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I am de l igh ted to respond to the i n v i t a t i o n to present my 

views on S. 1201. I w i l l r e s t r i c t my comments to Sect ion 4 of the 

b i l l , which would give to the Board of Governors of the Federa l Reserve 

System a u t h o r i t y to e s t a b l i s h supplemental reserve requirements against 

assets fo r Federal Reserve member banks — i n a d d i t i o n to the reserves 

they are now requ i red to keep against deposi t l i a b i l i t i e s . 

I welcome t h i s hear ing as an important step i n the evo lu t ion 

of reserve requirements as a t o o l of monetary p o l i c y . Supplemental 

reserve requirements on assets could prove h i g h l y b e n e f i c i a l i n avoiding 

unwanted and d ispropor t ionate e f f e c t s of monetary r e s t r a i n t i n p a r t i c u l a r 

sectors of the economy. These hearings focus pub l i c a t t e n t i o n on the 

proposal and serve to s t imula te examination and ref inements . Hopefu l ly , 

the r e s u l t w i l l be i t s adoption i n some form i n the near f u t u r e . How-

ever , I th ink the p r e f e r a b l e course of a c t i o n i s not to adopt Sect ion 4 

a t t h i s j u n c t u r e . I can see a number of questions which should be 

resolved before the proposal i s put i n t o e f f e c t . I a lso have several 

s p e c i f i c reserva t ions about some aspects of the present d r a f t : 

- I n i t s present form, the b i l l would apply only 
to Federal Reserve member banks. I b e l i e v e 
a l l insured commercial banks should be covered. 

- The b i l l i s over ly s p e c i f i c w i t h respect to the 
types of c r e d i t f lows which should be f a c i l i t a t e d . 
With less d e t a i l , the broad ob jec t ives of the 
proposed l e g i s l a t i o n could s t i l l be achieved. 

Before proceeding w i t h the r e s t of t h i s test imony, l e t me 

express my a p p r e c i a t i o n to the Chairman of t h i s Subcommittee f o r taking 
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note of the f a c t , when he introduced t h i s b i l l , tha t I suggested on 

A p r i l 1, 1970, v a r i a b l e reserve requirements on bank assets should be 

explored. I am f l a t t e r e d t h a t only a year l a t e r the idea i s being 

given a hear ing before t h i s Committee of Congress. 

I n the r e s t of t h i s statement, I w i l l t r y to accomplish the 

f o l l o w i n g tasks: 

- Provide in format ion on the changing sources and 
uses of funds r a i s e d i n c a p i t a l markets i n 
recent years p a r t l y i n response to the changing 
posture of monetary p o l i c y . 

- Show t h a t a s i g n i f i c a n t p a r t of the sharp changes 
i n the a v a i l a b i l i t y of commercial bank c r e d i t 
i n recent years can be t raced to the behavior 
of roughly 20 m u l t i - n a t i o n a l banks (which 
are an i n t e g r a l p a r t of the E u r o - d o l l a r market) 
and about 60 l a rger banks which are dominant i n 
t h e i r regions. 

- Demonstrate the strong tendency f o r commercial 
banks to p r e f e r loans to business f i rms over 
loans to other sectors of the economy - - w i t h 
the preference f o r business loans r i s i n g 
p rogress ive ly as the s i ze of banks increases. 

- Show t h a t medium-sized n a t i o n a l banks make 
r e l a t i v e l y g r e a t e r use of t h e i r l e g a l r e a l 
e s t a t e lending l i m i t , compared to both the 
smal lest and l a r g e s t i n s t i t u t i o n s . 

- Show t h a t insured nonmember banks are 
accounting f o r an increas ing share of the 
f l u c t u a t i o n s i n bank c r e d i t and the money 
supply — and consequently are f u r t h e r compli-
c a t i n g the task of monetary management. 
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- Show tha t the Federa l Reserve has a l ready made 
considerable use of d i f f e r e n t i a l requirements to 
sof ten the e f f e c t s of po l i cy measures or to 
encourage banks to modify t h e i r borrowing and 
lending behavior to conform more to the 
ob jec t ives of monetary p o l i c y . 

- Show tha t v a r i a b l e reserve requirements on 
bank assets need not place the Federal Reserve 
i n the midst of p r i v a t e decis ion making and 
can encourage market forces to dampen undesi rab le 
e f f e c t s of monetary r e s t r a i n t . 

I be l i eve tha t t h i s analys is demonstrates the need to 

broaden the instruments of pub l ic po l i cy a v a i l a b l e to cushion the 

impact of monetary r e s t r a i n t on p a r t i c u l a r sectors of the economy. 

Supplemental reserve requirements on assets may w e l l provide an 

answer to t h i s problem i f they are extended (along w i t h the p r i v i l e g e 

of borrowing from the Federal Reserve Banks) to insured nonmember 

banks as w e l l as members. 

Monetary Po l icy and Cred i t Flows i n Recent Years 

The d i f f e r e n t i a l impact of monetary p o l i c y on p a r t i c u l a r 

types of c r e d i t flows can be seen c l e a r l y i n the record f o r the l a s t 

few years . I t w i l l be r e c a l l e d t h a t , as a by-product of the p o l i c y of severe 

monetary r e s t r a i n t fol lowed i n 1969, a s t r i k i n g change occurred i n the 

p a t t e r n of c r e d i t flows compared w i th tha t for the previous y e a r . I n 
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1970, to a considerable e x t e n t , such c r e d i t flows returned to more 

t r a d i t i o n a l channels. Of course, the p o l i c y of monetary r e s t r a i n t i n 

1969 i t s e l f was an i n t e g r a l p a r t of the n a t i o n a l campaign to check 

i n f l a t i o n . I n the same v e i n , the p o l i c y of moderate easing i n c r e d i t 

cond i t ions was p a r t of our n a t i o n a l e f f o r t to cushion the slowdown i n 

the economy and thereby prevent a la rge dec l ine i n product ion and an 

unacceptable r i s e i n unemployment. Thus, i n both 1969 and 1970, the 

p a t t e r n of c r e d i t flows was a by-product of concerted e f f o r t s to a t t a i n 

the n a t i o n ' s economic ob jec t i ves . 

