

The principal suppliers of consum er instalm ent 
cred it are com m ercial banks, which norm ally  hold 
close to 40%  of consum er instalm ent cred it outstand
ing. Sa les finance companies, in second place, hold 
about 25% . Consum er finance companies and cred it 
unions each account for n early  10% of the outstand
ings. C redit unions have been increasing  in im 
portance as a  supplier of consum er cred it in recent 
years , w h ile re ta il outlets have become somewhat 
less sign ificant. In the late months of 1961 reta il 
outlets accounted for around 12% of consum er in 
stalm ent credit. O ther financial institutions hold 
about 4%  of consum er instalm ent paper.

BURDEN OF REPAYMENTS R epaym ents w ere 12.9% 
of disposable personal income in the fourth quarter of 
1961, compared w ith  13.2% in the first quarter of 
the year when the recovery began. The decline in 
this ratio  during  this recovery w as about in line w ith 
that in the 1958 recovery, when the percentage 
dropped from 12.7% to 12.4% between the second 
quarter of 1958 and the first quarter of 1959. B ut in 
the 1954-55 recovery repaym ents rose, along w ith  the 
rap id grow th of consum er instalm ent credit, from 
11.9% of disposable personal income in the th ird 
quarter of 1954 to 12.0% and 12.2%? in the first and 
second quarters of 1955.
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THE FIFTH DISTRICT

Business activ ity  in the F ifth  D istrict has com
pleted a  yea r of progress to record or near-record 
levels. The advance, however, has recently slowed 
to a very  gradual and rather uneven pace, and 
little  c lear evidence is yet availab le  for ju d g in g  its 
behavior since the first of the year. H ere, as in the 
rest of the nation, an a ir  of exuberance accompanied 
the strong seasonal ground sw ell that developed to
w ard  the end of 1961. The motive power came from 
new' strength  in several areas. Consumer buying 
forged ahead in sharp contrast to the mediocre per
formance which had characterized  trade during  most 
of the year. Construction activ ity  rem ained at high 
levels backed by a  good flow' of new contract aw ards. 
O ther nonm anufacturing sectors, p articu la r ly  serv 
ices, u tilities , and m ining, also advanced and some 
m anufacturing industries jo ined in. F u rn itu re  moved 
ahead on a strong w ave of new orders, and m etals, 
m ach inery, tobacco, and food products gained well 
by com parison w ith norm al seasonal behavior.

EXUBERANCE MODERATED The optim ism gener
ated tow ard the end of 1961 m oderated considerably 
when Ja n u a ry  business w as v isib ly  off the pace, and 
December statistics showed that year-end  progress 
in m any areas of D istrict business had been of less 
than seasonal proportions. W here it occurred, prog
ress had rem ained p retty  much on the surface, so to 
speak, rather than ach iev ing the deep penetration that 
had been hoped for. T he figures showed that sea
sonally ad ju sted  nonfarm  em ployment actua lly  de
clined a little  in December. T h is w'as a  resu lt of the 
first reduction since F eb ru ary  1961 in the num ber of 
nonm anufacturing jobs and the governm ent sector 
wras la rg e ly  involved. December bank debits, sea
sonally ad justed , w ere also  below the November level. 
On the other hand, after slipp ing a  little  in the p rev i
ous month, seasonally ad ju sted  factory em ployment 
and m an-hours increased s ligh tly  in December.

RECENT EVIDENCE INCONCLUSIVE Interpretation  
of recent statistics seems to call for even more cau
tion than usual. Seasonal ad justm ent at best pro
vides a  p artia l clarification of the behavior of business 
indicators. The unquestioning assumption that busi
ness statistics have cyclical significance sim ply be
cause they have been subjected to the mechanics of

seasonal ad justm ent overlooks a  m ultitude of other 
like ly  possib ilities. T h is is especially  true in w inter. 
The effects of extrem e w eather a t other seasons of 
the y ea r  are  u sua lly  b rief and re la tive ly  m ild. Bad 
w in ter wreather, however, can cause serious and pro
longed disruptions. No other season, furtherm ore, 
is affected by a  phenomenon com parable to “the 
C hristm as rush ,” a  d isturbance which m ay affect in 
ventory build-up and liquidation, em ployment, credit 
expansion, and other factors differently each year.

In the light of these qualifications, it is difficult to 
a rriv e  at any very  firm conclusions about recent 
changes in the state of D istrict business. Bank 
debits, seasonally ad ju sted , reached a new high in 
Jan u a ry . Em ploym ent improved a little  in m anu
facturing, but the num ber of other nonfarm  jobs re 
m ained v ir tu a lly  unchanged. The seasonally ad ju sted  
index of departm ent store sales, which had rem ained 
near the a ll-tim e record for three consecutive months 
a t the end of last year , w as down a little  in Jan u a ry  
but still strong. T rade reports on m anufacturing  in 
dustries w ere m ixed. S till a t the top of the lis t w as 
the furn iture industry , a lread y  at w ork on a large  
backlog of o rders and expecting  to be kept busy. 
M ost of the other durable goods industries appeared 
to be m ain ta in ing good operating  levels. Food proc
essors and tobacco m anufacturers adhered closely to 
the usual seasonal patterns. Lum ber producers w ere 
still last on the lis t but hoped that the recent upw ard 
trend in residentia l contracts and build ing perm its 
would soon foster a  strong upturn in demand.

