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Growth in Money Slows
S i n c e  THE INCREASE in the Federal Reserve discount rate 
and the raising of interest rate ceilings permitted on time and 
savings deposits at commercial banks in late November, inter
est rates on short-term securities have risen, and there has been 
a slower rate of monetary expansion. At the same time, however, 
bank credit has risen at an accelerated rate.

Interest Rates Rise
Following the increase in the Federal Reserve discount rate 

from 3/2 per cent to 4 per cent, effective November 24 at the St. 
Louis bank, interest rates on money market instruments worked 
higher. Yields on 90-day Treasury bills rose from 3.61 per cent in 
the week ending November 20 to 3.83 per cent in the last week of 
1964. Since then, yields have risen further, to about 4.00 per cent 
in early March. For several months prior to late November bill 
yields had moved within a narrow range around 3.50 per cent, 
the previous discount rate. The rise in bill yields during early
1965 is in contrast to a usual decline in yields at this season.

Other short-term interest rates have also risen since late Novem
ber. Yields on six-month Treasury bills rose from 3.77 per cent to
4.02 per cent in early March, rates on finance company paper 
rose from 3.88 per cent to 4.25 per cent, and rates on prime 
bankers’ acceptances advanced from 3.75 per cent to 4.25 per cent.

Interest rates on longer term securities have been about un
changed in recent months. Following the rise in the discount rate, 
yields on long-term Government bonds rose from 4.11 per cent to 
4.15 per cent in early December. Subsequently, they have been
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about unchanged on balance. Yields on high-grade 
corporate bonds have changed little from the levels 
prior to late November.

M onetary  E xpansion  M oderates
The money supply (demand deposits plus currency) 

has risen at a markedly slower rate since November 
than it had earlier. From November to the month 
ending February 15 money increased at a 0.9 per cent 
annual rate, compared with a 4.2 per cent rate during 
the previous 11 months. Since September 1962 (the 
last marked and sustained change in the rate of 
change), money has risen at a 3.9 per cent annual rate, 
and, since February 1961 (the beginning of the cur
rent economic expansion), at a 3.2 per cent rate.
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The money supply in the four weeks ending March 
3 averaged $159.1 billion, the same as in the four 
weeks prior to the increase in the discount rate 
on November 24. Money rose in the week ending 
December 16, then remained virtually unchanged, on 
balance, until the week ending February 3, and has 
decreased subsequently. There was a large temporary

increase for one week at the year’s end, but this re
flected primarily the fact that December 31 fell on a 
Thursday so the typical year-end bulge in deposits 
was carried for the four-day weekend.
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A continued rise in the volume of currency held by 
the public has accounted for the modest expansion in 
money since November; the demand deposit com
ponent has been nearly unchanged. For 11 months 
prior to November demand deposits rose at a 3.8 per 
cent annual rate.

Since the November increase in the maximum inter
est rates permitted on most types of time and savings 
deposits at commercial banks, the rate of expansion in 
time deposits has risen markedly, a 20 per cent annual 
rate compared with a 12 per cent rate during the 
previous 11 months. From November to mid-February 
large negotiable certificates of deposit at weekly re
porting banks increased 7 per cent, and savings de
posits, 2.5 per cent (data not seasonally adjusted). In 
the corresponding period a year ago savings deposits 
rose 1.3 per cent.

As a result of a marked rise in the rate of expansion 
in time deposits, the sum of money and time deposits 
has risen at a slightly faster rate since November 
than previously, a 9.1 per cent rate compared with a
7.7 per cent annual rate during most of 1964. Since 
1951, money plus time deposits has increased at an 
average annual rate of 4.5 per cent.

In contrast to a slower rate of expansion in money 
since November, total reserves of member banks have 
risen at a faster rate. From November to the month 
ending February 15 total reserves rose at a 6.6 per 
cent annual rate, compared with a 4.3 per cent rate 
from the end of 1963 to November.

(Continued on page 12)
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Growth in Money SloWS-Continued from page 2

Virtually all of the expansion in total reserves since 
November has been absorbed by increases in reserves 
required to support nonmonetary deposits (Govern
ment demand deposits, net interbank deposits, and 
time deposits). Consequently, reserves available for 
monetary deposits (private demand deposits) have 
been about unchanged since November, compared 
with a 2.1 per cent rate of expansion during most of
1964. Since there were virtually no changes from No
vember to the month ending February 15 in member 
bank holdings of excess reserves or in the distribution 
of deposits among banks with different reserve re
quirements, the demand deposit component of money 
also was about unchanged.