To provide perspect ive on these changing c r e d i t f lows, 

s t a t i s t i c s a r e presented i n Table 1 (attached^ showing the amount and 

sources of funds r a i s e d i n c a p i t a l markets, by major economic sectors , 

i n 1968, 1969 and 1970. Several h i g h l i g h t s should be mentioned. The 

f i r s t t h i n g to note i s t h a t a dec l ine i n the borrowing a c t i v i t y 

of the Federa l Government! was the cause of the reduct ion i n t o t a l 

fcredit f lows i n 1969. I n both 1968 and 1970, net Federa l borrowing 

accounted f o r about one-seventh of t o t a l funds r a i s e d by n o n f i n a n c i a l 

sec to rs , and a small net repayment occurred i n 1969. 

For a l l other nonf inanc ia l sectors , the vtfltme of funds i n 

1969 expanded s u b s t a n t i a l l y from the l e v e l i n the previous year , despi te 

cond i t ions of severe monetary r e s t r a i n t . Among p r i n c i p a l borrowers, 

business f i rms ( p a r t i c u l a r l y corporate borrowers) recorded the most 
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s t r i k i n g gains i n both absolute and r e l a t i v e terms. Thei r heavy 

borrowing was undertaken p a r t l y to f inance a s i z a b l e expansion i n 

current output and p a r t l y to f inance a strong investment boom. 

I n c o n t r a s t , i n 1969, the volume of funds ra ised by State and 

l o c a l governments shrank somewhat, and net borrowing by households rose 

s l i g h t l y . I n 1970, t o t a l funds obtained by n o n f i n a n c i a l sectors (other 

than the Federa l Government"* decl ined to roughly the same l e v e l r eg is -

tered i n 1968. But among these sectors , only Sta te and l o c a l govern-

ments and a g r i c u l t u r a l businesses increased the volume of funds ra ised . 

The gain for State and l o c a l u n i t s was e s p e c i a l l y marked; i n f a c t , l a s t year 

they r e g i s t e r e d considerable progress toward making up the s h o r t - f a l l 

i n borrowing which occuried during the per iod of c r e d i t str ingency i n 

1969. The l a r g e s t drop i n the amount of funds ra ised l a s t year occurred 

among households. A s u b s t a n t i a l p a r t of the reduced borrowing by house-

holds i n 1970 centered i n home mortgages and consumer c r e d i t - both of 

which i n turn r e f l e c t e d the lower r a t e of spending on home construct ion 

and consumer durable goods. F i n a l l y , w i t h the moderation of economic 

a c t i v i t y i n 1970 - p a r t i c u l a r l y w i t h the passing of the investment boom 

which had been so evident i n 1969 - net corporate borrowing decl ined 

s l i g h t l y . I t w i l l be r e c a l l e d tha t the st rength of business expendi-

tures fo r p lan t and equipment i n 1969 and the rap id expansion of com-

merc ia l bank loans to business to help f inance such out lays were of 

major concern to the Federa l Reserve i n tha t year . 
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The s i g n i f i c a n t changes i n the sources of funds suppl ied to 

c a p i t a l markets i n the l a s t few years can a lso be t raced i n Table 1. 

I n 1969, there was a sharp swing away from f i n a n c i a l i n s t i t u t i o n s and 

toward households and n o n f i n a n c i a l businesses as sources of funds. The 

reverse was t rue l a s t yea r , and the more t r a d i t i o n a l p a t t e r n i n the 

supply o f funds was s u b s t a n t i a l l y r e s t o r e d . The g r e a t e s t f l u c t u a t i o n s 

occurred a t commercial banks, but changes a t o ther f i n a n c i a l i n s t i t u -

t ions ( e s p e c i a l l y a t savings and loan assoc ia t ions ) were a lso n o t i c e a b l e . 

I n 1969, commercial banks, which bore the brunt of monetary r e s t r a i n t , 

l o s t a s i z a b l e amount of time depos i ts , and t h e i r lending a b i l i t y was 

severe ly r e s t r a i n e d . Last year , r e f l e c t i n g the g rea te r a v a i l a b i l i t y of 

bank reserves , the r e l a t i v e r o l e of commercial banks i n supplying funds 

re turned to what i t had been i n 1968. Also i n 1970, the r e l a t i v e posi -

t i o n o f savings and loan assoc ia t ions was s u b s t a n t i a l l y res tored - a 

r e f l e c t i o n of the g r e a t l y enhanced f low of savings to them (as w e l l 

as to mutual savings banks and other f i n a n c i a l i n t e r m e d i a r i e s ) . 

Of course, the most graphic p i c t u r e of the impact of monetary 

p o l i c y on c r e d i t f lows can be seen i n the behavior of commercial banks. 

The f i g u r e s i n Table 2 can be used f o r t h i s purpose. I n 1969, commer-

c i a l banks' l i a b i l i t i e s ( the key to t h e i r lending a b i l i t y ) rose by only 

two f i f t h s as much as i n the preceding year . As a l ready mentioned, the 

pr imary reason was a no t i ceab le loss of time deposi ts - e s p e c i a l l y 

negot iab le c e r t i f i c a t e s of deposits i n denominations of $100,000 and 

over (CD 's ) . The l a t t e r exper ience, i n t u r n , was due to the dec is ion 
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o f supervisory a u t h o r i t i e s to hold the maximum r a t e s of i n t e r e s t which 

could be pa id on time deposits below sharply r i s i n g market y i e l d s . I n 

1970 (and p a r t i c u l a r l y a f t e r mid-year when the c e i l i n g s were suspended 

w i t h respect to CD's w i t h m a t u r i t i e s of less than 90 days>, i n t e r e s t 

r a t e s o f f e r e d by the banks were again compet i t ive w i t h market y i e l d s -

which were d e c l i n i n g sharply - and the banks gained funds. 

The f igures i n Table 2 a lso show the sharp changes i n uses of 

commercial bank funds i n recent years. I n 1969, t o t a l bank c r e d i t 

expanded by less than h a l f the amount recorded the previous year . How-

ever , the r i s e i n bank loans i n 1969 was about as l a rge as t h a t recorded 

the year be fore . To meet t h i s p r i v a t e demand f o r c r e d i t , the banks 

l i q u i d a t e d a s i z a b l e amount of U.S. Government s e c u r i t i e s and switched 

the funds i n t o loans. I n 1970, the growth i n bank c r e d i t was n e a r l y 

double tha t recorded i n the preceding year . But the overwhelming 

propor t ion of the banks' funds went i n t o investments, and only a modest 

growth occurred i n bank loans. F i n a l l y , i n 1969, commercial banks 

p u l l e d i n a record amount o f Euro-do l la rs through t h e i r f o r e i g n branches 

i n an e f f o r t to o f f s e t the loss of domestic time depos i ts . Last y e a r , 

they employed a s u b s t a n t i a l p o r t i o n of t h e i r enlarged resources to repay 

l i a b i l i t i e s to t h e i r f o r e i g n branches. 