TEXTILE OUTLOOK SOMEWHAT CLEARER U ndercu r
rents that have been s tirr in g  for some tim e beneath 
the surface of the tex tile  industry  have recently pro
duced a num ber of sign ificant developments. The 
Geneva conference of 19 tex tile  producing nations 
has prepared an ‘‘a rrangem en t” (to  become an 
“agreem ent” when form ally signed by the partic ip at
ing countries la te r th is y e a r )  designed to control in 
ternational shipments of cotton tex tiles over the next 
five years for the orderly  grow th of free w orld  in 
dustry  and trade in such m anner as w ill avoid d isrup 
tion of domestic m arkets. B y c learing  the w ay for 
b ila te ra lly  negotiated agreem ents coordinated through 
an in ternational Cotton T ex tiles  Committee, the
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arrangem ent bespeaks a sp irit of m utual understand
ing  and good w ill am ong tex tile  nations.

On the domestic side, tex tile  m arkets have again  
shown little  improvement. M ills have raised  a  num 
ber of specific prices but more, it would seem, as an 
outgrow th of last y e a r ’s r is in g  costs and recently 
in itiated  w age increases than in response to forces 
of the m arket place. T here have, in fact, been re
ports of curta iled  production schedules for cotton 
prin t cloth, and prices are  still genera lly  low as com
pared w ith  those in effect during  other periods of 
business im provem ent and especially in the light of 
the ir past relationsh ip  to costs.

STRENGTH SUSTAINED The broad p icture of D is
tr ic t business, then, is uneven ly favorable. S ta tis t i
cal m easures continue to show considerable strength , 
but the effect of th is strength  in m any areas cu rren tly  
seems to be susta in ing  the economy rather than mov
ing it ahead.

LOANS CONTRACT ABOUT AS USUAL Loan activ i
ty  a t D istrict banks fell off about as usual in/'January, 
after one of the busiest Decembers of recent • years. 
In the five weeks ending Jan u a ry  31, gross loans of 
D istrict w eekly reporting banks declined $128. m il

lion, or about 4 .5% . W h ile  th is is norm al, the fall- 
off this year w as somewhat la rg e r than that in the 
same period of most recent years . Except for real 
estate loans, which rose m oderately, a ll m ajo r loan 
categories at D istrict w eekly reporting banks de
clined in these five weeks. The largest drop occurred 
in business loans, down n early  $50 m illion.

The Ja n u a ry  reductions followed large  December 
increases. Between November 29 and December 27, 
gross loans of D istrict w eek ly reporting banks rose 
n early  $165 m illion, or about 6% . O utstand ing busi
ness loans increased $65 m illion, or rough ly 7% . A ll 
rem ain ing loan categories scored m oderate to sizable 
December gains. L arge  year-end  increases in loans 
are norm al, but these w ere considerab ly g rea ter in
1961 than in other recent years  and w ere only p ar
t ia lly  offset by the Jan u a ry  reductions. M ost loan 
categories rose again  in the first week of F eb ruary .

INVESTMENTS RISE Investm ent activ ity  of D istrict 
w eek ly  reporting banks in Ja n u a ry  centered chiefly 
in Government securities, holdings of which w ere in 
creased more than $13 m illion. T h is rise w as p ar
tia lly  offset, however, by reductions in other securi
ties of n early  $2.5 m illion. T otal investm ents rose 
0 .6% , about in line w ith  changes in com parable 
periods of most recent years . The increase in hold
ings of Government securities th is y ea r  w as about 
evenly divided between m aturities of under one year 
and over five years . H old ings of one- to five-year 
m aturities declined.

The Jan u a ry  increase in investm ents followed a 
much la rger rise in December. Between November
29 and December 27 D istrict w eekly reporters ex 
panded total investm ents more than $50 m illion, or 
n early  3% . T h is w as the largest increase of any 
recent December and was about equally  d ivided be
tween Governments and other securities.

Deposits at D istrict w eekly reporting banks re 
corded a norm al seasonal decline in the five weeks 
ending Jan u a ry  31, after a  d istinctly  better than 
seasonal increase in December. The Jan u a ry  de
cline w as concentrated in demand deposits. T im e 
deposits continued to move up sharp ly, ga in ing  a l
most 3%  in the five-week period. W h ile  the Decem
b er-Jan u ary  behavior of demand deposits conforms 
closely to recent past experience, the increase in tim e 
deposits in these two months has been considerably 
la rger than in the sam e months of other recent years.
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