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o

in the sample of reporting hanks, and in the-format for publi

shifted from the last month of each calendar quarter to the

forthcoming April Federal Reserve Bulletin.
— —————————————

Dollar amounts in thousands.

Digitized for FRASER
http://fraser-.stlouisfed.org/
Federal Reserve Bank of St. Louis

ation of
viddle

data, In
the

the
menti of

addition,
quarter.

CopRecTco” Mpy 1967 Builo]
- F]'Lﬂfg/ -)-a//oa.///"’7 77(/)’ ISseoe cs?

For a desc

cription

of the revised

. 79-/ 7;1 7,
2NN

series

see the

the schedule of eran\ng perlnr‘\ \\1\ been



F'-fa) t’fﬁé 7?9.5(/2 ye gullte '7.-//”*' MA \/ /196 7.

Rewsnon in Quarterly Survey of Interest
‘ Rates on Busmess Loans '

The Federal Reserve Qﬁarterly Survey'

of Interest Rates Charged by:Banks.on Busi-
ness Loans has been revised beginning with

borrow at lower. rates than small firms—in
the first or final months of each quarter of

the calendar year.

E: s. To provide for increased |

the first Survey in 1967. While the ch
are numerous, they do not alter ‘the basic
character of the Survey. Rather,-they are
generally in the nature of adjustments or
refinements, designed to improve. the quality
of the information collected and published
and to take account of shifts in the structure
of bank lending to businesses since the last
_ revision of the Survey in 1948. Nevertheless,
.in the aggregate, they do have a small
effect on the averages, and they préclude
precise comparability between the old and
the revised series. The new data will ap-
pear regularly in the. BULLETIN beginning
with this issue (see page 814) and also
in the Board’s E.2 press release. -

NATURE AND PURPOSE OF CHANGES

The most apparent change is in the schcd-
ule of reporting periods, which hds been
shifted from the last monthif each calendar
quarter to the middle month of the quarter.
Thus, the first survey on the revised basis
covers new loans and renewals of outstand-
ing loans made during the first 15 calendar
days of February, and subsequent surveys
will cover loans made in the first half

of May, August, and November. The prin- -

cipal reason for this change in schedule is
to avoid distortions ,in the interest rate
averages stemming from the large and' vari-
able amounts of borrowing for income tax

payments by large firms—which are able to

-
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homogeéneity in the-character of the loans
reported, two types of loans are being ex-
cluded from the Survey—namely, loans to
foreign businesses and business instalment
loans. It has been found that these two
types of loans were. not reported by a sub-
stantial number of banks in the old Survey.
Moreover, the, rates charged on both types
of loans are generally higher than those
charged on regular business loans to:do-
mestic customers, and they are subject to
different - influences. Thus, the exclusions
should result in rate averages that are some-
what lower but more representative of nor-

;imal business loans than those prevnously

available:

Business instalment loans are more simi-
lar to consumer instalment loans than to
other commercial and industrial loans made
by. banks—including regular term loans,
which often afe repayable in instalments.
The typical instalment loan is an inter-

mediate-term credit for financing specific -
items of machinery or equipment, and it is .

usually secured by a chattel mortgage on
that asset. The effective interest rate is
generally almost twice the stated rate, .be-
cause the stated rate is applied to the original
amount of the loan rather than to the de-

" clining balance, as in the case of regular

business term lpans. In large banks, business
instalment loans often are administered in a
scparatc finstalment loan department along

59
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with automobile and other consumer loans,
and the rates and other terms applicable to
such loans tend to be influenced by develop-
ments in consumer lending.

It is recognized that banks extend a sub-
stantial ‘volume of credit to businesses,
particularly smaller businesses, through in-
stalment loans.” Thus, rate information on
these loans is needed in order to obtain a
complete picture on the structure and
level of rates charged on business loans.
_But in view of the small average size of busi-
ness instzlment loans;” their special rate
characteristics, and their separate adminis-

tration at respondent bariks, the present Sur--

vey. does not prowde an optimum arrange-
ment for collecting rate mformauon on this
type of credit.