Banking St ruc ture and the Behavior of Bank Cred i t Flows 

About a year ago, I devised a framework of ana lys is which 

a l lows one to study the lending behavior of commercial banks 
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according to the character of t h e i r business. <l>The framework was 

const ructed by r e c a s t i n g data fo r se lec ted groups of l a rge banks which 

r e p o r t to the Federa l Reserve on a weekly bas is . 

Given the purpose of these hear ings, i t might be h e l p f u l to 

summarize here developments a t these groups of banks dur ing the l a s t 

few years . The r e s u l t s of the regrouping are shown i n Tables 3 and 4 . 

I n t h i s schema, I i d e n t i f i e d 20 banks as " M u l t i - N a t i o n a l Banks11 and 

another 60 banks as "Major Regional Banks." Those banks classed as 

m u l t i - n a t i o n a l banks were picked on the basis of t h e i r s i z e , volume 

of business loans, importance i n the Federa l Funds market i n p a r t i c -

u l a r and the money market i n genera l , the volume of t h e i r f o r e i g n 

l e n d i n g , and the e x t e n t o f t h e i r p a r t i c i p a t i o n i n the E u r o - d o l l a r 

market . S i m i l a r c r i t e r i a were used to c l a s s i f y major r e g i o n a l banks, 

but g r e a t e r s t ress was given to domestic a c t i v i t i e s and the r e l a t i v e 

importance of these banks i n t h e i r own area of the country. The 

remaining 250 weekly repor t ing banks were designated "Large Local 

Banks. 

The experience of these groups of banks w i t h deposits flows 

has d i f f e r e d considerably . I n 1968, the m u l t i - n a t i o n a l banks lagged 

(1)The approach was f i r s t described i n "The Banking S t ruc ture 
and Monetary Management," which I presented before the San Francisco 
Bond Club, A p r i l 1, 1970. 

( 2 ) I t should be remembered t h a t the smal lest banks i n t h i s 
group have t o t a l deposits of a t l e a s t $100 m i l l i o n . 
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somewhat behind the other two groups i n the expansion of deposi ts . 

However, i n 1969, both the m u l t i - n a t i o n a l banks and major r e g i o n a l 

banks experienced deposi t outf lows tha t were r e l a t i v e l y much more 

severe than those recorded by the l a rge l o c a l banks. Ye t , s i m i l a r 

r e l a t i v e changes were recorded i n earning asset hold ings, both 

unadjusted and ad justed f o r loan sa les , a t a l l groups of banks. This 

s i m i l a r i t y i n t o t a l asset performance i n the face of markedly d i f f e r e n t 

deposi t f lows r e f l e c t e d g rea te r f l e x i b i l i t y among the l a r g e s t banks i n 

developing a l t e r n a t i v e sources of lendable funds. The two l a r g e r 

groups of banks r e l i e d much more h e a v i l y on domestic nondeposit 

sources and siphoned s u b s t a n t i a l l y l a r g e r volumes of funds from the 

E u r o - d o l l a r market . The m u l t i - n a t i o n a l banks were p a r t i c u l a r l y heavy 

borrowers i n the E u r o - d o l l a r market . The a f f i l i a t e s of m u l t i - n a t i o n a l 

and major r e g i o n a l banks a lso sold a considerably l a r g e r volume of 

commercial paper - and i n turn purchased l a r g e r q u a n t i t i e s of loans -

than d id the l a r g e l o c a l banks. 

General changes i n the composition of asset p o r t f o l i o s were 

somewhat more s i m i l a r a t these three groups of banks. However, data 

i n Table 3 do i n d i c a t e t h a t the m u l t i - n a t i o n a l banks made r e l a t i v e l y 

l a r g e r reduct ions i n t h e i r s e c u r i t y holdings than d id the other two 

bank groups. At the same t ime, a f t e r adjustment fo r loan s a l e s , growth 

i n t o t a l loans and i n business loans was considerably stronger a t the 

m u l t i - n a t i o n a l banks than a t e i t h e r the major r e g i o n a l or l a rge l o c a l 
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banks i n 1969. 

The p a t t e r n of deposi t and c r e d i t f lows a t these three groups 

of banks i n 1970 d i f f e r e d considerably from tha t recorded i n 1969. 

R e f e r r i n g aga in to Tables 3 and 4 , i t w i l l be noted tha t the m u l t i -

n a t i o n a l banks gained a s u b s t a n t i a l volume of new deposits dur ing the 

year . This growth, measured i n both absolute and r e l a t i v e terms, was 

considerably stronger than t h a t which occurred a t the major r e g i o n a l 

banks, and i t was somewhat st ronger than t h a t recorded by the la rge 

l o c a l banks. 

Y e t , g r o w t h i n e a r n i n g a s s e t s a t t he m u l t i - n a t i o n a l banks was 

o n l y s l i g h t l y above t h a t r e c o r d e d by the ma jo r r e g i o n a l banks and was 

c o n s i d e r a b l y l e s s t h a n t h a t w h i c h o c c u r r e d a t t he l a r g e l o c a l banks. 

The e x p l a n a t i o n f o r t he f a i l u r e o f e a r n i n g a s s e t developments a t the 

t h r e e groups o f banks t o match more c l o s e l y changes i n d e p o s i t s a t 

t hese banks i s t h a t t he m u l t i - n a t i o n a l banks dec ided t o use a l a r g e 

p o r t i o n o f t h e i r i ncoming d e p o s i t funds t o reduce nondepos i t l i a b i l -

i t i e s . The l a r g e l o c a l banks , on the o t h e r hand, channe led o n l y a 

s m a l l p o r t i o n o f t h e i r r e l a t i v e l y l a r g e i n f l o w o f d e p o s i t s t o the 

repayment o f n o n d e p o s i t l i a b i l i t i e s w h i l e t h e r e was v i r t u a l l y no n e t 

change a t m a j o r r e g i o n a l banks . 

A f a i r l y d i v e r s e p a t t e r n o f change i n c r e d i t expans ion pan 

a l s o be seen i n the s t a t i s t i c a l d a t a f o r t he t h r e e groups o f banks . 

