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Continued Monetary and 
Economic Expansion

S l N C E  O C T O B E R , the rate of monetary expansion has been 
somewhat slower than the rate which prevailed during the 
previous nine months. The money supply (demand deposits and 
currency) rose at a 3.0 per cent annual rate from October to 
D ecem ber, compared with a 4.2 per cent rate of increase from 
January to October. Some short-term interest rates rose in late 
November, but most rates have remained nearly steady for 
over a year. Econom ic activity has continued to expand in 
recent months.

Monetary Expansion
Total member bank reserves1 (seasonally adjusted) increased 

$140 million from October to Decem ber, a 4.0 per cent annual 
rate of increase. By comparison, reserves rose at a 4.6 per cent 
rate from January to October and at an average annual rate of
2.4 per cent from 1951 to 1964. The increase in total reserves 
from October to Decem ber resulted from a rise of $1.2 billion 
in Federal Reserve holdings of U. S. Government securities 
which was largely offset by other factors affecting member bank 
reserves- (see table). One important factor tending to reduce

1 By law, member banks must keep an amount equal to a prescribed portion of 
their deposits as reserves in the form of cash in vault or deposits in Reserve 
Banks. By regulating the volume of these reserves the Federal Reserve System 
influences the amount of bank credit, bank deposits, and the money supply.

2 Currency, gold and foreign deposits at Federal Reserve Banks, float, Treasury 
operations, borrowings from Reserve Banks, and miscellaneous factors.
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MEMBER BANK RESERVES

(Millions of dollars)

December
19641

October
19641

Effect of 
Change

Federal Reserve holdings of 
U.S. Governm ent securities 36 ,1 5 0 3 4 ,9 5 0 +  1/200

Other factors affecting
reserves2 ............................. —  15,062 —  14,002 _ 1,060

Total member bank reserves 21 ,0 8 8 2 0 ,9 4 8 + 140

Reserves required for
Government demand deposits 
and net interbank deposits —  1,874 —  1,748 126

Reserves ava ila b le  for private  
d e p o s it s .................................. 19,214 19,200 + 14

Reserves required for time 
d e p o sits............................... —  4,166 —  4,068 — 98

Reserves ava ila b le  for private  
dem and d e p o s it s ................. 15,048 15,132 — 84

Excess reserves ...................... —  324 —  410 + 86

Reserves required for private  
dem and d e p o s it s ................. 14,724 14,722 + 2

1 Seasonally adjusted averages of daily figures.
- Currency, gold and foreign deposits at Federal Reserve Banks, float, 

Treasury operations, borrowings from Reserve Banks, and miscellaneous 
factors.

reserves in this period was a decline in member bank 
borrowings at Reserve Banks following the rise in the 
discount rate from SV2 per cent to 4 per cent.

Even though the reserve base has risen since Octo
ber, the portion of the base available for private 
demand deposits (which are money) decreased. From 
October to December, Government demand deposits 
at member banks rose $821 million, net interbank 
deposits, $25 million, and time deposits, $2.4 billion. 
None of these classes of deposits are included in the 
money supply, but they must be supported by re
serves. After deducting reserves required to support 
these deposits, reserves available for private demand 
deposits decreased $84 million.

Member bank holdings of excess reserves declined 
$86 million from October to December. The freed 
funds offset the decline in reserves available for 
private demand deposits, resulting in little change in 
reserves required for private demand deposits. The 
higher short-term market rates in the latter period 
increased the alternative costs of holding excess 
reserve balances.

Despite little change in reserves required for pri
vate demand deposits, the demand deposit portion of

the money supply increased $500 million from October 
to December. The rise in demand deposits reflected 
a more rapid expansion in deposits at country member 
banks (relatively low reserve requirements) and non
member banks (no reserves required at Reserve Banks) 
than at reserve city banks. The volume of currency 
in the hands of the public increased $300 million, 
and the total money stock accordingly rose $800 mil
lion (3 per cent annual rate).

Interest Rates

Following the increase in the Federal Reserve’s 
discount rate in late November, the differential be
tween short-term and long-term interest rates nar
rowed. Yields on 90-day Treasury bills, which had 
been slightly below the 3.60 per cent level, rose to 
the 3.80-3.90 per cent range subsequent to the dis
count rate increase. Rates on prime commercial paper 
and bankers' acceptances rose similarly.

Most other interest rates have remained nearly 
unchanged for more than a year. Since late October, 
yields on both long-term Government securities and 
high-grade corporate bonds have moved within a nar
row range. Interest rates on loans by banks and other 
financial institutions have been virtually unchanged.

Business Developments

Economic activity in the nation during November 
and December was at a high level, slightly above the 
level prior to the auto strike. Industrial production 
rose at a 4.0 per cent annual rate from September to 
November despite some work stoppages in the latter 
month resulting from the auto strike. Preliminary 
data indicate a further gain in output from November 
to December. Payroll employment rose at a 3.4 
per cent annual rate from September to November, 
compared with an estimated 1.1 per cent annual 
rate of growth in population of working age (20 years 
to 64 years). Expenditures on new construction have 
changed little since early 1964.

Relative price stability continued to prevail in the 
latter part of 1964. Since September, over-all con
sumer and wholesale prices have risen only slightly, 
although some quotations, such as for industrial 
wholesale commodities, have moved higher.
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