The exclusion of foreign loans also=will
help to improve the usefulness of the series
as a measure of rates charged on loans to
domestic businesses. Because of the greater
difficulty in credit review and the.frequently
larger risk in extending credit to foreign than

to domestic custoners,”thege loans tend to,

have higher rates than domestic loans. Their

exclusion will ease the reporting burden

on respondent banks because foreign loans
often are administered in a separate depart-
-ment of the bank.

Reporting. Modifications have also been

made in the reporting of 1_’0an=maturilies"

The major change has been to substitute a
three-way for a two-way maturity classifi-
cation. Previously, respondents were asked
jto indicate for each loan wbelher it had a”
‘maturity of 1 year orless (short-term loan)
lor more tl]an 1 year (term loan); in the
revised Survey, a new category has been
added to cover revolving credits. In the past,
published rates were based .only on the

short-tegm ~loans, because the term loans -
reported in each Survey’ were' not sufficiently -

numerous or. homogeneous to yield - ana-
Iytically useful rate averages.

A separate category for revolving credits
will increase the homogeneity of the rate
information reported and make the result-
ing.averages more meaningful. These credits,’

. while gencrally governed by a contract of 1
“to 2 years maturity, often are disbursed

.through short-term notes of, say, 90 days
maturity. Thus, the rafes charged on these
are more similar to those on term loans
than to short-term loans. Also, the rates on
the individual notes made under revolving
credits may not necessarily reflect the cur-
rent level of rates on new loans. Since re-
volving credit loans in the previous Survey

_ were reported as short-term loans by some

respondents and as term loans by others, the
rate information for both categories will be
improved by the separation.

In addition, for each ordinary term loan
reported. respondents are nowgbemg asked
to state the maturity date. This information
will provide the basis for some analysis
not only of the maturity structure of term
loans but also of the relationship between
interest rates and loan maturity. A decision
regarding possible publication of ‘informa-
tion on term loan rates is being deferred
until the results of several Surveys have
been analyzed. . ¢

To obtain a somewHat more precise meas-
ure than formerly of the interest cost on
business loans, the revised Survey requires
respondents to indicate whether the interest
charge is calculated on a discount basis or
accrued on the unpaid balance. Where a
discount basis is used, the actual interest cost
to the borrower is slightly higher than the
stated rate.-With the additional information
on the mecthod of calculating interest, all
rates can‘be converted to a uniform effective-
rate basis. In addition, this information can
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be used for observing and analyzing "any.
shifts that might occur, either cyclically or
secularly, in the methods banks use in com-
puting interest charges.

Expanded coverage. In keeping with the

traditional orientation of the Survey to pro-
vide information on interest rates charged
by large banks in financial centers, the panel
of respondents has been enlarged to reflect
changes in the structure of business lending
since the previous panel was selected. The
number of financial centers covered by the
Survey has been raised from 19 to 35 and
the number of respondent banks -from
66 to 126. In general, financial centers
are being included in the Survey if
the banking offices in that center had
roughly $150 million or more of business
loans outstanding in December 1964. As

a;rule individual banks i m each center were
included if their business loans totaled $40
million or more; there were some excep-
tions where the volume of loans in the re-

. porting center covered by large respondents

was unusually high and the additional small
banks would not appreciably influence the
averages. About five banks in the old re-

. porting panel fell below the cutoff, and they
" were dropped from the Survey. Respondents
. in the revised Survey, as in the previous one,
* will continue to report information on each

loan above prescribed size cutoffs made in
the 15-day reporting period except for
large branch systems, where sampling is
permitted.

This expansion in coverage. suggested the
desirability of refining the geographic group-
ings of reporting centers that are used
for calculating and publishing the rate
averages. Beginning with the February. Sur-

" vey, average rates will be published for six

geographic areas (the areas and. the report-
ing centers in the revised Survey are listed
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.in the Appendix, page 727) instead of three

(New York City, other northern and eastern

cities, and southern and western cities).
Weighting procedure. In the revised Sur-

vey the reported information on jnterest

rates will be converted into averages by -
using weighting procedures similar to those.

employed in the old Survey.* However, be-
cause of significant shifts over the years in
the size and area distribution of bank loans
to business, "the weights derived from the
1946 Survey were no longer appropriate.
Moreover, the extensive changes in cover-
age incorporated in the current revision
meant that even if weights derived: from re-
cent interest rate Surveys on the old basis
were used, they would not be representative.