I t appears t h a t l o a n demands, p a r t i c u l a r l y bus iness l o a n demands, 
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ea sed markedly a t both the m u l t i - n a t i o n a l and major r e g i o n a l banks 

dur ing 1970. M u l t i - n a t i o n a l banks recorded a s l i g h t drop i n t h e i r 

t o t a l loans, adjusted fo r loan sa les , and a somewhat l a r g e r decrease 

i n t h e i r business loans. The major reg iona l banks had a modest r i s e i n 

t o t a l loans (adjusted) and no net change i n loans to business. I n 

c o n t r a s t , growth i n t o t a l loans a t the large l o c a l banks was somewhat 

stronger i n 1970 than i n 1969. I n f a c t , the 1970 advance i n t h e i r 

business loans was n e a r l y as la rge as the r e l a t i v e l y sharp advance 

recorded i n 1969. A l l three groups of banks made ne t a d d i t i o n s to 

t h e i r investment p o r t f o l i o s during 1970. However, growth a t the m u l t i -

n a t i o n a l banks was s u b s t a n t i a l l y stronger than a t the other groups of 

banks. 

The above ana lys is provides usefu l i n s i g h t i n t o the r e l a t i v e 

impact tha t changes i n monetary and c r e d i t condi t ions have on d i f -

f e r e n t categor ies of banks and in to the ways i n which these d i f f e r e n t 

groups of i n s t i t u t i o n s have adjusted to the s h i f t i n g deposi t and loan 

circumstances. I f i n d in format ion of t h i s kind e s p e c i a l l y h e l p f u l i n 

understanding how s h i f t s i n monetary po l icy or o ther exogenous 

developments work t h e i r way through the banking system and how the 

r e s u l t s of these developments a l t e r the course o f genera l economic 

condi t ions . 
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Asset Preferences of Commercial Banks 

I t i s w ide ly recognized tha t commercial banks channel a major 

share of t h e i r lendable funds in to loans to business f i rms . However, 

the e x t e n t to which t h i s i s true i s less w ide ly apprec ia ted . To cast 

more l i g h t on the r o l e o f business loans i n bank lend ing , the composi-

t i o n of earn ing assets fliotal loans and investments) of a l l insured com-

m e r c i a l banks, as o f June, 1966, and June, 1970, was examined i n consid-

e r a b l e d e t a i l . The r e s u l t s are shown i n Tables 5 through 12, and i n 

Charts A through C . ^ x h e r e i s no need to discuss here the d e t a i l e d 

f i n d i n g s . However, severa l points should be made, fo r they throw 

cons iderab le l i g h t on the asset preferences of commercial banks. The 

f i r s t comments a r e based on the banks 1 st ructure of earnings assets i n 

June, 1970, and they apply to a l l classes of banks: a l l insured banks 

combined; a l l Federa l Reserve member banks; n a t i o n a l banks; and 

insured nonmember banks. Charts A through C might be p a r t i c u l a r l y 

h e l p f u l i n f o l l o w i n g the discussion. Chart A r e f e r s to a l l insured 

banks; Chart B to Federa l Reserve member banks, and Chart C to insured 

nonmember banks. The fo l low ing g e n e r a l i z a t i o n s seem to hold t rue 

( 3 ) I n t h i s p a r t o f the a n a l y s i s , the 13,000-odd insured 
commercial banks were grouped by deposi t s i z e , and 22 asset ca tegor ies 
were i d e n t i f i e d s e p a r a t e l y . For each i n d i v i d u a l bank, the r a t i o of a 
p a r t i c u l a r asset category to the bank's t o t a l earn ing assets was c a l -
c u l a t e d . These r a t i o s for i n d i v i d u a l banks were then averaged to ob ta in 
r a t i o s f o r each s i z e group of banks. A l l insured banks were f u r t h e r 
subdiv ided i n t o three classes: a l l Federa l Reserve member banks; 
n a t i o n a l banks; and insured nonmember banks. Data were obtained from 
the C a l l Reports fo r June 1966 and June 1970. 
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f o r each group of banks: 

- Small banks hold a l a r g e r propor t ion of t h e i r 
earn ing assets i n s e c u r i t i e s than do l a r g e r 
banks: the r a t i o of t o t a l investments (mainly 
U.S. Government and Sta te and l o c a l issues) 
to t o t a l earning assets dec l ines c o n t i n u a l l y 
as the s i ze group of banks increases. Whi le 
there are minor d i f f e r e n c e s among var ious 
classes of banks, the r a t i o g e n e r a l l y drops 
from about 40 per cent f o r the smal lest 
banks to about 15 per cent f o r the l a r g e s t . 

Holdings of U.S. Treasury s e c u r i t i e s become 
a p rogress ive ly smal ler propor t ion of t o t a l 
earning assets - and of t o t a l investments 
held - as the s i z e o f banks increase. 

- Holdings of S ta te and l o c a l government 
s e c u r i t i e s , expressed as a percentage of 
t o t a l earning asse ts , i s genera l l y h igher 
a t medium s i z e banks than a t e i t h e r the 
smal lest or l a r g e s t s i ze group. 

The r a t i o of t o t a l loans ( i n c l u d i n g 
Federa l funds sold) to t o t a l earning assets 
r i s e s c o n t i n u a l l y as the s i ze of banks 
increases. Again, wh i le there are some 
d i f f e r e n c e s among bank c lasses, the r a t i o 
i s g e n e r a l l y about 60 per cent f o r the 
smal lest s i z e group and r i s e s to about 
75 per cent a t the l a r g e s t s i ze group. 

Of the var ious categor ies of loans, 
business loans d isp lay the c losest - and 
c l e a r e s t - assoc ia t ion w i t h s i ze of bank. 
The r e l a t i v e importance of such loans 
compared w i t h t o t a l earning assets climbs 
progress ive ly and i n tandem as the s i z e 
of banks advances. The r a t i o of business 
loans to t o t a l earning assets r i s e s from 
about 8 per cent a t the smal lest s i ze 
group to about 25 to 30 per cent a t the 
l a r g e s t . 
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- A s i m i l a r p a t t e r n - a l though less 
dramatic - i s ev ident i n the case of 
loans to f i n a n c i a l i n s t i t u t i o n s (banks, 
nonbank f i n a n c i a l i n s t i t u t i o n s and 
brokers and dealers^ and i n loans to 
other investors f o r ca r ry ing s e c u r i t i e s . 
These " f i n a n c i a l " loans r i s e from about 
1 per cent a t the smal lest banks to about 
8 per cent a t the l a r g e s t lenders . 