B a n k  C red it E xp a n sio n  C o ntin u es  
at a H ig h  R ate
Total commercial bank credit (loans and invest

ments) expansion has accelerated since November, 
reflecting a strong demand for credit, the higher rate 
of expansion in member bank total reserves, and the 
accelerated pace of time deposit accumulation. Bank 
credit has risen at a 9.8 per cent rate since November. 
By comparison, it rose at a 7.8 per cent rate from the 
end of 1963 to November and at an average annual 
rate of 5.7 per cent since 1951.

Since November, bank loans have risen at a 15 per 
cent annual rate, compared with an 11 per cent rate of 
expansion during the previous 11 months. The expan
sion of business loans has been particularly strong 
since November, a 23 per cent annual rate compared 
with a 10 per cent rate during most of last year.

Some factors contributing to the recent pickup in 
business loan expansion are rising business activity, in
ventory accumulation occasioned by the dock strike 
and the anticipated steel strike, and foreign loans. The 
rate of expansion in bank holdings of investments has 
declined from a 2.5 per cent rate during the first 11 
months of 1964 to a 1.4 per cent rate since November.

B u sin ess A ctivity C o n tin u es  to Rise
Business activity continued strong in January and 

February. Production and sales rose from September 
to January, while average prices increased slightly. 
Preliminary data indicate that production and sales 
continued to advance in February.

Industrial production rose at an annual rate of 8.3 
per cent from September to January, compared with 
an increase of 7.8 per cent since January 1964. Out
put of durable goods rose at a 12.4 per cent rate during 
the September to January period, and production of 
nondurables increased at a 5.8 per cent rate.

Industrial Production
1957-59=100 19 5 7 -5 9 -1 0 0

L a te st  d a ta  p lo tte d : January p re lim inary

Retail sales in January were slightly less than in 
December but were up at a 1.7 per cent annual rate 
from September. Sales of new automobiles increased 
substantially from December to January.

Prices have moved upward slightly in recent months. 
Consumer prices rose at a 1.4 per cent annual rate 
from September to January, the same as the average 
annual rate of increase since 1951. Wholesale prices 
increased at an annual rate of 0.9 per cent during 
the September to January period, with increases in 
prices of industrial commodities more than offsetting 
declines in farm product prices. Preliminary data for 
February indicate that wholesale prices held steady 
from January.

Prices
1957-59=100 1957-59=100
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Growth in Money Slows

S i n c e  THE INCREASE in the Federal Reserve discount rate 
and the raising of interest rate ceilings permitted on time and 
savings deposits at commercial banks in late November, inter
est rates on short-term securities have risen, and there has been 
a slower rate of monetary expansion. At the same time, however, 
bank credit has risen at an accelerated rate.

Interest Rates Rise
Following the increase in the Federal Reserve discount rate 

from 3/2 per cent to 4 per cent, effective November 24 at the St. 
Louis bank, interest rates on money market instruments woiked 
higher. Yields on 90-day Treasury bills rose from 3.61 per cent in 
the week ending November 20 to 3.83 per cent in the last week of 
1964. Since then, yields have risen further, to about 4.00 per cent 
in early March. For several months prior to late November bill 
yields had moved within a narrow range around 3.50 per cent, 
the previous discount rate. The rise in bill yields during early 
1965 is in contrast to a usual decline in yields at this season.

Other short-term interest rates have also risen since late Novem
ber. Yields on six-month Treasury bills rose from 3.77 per cent to
4.02 per cent in early March, rates on finance company paper 
rose from 3.88 per cent to 4.25 per cent, and rates on prime 
bankers’ acceptances advanced from 3.75 per cent to 4.25 per cent.

Interest rates on longer term securities have been about un
changed in recent months. Following the rise in the discount rate, 
yields on long-term Government bonds rose from 4.11 per cent to
4.15 per cent in early December. Subsequently, they have been
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cent annual rate from the third to the fourth quarter 
of last year compared with a 6 per cent rate from 1960 
to 1965 and a 5 per cent rate since 1953. Retail sales,

Gross National Product
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an indication of spending which is available more cur
rently, jumped at a 13 per cent annual rate from Octo
ber to January. This compares with a 5 per cent rate 
from 1960 to 1965 and a 4.4 per cent rate since 1953. 
Preliminary data indicate that sales continued to rise 
in February.

Expanding production of goods and services has 
matched much of the surge in spending. Total real 
output rose at an estimated 8 per cent annual rate from 
the third to the fourth quarter of 1965 compared with 
a 4.5 per cent rate from 1960 to 1965 and a 3.3 per 
cent rate since 1953.