Accordingly, a new set of fixed weights

“is to be derived from the revised Survey.

Weights to be used in the first three Surveys

will be based on the size of loan and area

distribution of the amounts of loans re-
ported in the first quarterly Survey. After
the fourth Survey is completed,’new weights
will be derived from the combined data of

the first four Surveys, and these will be used .

to revise data for those Sukveys and in

compiling the series for the next 4 years. ‘At

the end of this 5-year period, it is planned
that the weighting system will be reviewed
and any necessary revisions will be made.

(Bize categories. Since the last revision of .

the Survey, the size distribution of bank
loans to businesses has shifted substantially
upward, particularly. toward loans of $1
million and over. This shift has suggested the
desirability of creating additional loan-size
categories” for publishing - information on
rates and .volime of loans reported. The
availability of additional size-of-loan detail
also should help to pinpoint the rate effects

‘Sec Federal Reserve BULLE‘nN, March 1949,
pp- 234 and 235. . ,
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of fluctuations from quarter to quarter in the
volume of loans reported, which often are
substantial in’ the larger loan categories.
Accordingly, instead of the two major
groupings above $100,000 used in the old
Survey ($100,000-199,999 and $200,000
and over), the revised Survey has three
($100,000-499,999,  $500,000-999,999,
and $1,000,000 and over).

The BULLETIN table will show not only
the mterest rate ‘averages in each loan-sizg
category, a$ previously, but also the per-
centage distribution of the dollar amount
of loans reported at each rate or in each
rate range. This information previously has

_ been availablre_g)nly in the E.2 press release.

. EFFECT OF .CHANGES

Expansion of the sample has increased both
the number and the volume of loans o
which rate information is reported; for the
number the increase was substantial. In Fcb-
ruary the 126 respondents in the new Sur-
vey reported information on nearly 36,000
individual short-terin loans. This was 74
per cent more than the number reported by
the 06 banks in the old Survey that were.
retuined in the new sample, as  shown
in Table 1. The increase in dollar amount of |
loans reported by all respondents was 28

TABLE 1

HESPONDENT BANKS, FEBRUARY 1-15,
(Amounts are shown in thousands of dollars)

per cent l;rger than the volume reported by
the 66 respondents in the old Survey; this

smaller increase reflects the fact that the'

new respondents generally are smaller.
Because the new Survey incorporates
changes in both concept and sample, with
‘no provision for complete one-time reporting
“on both the old and the new basis, it is not
possnble 1o isolate all of the effects of the re-
visions on the amount of change in short-
term rates between the Surveys in December

" and in February. However, it has been pos- °

sible to segregate the data reported in Feb- -

ruary by the 66 banks in the oid Suryey that
are retained for the new Survey and to tabu-

late data for these banks separately. These -

tabulations provide the basis for determining
the rate effects for the three revisions-in
which such cffects can be meusured—
namely, changes in the 'sample of reporting
banks, in the method of calculating the ef-
fective rate for discounted louns, and in the
weights for size of loan and geographic
area used in calculating the rute averages.

The nét effects on the short-term rate aver-

ages of the remaining changes—exclusion of
foreign, business instalinent, and revolving

credit loans and change in timing of the Sur+,

vey-—~cannat be ascertained. The exclusion
of foreign ‘nd business instalment louns

* COMPARISON OF SHORT-TERM BUSINESS lg.(G)ANS REPORTED BY OLD AND NEW SAMPLES OF
1

Amount Number
Area Y e R R .
f ’ . Per- i - T
old Nev 1 . om New
. sample | sample | Increase i freks | -sample | sample | Increase | centage
| ; ’

Allcenters. ... . . sz.w;,xoofss,wo,mzl s821,682 1 217 20,594 . 35,900 | 15,306 | 74.3
New York City. .. .. gl 074i0 as.310 7.9 2,568 | 2,70 a2l g3
Other Northeast. " - 398! 2080142 | 548 51401 117089 0 3,949 | 11507
North central s, 7l1 1, 231 971.‘ 173,259 | 164 €59 7229 2060 | 3903
Southcast. si2l ‘35201100 108,298 | 753 3526 | sia34 | 1908 | 34li
Southwest . 13595, dasse sns | ae 2817 | 7.064! 4247 | rs008
West coast Commaoy a7l Tolsss| 43 2,004 1304, 0| 150

i ! : .