- Loans to farmers as a percentage of t o t a l 
earning assets dec l ine as the s i z e of bank 
increases - from around 17 per cent to 
1 per cent . 

Real e s t a t e loans expressed as a p ropor t ion 
of t o t a l earning assets are g e n e r a l l y 
h ighest a t the medium s i ze banks and lowest 
a t both the smal lest and l a r g e s t s i ze groups 
of banks. I n genera l , such loans a t the 
l a r g e s t banks amount to about 15 per cent of 
t o t a l earning assets . I n c o n t r a s t , a t 
medium s i z e banks, the r a t i o was about 
20 per cent . 

- A s i m i l a r "rainbow-shaped" d i s t r i b u t i o n of 
loans to i n d i v i d u a l s , w i t h respect to s ize 
o f bank, can be observed. 

S t i l l f u r t h e r i n s i g h t s i n t o the lending behavior of commercial 

banks can be got ten from an ana lys is of the changes i n the composition 

o f t h e i r a s s e t s , by s i z e o f bank, between June, 1966, and June, 1970. The 

f o l l o w i n g g e n e r a l i z a t i o n s are a p p l i c a b l e fo r a l l classes of banks: 

During these four years , t o t a l investments 
dec l ined as a percentage of t o t a l earn ing 
assets a t a l l s i z e groups (and i n a l l 
classes'* of banks. The ex ten t of the 
d e c l i n e was f a i r l y uni form - ranging, i n 
almost a l l ins tances , between 2 and 3 
percentage p o i n t s . 

I n t h i s p e r i o d , U.S. Treasury issues 
dec l ined - and other s e c u r i t i e s 
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increased - i n r e l a t i v e importance a t 
a l l s i z e groups of banks. 

T o t a l loans increased i n r e l a t i v e 
importance dur ing these years. Wi th 
respect to business loans, there 
was l i t t l e i f any change i n r e l a t i v e 
importance - except a t the very 
l a r g e s t banks, where such loans 
climbed a few percentage points i n 
r e l a t i o n to t o t a l earning assets . 

Real e s t a t e loans decreased a t the 
smal lest s i ze group of banks and 
increased a t the l a rges t s ize groups -
when expressed as a propor t ion of 
t o t a l earning assets. However, i n both 
cases, the changes were qu i te moderate -
about 1 or 2 percentage po in ts . 

No general p a t t e r n of change i n r e l a t i v e 
importance of other loan categor ies i s 
d i s c e r n i b l e . The changes which d id occur 
i n p a r t i c u l a r s i ze groups were q u i t e 
smal l . 

One other aspect of the ana lys is of commercial bank asset 

preferences may be of p a r t i c u l a r i n t e r e s t to t h i s Committee. This 

concerns the extent to which na t iona l banks are using t h e i r s t a t u t o r y 

p o t e n t i a l to make r e a l e s t a t e loans. Under Sect ion 24 o f the Federa l 

Reserve Act , a n a t i o n a l bank's t o t a l r e a l e s t a t e loans are l i m i t e d to 

an amount equal to i t s t o t a l c a p i t a l and surplus or 70 per cent of i t s 

time and savings deposits - whichever is the g r e a t e r . Thus, one can 

r e a d i l y compare the n a t i o n a l bank's a c t u a l holdings of r e a l e s t a t e 

loans w i t h t h e i r s t a t u t o r y lending p o t e n t i a l . 

The 70 per cent time and savings deposi ts c r i t e r i o n was used 

i n the present a n a l y s i s , and the r e s u l t s are shown i n Table 13 
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and Chart D. (4 ) Severa l of the f ind ings should be mentioned: 

- The very l a r g e s t and very smal lest s i ze 
groups of banks appear to make less use 
of t h e i r r e a l es ta te lending than do 
banks i n the medium s i ze range. Thus, 
the p a t t e r n of use is approximately the 
same as tha t observed w i t h respect to 
r e a l e s t a t e loans as a p ropor t ion of 
the banks1 t o t a l earning assets . 

The r e l a t i v e use of r e a l e s t a t e lending 
p o t e n t i a l by a l l except the very 
l a r g e s t s i ze group of banks dec l ined 
between 1966 and 1970. At the l a r g e s t 
banks, use of the p o t e n t i a l rose 
s i g n i f i c a n t l y . 

As a r e s u l t of these changes, i n 1970 the 
use o f lending p o t e n t i a l by the l a r g e s t 
group of banks was higher than tha t f o r 
the three smal lest s i ze c lasses. Banks 
i n the three in termediate s i ze groups, 
however, continued to make the most 
i n t e n s i v e use of t h e i r lending p o t e n t i a l . 

On the basis of the evidence y i e l d e d by t h i s ana lys is of 

commercial banks1 asset preferences, I reach the fo l low ing conclusions: 

the a t t r a c t i o n of loans to business i s so strong tha t one should o r d i -

n a r i l y expect banks to respond to the f u l l e s t ex tent possib le to the 

demand f o r c r e d i t by business f i rms . Experience i n d i c a t e s , moreover, 

t h a t i n a per iod of severe monetary r e s t r a i n t , other sectors of the econ-

omy are l i k e l y to ob ta in p ropor t iona te ly less — whi le the business sector 

obta ins p r o p o r t i o n a t e l y more — of a given supply of commercial bank funds. 

(4)The c a l c u l a t i o n s were made using the same s t a t i s t i c a l 
procedures descr ibed above fo r the ana lys is of the banks1 asset 
composit ion. 
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Slnce the Federa l Reserve must channel through the banking system whatever 

add i t ions t o bank r ese rves i t f inds consistent w i th o v e r a l l 

monetary p o l i c y o b j e c t i v e s , t h i s suggests t h a t the lending behavior of 

commercial banks must be a mat ter of prime concern. I n my judgment, 

the Federal Reserve needs a b e t t e r set of too ls w i t h which to assure 

t h a t the banks1 lending behavior re in forces the basic aims ©f monetary 

management. 

Growing Importance of Banks Outside the Federa l Reserve System 

I stressed a t the outset tha t the a u t h o r i t y to set 

supplemental reserve requirements on assets should not be r e s t r i c t e d to 

member banks of the Federal Reserve System. Ins tead , i t should a lso 

apply to insured commercial banks tha t are not members of the System. 