Industrial production jumped at a 14 per cent an
nual rate from October to January compared with a 
6 per cent growth rate from 1960 to 1965 and a 3.8 
per cent rate of gain since 1953. A part of the recent 
spurt in output was a recovery in steel production fol
lowing the temporary slowing last fall after the labor 
contract settlement. However, even adjusting for this 
special situation, industrial output rose markedly in the 
late fall and early winter.

During this vigorous rise in output, the economy 
absorbed all of the increase in the labor force and a 
large number of unemployed. Total employment rose 
at a 6.5 per cent annual rate from October to January 
compared with a 1.6 per cent rate from 1960 to 1965 
and a 1.3 per cent average rate since 1953.

In January 4.0 per cent of the civilian labor force 
was not working compared with 4.3 per cent last 
October, 4.8 per cent a year ago, and a 5.7 per cent 
average in 1963. Only 1.9 per cent of the married men 
in the labor force were out of work in January, an 
unusually low figure since it includes those changing 
jobs, those seasonally unemployed, and some who are

unemployable. Since October the average hours 
worked in manufacturing have been 41.4 per week 
compared with 41.0 per week during the previous 
three months.

The rise in spending has been faster than the in
crease in real output, meaning that prices have risen.

1 9 5 7 - 59 =100
Prices

19 5 7 - 59 =1 00

From October to January wholesale prices were 
marked up at a 6 per cent annual rate compared with
2.3 per cent during the previous year and virtual sta
bility from 1958 to 1964. Weekly data indicate that 
wholesale prices continued to rise in February. The 
sharpest rises have been in farm products and pro
cessed foods, but markups have also occurred in many 
other items.

Consumer prices rose at about a 2 per cent annual 
rate from October to January. By comparison, these 
prices trended upward at a 1.4 per cent rate from 
1953 to 1965.

Financial Developments
Financial developments in recent months have re

flected the strong business situation and, at the same 
time, have been a factor in facilitating and stimulating 
the expansion in spending.

Sharply higher private investment and a Govern
ment deficit, combined with steadily rising consumer 
and state and local government debt, have intensified 
credit demands. With the demand outlook becoming 
more optimistic, percentage utilization of productive 
capacity rising, and prices moving up, business has 
been seeking funds to build plant, to purchase equip
ment, and to expand inventories. The intensity of cor
porate credit demands is witnessed by a sharp rise in 
business loans and record levels of security offerings 
for new capital. The Government has also been a 
large net borrower, with the total gross Federal debt 
rising from $317.1 billion in July to $322.4 billion in 
January.
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Security Issues for N e w  Cap ita l

Latest data  plotted: 1965 estim ated

Supplies of funds have been large. Most of the 
funds have come from personal saving and retained 
business earnings, but these supplies of funds have 
been supplemented by an increase in the money sup
ply. Part of the flow of saving into investment has been 
channeled through the commercial banks and has been 
reflected as part of the bank credit expansion.

Bank credit ( loans and investments) has risen rapid
ly in recent months. Total bank credit expanded at an

Bank Credit
o • 11• r n  ii A l l  C o m m e r c i a l  B a n k s  D.. , .  MB i l l i o n s  ot D o l l a r s  B i l l i o n s  of  D o l l a r s

estimated 10 per cent annual rate from October to 
February compared with an 8 per cent rate from 
1960 to 1965 and a 6 per cent growth trend since 
1953. Recently, increases in bank loans, especially to 
business, have been particularly sharp. Business loans 
at all commercial banks increased at an estimated 23 
per cent annual rate from November to February

Loans at A ll Com m ercia l Banks

19 62  1 9 6 3  1 9 6 4  1 9 6 5  1 9 6 6
la te st  d ata  plotted: F e b ru a ry  estim ated

compared with a 20 per cent rise in the preceding 
year.

The growth in bank credit has been made possible 
by a sizable rise in reserves of banks, which are in
fluenced by Federal Reserve System actions. Federal 
Reserve purchases of Government securities, the pri
mary means used to increase reserves, have been large 
Federal Reserve Holdings of Government Securities

M o n th ly  A v e ra g e s  of D a ily  F igu re s

in recent months. Total member bank reserves in
creased at an 8 per cent annual rate from October to 
January compared with a growth rate of 2.9 per cent 
per year since 1958. From early January to late Feb
ruary total reserves declined slightly.