“+

itized for FRASER
/lfraserstlouisfed.org/
Heral Reserve Bank of St. Lows



INTEREST RATES ON BUSINESS LOANS 725

TABLE 2

RATES ON SHORT-TERM- BUSINESS LOANS REPORTED BY OLD AND NEW SAMPLES OF ‘RESPONDENT
BANKS, FEBRUARY 1-15, 1967
(Weighted averages; per cent per annum)

All sizes Size of loan (in thousands.of dollars) __
Area ’ 1-9 D099 100499 500-999 1,000 and over
New | oI
sample { sample i N
New | Old | New | Old -| New, | Old | New | Old | New | OIg’
Allcenters. . ouennnnnns 6.13 | 6.08 |“6.73- | 6.81 | 6.63 | 6.68 [ 633 | 632 | 643 | 6.09 | 5.9 | s.88
New York City s.86 | s.85 | 6.55 | 655 | 6.49 | 6.48 | 6.08 | 6.07 | 5.8 | 5.8 [ 5.7 | 576
Other Northcas 645 | 641 | 675 | 675 | 685 | 68 | 657 | 6352 [ 639 | 633 | 609 | 6.07
North central . 611 | 606 | 6.80 | 672 | 6635 |.6.62 | 639 | 635 | 617 | 614 | 592 sl
Southeast 6.08 | 614 | 658 | 675 | 632 | 645 | 6.06 | 6.08 | 6.03 | 6.06 | 5.84 | 5.82
Southwest 618 | 617 | 665 | 693 | 6350 | 671 | 627 | 629 | 613 | 611 | 595 | 3i95
West coas €1 | 671 | 7126 |75 | 6 €91 | 645 | 645 | 627 | 626 | 603 | 603

Note.—All rates are derived in accordance with reporting and processing procedures established for the new Survey. Thus, lh.y exclude faml.n

. and business instalment foans and revolving credits and are based on weights derived from the size and area dmrlpunon of ioans reported in

the February Survey

would rend to lower the averages while the
exclusion of- revolving credit loans and the
- shift of the reporting ‘period away from
quarterly tax-borrowing months probably

would tend to raise them. The net effect of*

all these” changes on the rate averages is
likely to be slightly downward.

The net effect of the expansién of the -

- sample of reporting banks was to raise the
average rate S basis points above the Tevel
that would have been obtained from data
reported by the old symple of respondents,
as shown in Table 2. In the small loan cate-

. gories, rates reported by the new respond-

" ents generally tended to be lower than those
reported by respondents in the old Survey;
for larger loans, the new respondents charged
sumewhat higher rites than-did the old.:

Table 3 summarizes all the measurable
effects of the revisions on short-term interest
rates, including the effects of expansion of
the sample. In this table the algebraic signs
of these effects are the opposite of their
actual effect on the level of rates. This makes
it possible to derive from the rate averages

" shown by the new Survey, through subtrac-

tion, the rate a\}erages that would have been

obtained in February had the Survey been

3
confined to the old sample of banks and the
averages calculated on the basis of the old

* procedures. These adjusted rates, are com-

parable with the data for the Surveys in: De-
cember and earlier on the old basis—except’

" for the revisions mentioned ‘above for which

the rate clfects cannot be ascertained.
In-all geographic areas except southern:
and western cities, the net effects of all meas-
urable changes on the over-ull rate averages
were small. In other- words, the upwatd
rate effects from ¢ ion of the sampl
and the new mbthod for calculating interest
on- discounted loans were about offset by
the downward effects stemming from the re-
visions 'in weights, which reflected mainly
the incredsed influence on the averages of
the ‘larger loans carrying relatively low in-
terest rates. Within individual loan-size cate-
gories, however, the revisions in some cases
were substantial. The effects of the change
in the method used for calculating the in-
terest charge on discounted loans was much
greater in New York City and in other
northern and eastern cities than in southern
and western cities—reflecting ‘differences in
the volume: of discounted leans reported.