There are a t l e a s t two reasons why t h i s should be the case. 

The f i r s t one i s the need to avoid aggravat ing the a l ready 

serious problem of a t t r i t i o n i n Federal Reserve membership. Between 

1960 and 1970, the number of member banks shrank by 414 (6 per cent) to 

5 , 8 0 3 , wh i l e the number of a l l insured commercial banks expanded by 

338 (2 1 /2 per c e n t ) . The number of insured banks tha t are not members 

of the Federal Reserve System rose by 749 (11 per cent) to 7 ,675. Among 

Federa l Reserve member banks, the number of n a t i o n a l banks increased by 

95 to 4 ,637 . I n c o n t r a s t , the number of S t a t e - c h a r t e r e d member banks 

(which are members by choice) dropped by 509 (30 per cent) to 1 ,166. 
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R e f l e c t i n g these t r e n d s , a s i g n i f i c a n t change o c c u r r e d i n 

the s t r u c t u r e o f the b a n k i n g system d u r i n g the l a s t decade as f a r as 

membership i n t he F e d e r a l Reserve System i s concerned. I n 1960, member 

banks c o n s t i t u t e d 47 pe r c e n t o f t he t o t a l number o f i n s u r e d commerc ia l 

banks , and they h e l d 84 pe r cen t o f t o t a l d e p o s i t s and o f t o t a l loans 

and i n v e s t m e n t s . By 1970, they r e p r e s e n t e d 43 pe r cen t o f the banks , 

and the r a t i o f o r b o t h d e p o s i t s and loans had dropped t o 80 pe r c e n t . 

Moreove r , d u r i n g the l a s t decade, i n s u r e d nonmember banks accounted f o r 

o n e - q u a r t e r o f the r i s e i n t o t a l d e p o s i t s and i n t o t a l l oans and i n v e s t -

ments - a l t h o u g h they h e l d o n l y o n e - s i x t h o f t he t o t a l i n each c a t e g o r y 

i n 1960. 

To a c o n s i d e r a b l e e x t e n t , t he a t t r i t i o n i n F e d e r a l Reserve 

membership can be t r a c e d to the r e l u c t a n c e o f many o f t he s m a l l e r S t a t e -

c h a r t e r e d banks t o c a r r y the a l r e a d y e x i s t i n g burden o f r e q u i r e d r e s e r v e s . 

I n f a c t , a l l o f t he r e l a t i v e d e c l i n e i n the p r o p o r t i o n o f banks t h a t a re 

members o f t he F e d e r a l Reserve System was among S t a t e - c h a r t e r e d i n s t i -

t u t i o n s . S t a t e members d e c l i n e d f rom 13 pe r cen t t o 9 per cen t o f a l l 

i n s u r e d commerc ia l banks , between 1960 and 1970, w h i l e n a t i o n a l banks 

remained unchanged a t 34 per c e n t . Th i s a l r e a d y d i f f i c u l t s i t u a t i o n 

s h o u l d n o t be made worse by r e s t r i c t i n g the a p p l i c a t i o n o f supp lemen ta l 

r e s e r v e r e q u i r e m e n t s o n l y t o F e d e r a l Reserve member banks. 

The second reason f o r c o v e r i n g i n s u r e d nonmember banks i s 

t h e i r g row ing impac t on t o t a l bank c r e d i t and t h e money s u p p l y . The 

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



- 1 9 -

magnitude of t h i s impact can be seen c l e a r l y i n Tables 14, 15, and 16. 

Table 14 shows the l e v e l of the t o t a l money supply and i t s components 

as of December f o r each year from 1960 to 1970. Table 15 shows 

(a) Federal Reserve member bank and nonmember bank demand deposi ts as 

a percentage of demand deposits included i n the t o t a l money supply and 

(b) the d i s t r i b u t i o n of changes i n these items f o r each year 1960-1970. 

These data i n d i c a t e that , i n a l l years except 1970, the p ropor t ion o f 

the change i n the demand deposit component of the money supply 

accounted for by nonmember banks was greater than the p r o p o r t i o n o f 

t o t a l demand deposits accounted fo r by these banks. From these data i t 

would appear t h a t , on average, nonmember banks have an impact on the 

change i n the money supply which i s greater than the r e l a t i v e share of 

money supply deposits held a t these i n s t i t u t i o n s . 

I n Table 16, t o t a l bank c r e d i t and se lected components 

outstanding a t each class of bank are shown fo r each year 1960-1970. 

These data t e l l the same kind of s tory sketched above i n the case of 

the money supply. Nonmember banks are prov id ing a r i s i n g share of the 

c r e d i t extended by insured commercial banks, and they are responsib le 

for an increas ing propor t ion of the f l u c t u a t i o n s i n the volume o f such 

c r e d i t outstanding. Thei r impact on the market f o r p a r t i c u l a r types of 

bank loans ( f o r example, r e a l estate loans> i n a g iven year can be 

e s p e c i a l l y no t iceab le . 

Thus, the lending behavior of commercial banks outs ide the 

Federa l Reserve System i s a l ready complicat ing the task of monetary 
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management. H o p e f u l l y , the s i t u a t i o n w i l l no t be made more c o m p l i c a t e d 

by the c o n t i n u e d exempt ion o f nonmember banks f rom the r e q u i r e m e n t t o 

c a r r y r e s e r v e s f i x e d by the F e d e r a l Reserve - w h i l e supp lementa l r e s e r v e s 

on a s s e t s a r e a p p l i e d t o member banks. I n s t e a d , i t wou ld be p r e f e r a b l e 

t h a t a l l i n s u r e d commerc ia l banks be r e q u i r e d t o c a r r y r e s e r v e s - b o t h 

on d e p o s i t s and on a s s e t s - se t by the F e d e r a l Reserve on the b a s i s o f 

o v e r a l l r e q u i r e m e n t s o f monetary management. A t the same t i m e , as the 

F e d e r a l Reserve Board has recommended f o r s e v e r a l y e a r s , nonmember banks 

s h o u l d be g i v e n t he p r i v i l e g e o f b o r r o w i n g a t F e d e r a l Reserve Banks. 