Since summer the surge in credit demands has ex
ceeded supplies. Interest rates have risen markedly, 
and lender requirements have grown more restrictive 
to ration available funds.
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Yields on three-month Treasury bills rose from 3.83 
per cent in July to 4.63 per cent in early March. Inter
est rates on long-term Government bonds rose from
4.15 per cent to 4.70 per cent over the same period. 
Similar increases have developed in rates on high- 
grade corporate and municipal obligations, and inter
est rates on mortgages rose substantially in December 
and January.

Yields on Selected Securities

1959  1960  1961 1962  1963  1964  1965  1966
LLMonthly a verages of da ily  figures.
|2 Monthly averages of Thursday figures.

Latest data plotted: February prelim inary
Sources: Board of Governors of the Federal Reserve System 

and M o o d y 's  Investors Service

The bank credit expansion in late 1965 was accom
panied by a sharp growth in demand deposits. These 
deposits plus the currency outside banks make up the 
money supply of the country. Hence, the money sup
ply rose very rapidly in the last half of 1965. From last 
June to late December the money supply rose at an 
8 per cent annual rate compared with a 4 per cent rate 
from September 1962 to June 1965 and a 1.5 per cent

Money Supply
C o m p o u n d e d  A n n u a l R ate s o f C h ang e

periods of no marked and sustained changes in the rates of change, 
annual rates of change between months indicated.

Bars on chart 
Percentages <

Latest data plotted: February prelim inary

average rate from 1953 to 1962. Sharp increases in the 
volume of money have usually been followed by in
creased spending. In February the money stock was 
slightly below the high level reached in late December.

The Budget and Projections of 
Output and Prices

Government expenditures and receipts, according to 
the Federal budget, are expected to rise sharply in 
the first half of 1966. The deficits in the consolidated 
cash and national income accounts budgets are ex
pected to lessen slightly from the last half of 1965 to 
the first half of 1966.

U.S. Governm ent Fiscal Operations
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The high-employment budget, however, is expected 
to move from a small surplus in the latter half of 1965 
to a slight deficit in the first half of 1966. This budget 
adjusts the national income accounts budget for 
changes in the level of economic activity. The smaller 
the surplus or greater the deficit in this budget, the 
more stimulative the impact of fiscal operations and 
the less the dependence on private demand to main
tain high employment. By this measure, the impact 
of Federal actions will be more stimulative in the first 
half of 1966 than at any other time in recent years.

A shortcoming of each of the above-mentioned bud
gets is that Government expenditures are not recorded 
on an accrual basis. The impact on employment and 
production of increased Government procurement of 
military hardware occurs when contracts are let and 
orders placed. However, these purchases do not show 
up in Federal budgets until later, when actual expen
ditures are made. Since the Government currently is 
placing large procurement orders, the impact of the 
Government on the economy may be even more stim
ulative in early 1966 than indicated by any of the con
ventional budget concepts discussed above.

Based on data available in December, the Council 
of Economic Advisers projected a GNP of $722 billion
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and a price rise of 1.8 per cent for 1966. Data now 
available for the fourth quarter of 1965 and for Jan
uary and February indicate that these figures may be 
on the low side. The GNP figure for the fourth quarter 
of 1965 was revised upward on February 14, indicating 
that the base used by the Council for predicting was 
probably low. In addition, in recent months major 
price indexes have risen rapidly. The recent revisions 
of data for late 1965 and price increases in early 1966 
may call for upward revisions of the Council’s 1966 
estimates.

There is not much disagreement about seeking a 
target GNP which would provide for reasonable 
growth. What fiscal and monetary stance may best 
achieve such an objective is a matter for continuing 
consideration and discussion. The nation must con
tinue to struggle with the problem of choosing a com
bination of fiscal and monetary policy which will result 
in an appropriate total demand for goods and services.

Summary
The flow of spending, which has been expanding at 

a faster-than-trend rate since early 1961, has increased 
markedly since last fall. The greater outlays have 
brought forth more production, reduced the volume of 
idle resources, and also caused price increases.

Financing the greater activity has placed great 
strains on credit markets. Supplies of funds have been 
large. Yet demands have seemed to be insatiable, and 
there has been tightening in credit conditions, includ
ing a marked rise in interest rates. The money supply 
has been expanded as bank credit rose, and the greater 
money stock, in turn, may be an expansive factor in 
the current economic situation. The economic impact 
of Government spending and taxing actions, as well 
as the granting of contracts for future delivery, may 
also be expansionary in the first half of 1966.

S  UBSCR1PTIONS to this bank’s R e v ie w  are available to the public without 
charge, including bulk mailings to banks, business organizations, educational 

institutions, and others. For information write: Research Department, Federal 

Reserve Bank of St. Louis, P. O. Box 442, St. Louis, Missouri 63166.
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