.Discounted loans:accounted for almost half

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis B



4

726 . FEDERAL RESERVE BULLETIN - MAY 1967

- ©  the number and one-third the dollar volume  other northern and eastern cities compared
of all short-term loans reperted by old-Sur- . “with less than one-sixth the number and
vey respondents in New York:City and in . dollar amount in southern and western cities.

TABLE 3
EFFECTS OF SURVEY REVISIONS ON SHORTTERM INTEREST RATES, FEBRUARY 1-15, 1967

(Per -cent per annum) !

' . Size of loan (in thousands of doflars)

N All : : .
Rate, and type of adjustment sizes | N
X NS . 19 10-99 100-199 | 200 and over
v
All centens:
AVETAEE T2, MW SUIVEY .o eeevteeeaneaers i coeesiinsns 6.13 “6.7 6.63 6.42 6.01
A cimizsie effccts of —.01 +.02 ,  —.03 - -.04
Expumon ofsampler e e orre —los .08 +.08 -0t -.03
Change in rate Rwiaiion o discounted ioans ~03 Zlos ~l03 -.03 -2
L Changes in weights 1 +.07 —l02 —l04 - +.01
. Average rate, adjusted 2. ..oy .eeniit it 6.12 6.75 6.60 6.34 5.97
New York City: " .
Average rate, new 5.81
inate 02
: Expansion of sample

Changes'in weights 4
Average rate, adjusted 2.
t (Otber northern and eastern™Cities:

Average rate, new SUFVEY ... ... .......... B 6.23 6.75
to eliminate effects of -Total +.01 -.10

Explmleﬂ of sample =07 —l03
Charge in rate calcula -.03 —.08
in weights 1. PR T —.02

6.24 6.65

Average rate, adjusted 2
Southern and western cities:

Averzge Fate, new SUrvey. .. e

L
eancion of sampte :
i rate calcuiaion fo discauried ioass § 0 .
Changes in weights +:01 eeveteannens +.06
6.66 6.38 6.11

Average rate, adjusted 2. .

! Calculated from data reporzed by 66 banks in the old Survey. are not entirely comparable with those p\lhlnbed for. Deetmbet and
? The adjusted rates are those that would be obained by processing ~ earlier periods because of the exclusion of oreign, business iratal-
nt, 3nd revolving credit loans and the shit in reportiag period for

the February Survey data from the 66 respondents in the old Survey met
eccording to the procedures used in the old Survey. These averages which the rate effects cannot be ascertained.
«
-
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APPENDIX 5 ’
GEOGRAPHIC AREAS AND REPORTING CENTERS FOR REVISED QUARTERLV INTEREST RATE SURVEY
Geographic area Reporting center Geographic area Reporting center
New York City ‘New York City - Southeast o ﬁdtimoré \
- — — Richmond ;| -
Other Northeast Boston .Washingon, D'C.
Hartford and Providence . Charlotte
c .- Buffalo . Atlanta
. Nassau County, N.Y. . : " New Orleans
Rochester . . ; Nashville
Newark - =
Phllaadelphna Southwest St. Louis
. . N . Louisville M
North central . Cleveland- L Memphis
" Pittsburgh . ) ‘Kansas City
Cincinnati : - Oklahoma City and Tulsa
Chicago : o - Denver .
Detroit - . Dallas and Fort Worth *
- Indianapolis ' Houston E )
Mf'wa"k” © West coast San Francisco E
Minncapdfis-and St. Paul : Los Angeles :
N Seattle
Portland
- %
' -
‘ ;
| .
} g
| .

Digitized for FRASER |
http://fraser.stlotisfed.org/
Federal Reserve Bank of St. Louis