Reserve Requ i rements i n H i s t o r i c a l P e r s p e c t i v e 

A t t h i s junc ture^ I would l i k e t o d i g r e s s b r i e f l y t o s t r e s s a 

few p o i n t s t h a t a r e f r e q u e n t l y ove r l ooked i n d i s c u s s i o n s o f the a p p r o p r i a t e 

r o l e o f r e q u i r e d r ese rves i n the b a n k i n g system. U n f o r t u n a t e l y , even 

today the f a c t t h a t such rese rves a r e u s e f u l p u r e l y as i n s t r u m e n t s o f 

mone ta ry management i s n o t f u l l y unders tood — and the p o s s i b i l i t y o f 

e x t e n d i n g t h i s f u n c t i o n f u r t h e r i s comprehended even l e s s . 

I n t he U n i t e d S t a t e s , s e v e r a l h i s t o r i c a l expe r i ences w i t h 

r e q u i r e d r e s e r v e s a r e q u i t e i n s t r u c t i v e . I t w i l l be r e c a l l e d t h a t the 

N a t i o n a l Bank ing A c t o f 1863 f o r the f i r s t t ime e s t a b l i s h e d l e g a l r e s e r v e 

r e q u i r e m e n t s f o r F e d e r a l l y - c h a r t e r e d banks. The b a s i c assumpt ion was 

t h a t r e q u i r e d r e s e r v e s would p r o v i d e l i q u i d i t y f o r b o t h bank no tes and 

d e p o s i t s . N a t i o n a l banks i n c e n t r a l r e s e r v e and r e s e r v e c i t i e s had t o 

m a i n t a i n r e s e r v e s equa l t o 25 per cen t o f o u t s t a n d i n g no tes and d e p o s i t s , 
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and for banks i n other c i t i e s (country banks) the r a t i o was 15 per 

cent . The requirement for notes was dropped i n 1874. The not ion 

t h a t reserves were assumed to provide l i q u i d i t y fo r i n d i v i d u a l banks 

was evidenced by the form i n which required reserves could be he ld : 

fo r banks, i n c e n t r a l reserve c i t i e s , v a u l t cash; f o r reserve c i t y 

banks, h a l f i n v a u l t cash and h a l f i n deposits i n c e n t r a l reserve or 

reserve c i t y banks; fo r country banks, t w o - f i f t h s i n v a u l t cash and 

t h r e e - f i f t h s i n deposits i n reserve c i t y or c e n t r a l reserve c i t y banks. 

The record of American economic h i s t o r y shows qu i te c l e a r l y tha t the 

system of required reserves estab l ished under the N a t i o n a l Banking 

Act f a i l e d to meet the l i q u i d i t y goal each time i t was t e s t e d . 

The reason for the f a i l u r e ( the i m p o s s i b i l i t y of an i n d i v i d u a l bank 

being able to l i q u i d a t e enough assets to meet withdrawals dur ing 

periods of c r i s i s ) was understood by only a few observers. 

Perhaps t h a t f a c t expla ins why the concept of "pool ing" 

reserves was c a r r i e d over i n t o the Federa l Reserve Act i n 1913. While 

a few innovat ions were made i n the a d m i n i s t r a t i o n of required reserves, 

the idea t h a t they were needed as a source of l i q u i d i t y p e r s i s t e d u n t i l 

the mid-19301 s . By an amendment to the Federa l Reserve Act i n May, 1933 

( r e f e r r e d to as the Thomas Amendment), a u t h o r i t y was given f o r the f i r s t 

t ime to vary reserve requirements f o r member banks. However, the a u t h o r i t y 

was subject to the proclamat ion of an emergency by the Pres ident (which 

was never done i n t h i s connect ion) , and the a u t h o r i t y was never used. 
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I n the Banking Act of 1935, the d i s c r e t i o n a r y a u t h o r i t y was given to the 

Federa l Reserve Board d i r e c t l y . This step represented a c l e a r recogn i t ion 

of the r o l e of r e q u i r e d reserves as a t o o l of monetary con t ro l - - which 

could be used to in f luence d i r e c t l y the r a t e of expansion of aggregate 

bank c r e d i t . The Board has made considerable use of t h i s a u t h o r i t y since 

i t was f i r s t employed i n August, 1936. 

I n my op in ion , the next step i n the e v o l u t i o n of the reserve 

requirement t o o l should be to make i t more use fu l i n cushioning the 

impact of s h i f t s i n bank c r e d i t f lows on p a r t i c u l a r sectors o f the 

economy. The suggestion t h a t the Board have a u t h o r i t y to set supple-

mental reserve requirements on bank assets represents such an innovat ion. 

E v o l u t i o n of Reserve Requirements i n Recent Years 

The suggestion tha t one of the t r a d i t i o n a l instruments of 

monetary p o l i c y be reordered to in f luence the cost and a v a i l a b i l i t y of 

c r e d i t i n p a r t i c u l a r economic sectors is not e s p e c i a l l y s t a r t l i n g . As a 

mat te r of f a c t , the Federa l Reserve Board has shown considerable f l e x i b i l i t y 

i n the use of reserve requirements i n the l a s t few years . For the most p a r t , 

t h i s has involved t a i l o r i n g changes i n such requirements to d i f f e r e n t i a t e 

the impact by s i z e o f bank — as impl ied by deposi t s i z e . For example, 

i n J u l y , 1966, the requirement on time deposits over $5 m i l l i o n was 

r a i s e d from 4 per cent to 5 per cent — and kept a t 4 per cent on deposits 
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below tha t amount. I n September of the same y e a r , the percentage was 

r a i s e d f u r t h e r to 6 per cent on the $5 m i l l i o n and over category; again 

no change was made for amounts below that f i g u r e . I n March, 1967, i n two 

1 /2 percentage po in t steps, reserve requirements were cut from 4 per cent 

to 3 per cent on savings deposits and on time deposi ts under $5 m i l l i o n . 

The requirement was l e f t a t 6 per cent on time deposits over $5 m i l l i o n . 

I n January, 1968, the Federal Reserve Board a l s o began to 

d i f f e r e n t i a t e reserve requirements on demand depos i ts . At tha t t ime, 

the requirement was ra ised from 16 -1 /2 per cent to 17 per cent on deposi ts 

over $5 m i l l i o n a t Reserve C i ty banks, whi le the requirement on amounts 

below t h i s f i g u r e was l e f t unchanged. At country banks, the corresponding 

increase was from 12 per cent to 12 -1 /2 per cent f o r demand deposi ts over 

$5 m i l l i o n , wh i le i t remained a t 12 per cent on amounts below t h a t 

c u t o f f . I n A p r i l , 1969, a 1 /2 percentage po in t increase was made 

e f f e c t i v e a t a l l member banks and on a l l demand deposi ts w h i l e ma in ta in ing 

the 1 /2 percentage point d i f f e r e n t i a l on demand deposi ts above and below 

$5 m i l l i o n . 

Undoubtedly the most imaginat ive use of reserve requirements 

i n recent years has been t h e i r a p p l i c a t i o n to E u r o - d o l l a r borrowings by 

American banks. I n October, 1969, the Board e s t a b l i s h e d a marg ina l 

reserve requirement of 10 per cent on Euro -do l l a r borrowings i n excess 

of amounts outstanding i n a base per iod — the four weeks ending May 28 , 

1969 — and on f o r e i g n branch loans to U.S. r es iden ts i n excess of base-

per iod amounts. (Banks t h a t d id not have outstanding borrowings were 
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given minimum r e s e r v e - f r e e bases equal to a s p e c i f i e d percentage of 

d e p o s i t s . ) The Board a lso provided t h a t the r e s e r v e - f r e e bases be 

sub jec t to automat ic downward adjustment to the ex ten t t h a t borrowings 

f e l l below the base-per iod l e v e l s , thereby c r e a t i n g some incent ives 

f o r banks to avo id p r e c i p i t a t e reduct ion i n E u r o - d o l l a r borrowings 

a t t imes , such as the present , when i n t e r e s t d i f f e r e n t i a l s favor repayment 

o f those borrowings. 

I n the same v e i n , the Federa l Reserve Board publ ished f o r 

comment a proposal to apply reserve requirements to commercial paper 

when o f f e r e d by a bank - re la ted corporat ion and when the proceeds are 

used to supply funds to the member bank. The Board put t h i s issue 

as ide f o r a t ime i n e a r l y 1970, because of a des i re to avoid e x e r t i n g 

a d d i t i o n a l r e s t r a i n t on money and c r e d i t markets. However, the quest ion 

was opened aga in l a s t summer, and reserve requirements were app l i ed to 

b a n k - r e l a t e d commercial paper i n October, 1970. Demand deposi t 

requirement percentages were app l ied to paper w i t h i n i t i a l m a t u r i t i e s of 

less than 30 days, and time deposi t requirements were a p p l i e d to paper 

w i t h longer m a t u r i t i e s . This a c t i o n was announced a month i n advance of 

the e f f e c t i v e d a t e , and banks were ab le to s h i f t most o f t h e i r 

commercial paper funds i n t o the time deposit requirement category. I n 

t h i s a c t i o n , the Board lowered reserve requirements on time deposits over 

$5 m i l l i o n one percentage p o i n t to 5 per cent and es tab l ished the new 

commercial paper requirement a t the same l e v e l . 

I n November, 1970, fo l lowing s i g n i f i c a n t reduct ions by some 

banks i n outstanding Euro -do l l a r borrowings, and i n r e s e r v e - f r e e bases, 
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the Board increased from 10 per cent to 20 per cent the r a t e of reserve 

requirement on borrowings i n excess of r e s e r v e - f r e e bases, thereby 

g i v i n g the banks an added inducement to preserve t h e i r r e s e r v e - f r e e bases 

aga inst a time of fu tu re need. At tha t t ime, the Board a lso appl ied 

the automatic downward adjustment to banks tha t operated under a 

minimum base equal to 3 per cent of deposi ts . 

On January 15, 1971, the Board amended i t s regu la t ions to 

permit banks to count toward maintenance of t h e i r r e s e r v e - f r e e bases 

any funds invested by f o r e i g n branches i n Export - Import Bank s e c u r i t i e s 

o f f e r e d under a program announced by t h a t i n s t i t u t i o n . At t h a t t ime, 

the Board postponed f o r banks using a minimum base the a p p l i c a t i o n of 

the. automatic downward adjustment of t h e i r bases. Last week, a f u r t h e r 

amendment was made to the Board's regu la t ions which extended to d i r e c t 

Treasury s e c u r i t i e s the same p r i v i l e g e prev ious ly accorded the Export-

Import Bank issues. 

Extending the Range of Reserve Requirements 

I t was aga inst t h i s emerging background tha t I f i r s t suggested 

i n February, 1970, tha t cons idera t ion might be given to apply ing a 

supplemental reserve requirement on loans extended by U.S. banks to 

f o r e i g n borrowers as a replacement f o r the present vo lun ta ry fore ign 

c r e d i t r e s t r a i n t program. At the t ime, I emphasized t h a t such a 

marke t -or ien ted approach would be super ior to one based on c e i l i n g s 

f i x e d by a d m i n i s t r a t i v e dec is ion — a n d a t the same time i t would o f f e r 

meaningful p r o t e c t i o n to our balance of payments• 
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I n A p r i l l a s t y e a r , I went on to suggest t h a t thought might 

a l s o be g iven to the p o s s i b i l i t y o f adopt ing such a requirement fo r 

domestic purposes as w e l l . The o b j e c t i v e o f the supplemental reserve 

on domestic loans would be to r a i s e the cost of bank lending by reducing 

the marg ina l r a t e o f r e t u r n to the bank making the loan — and thereby 

dampen the expansion of bank loans. The basic purpose of the supplemental 

reserve would not be simply to levy new reserve requirements on the 

banking system. I f i t were thought t h a t i t s adopt ion would r a i s e the 

average l e v e l o f reserves requ i red beyond what the Board thought was 

necessary f o r genera l s t a b i l i z a t i o n purposes, the r e g u l a r reserve 

requirements a p p l i c a b l e to deposits of Federa l Reserve member banks 

(and hope fu l l y to nonmember banks i n the f u t u r e ) could be reduced. 

I n suggesting t h a t t h i s p o s s i b i l i t y be explored, I am 

convinced t h a t the Federa l Reserve needs a b e t t e r means of i n f l u e n c i n g 

the a v a i l a b i l i t y of c r e d i t i n d i f f e r e n t sectors o f the economy. At the 

same t ime, I am keenly aware of the d e s i r a b i l i t y of assur ing t h a t the 

instrument used would minimize i n t e r f e r e n c e w i t h normal business 

decis ions and the economic forces of the market p lace . The banking 

community — w i t h i n whatever outer l i m i t s of c r e d i t expansion the 

c e n t r a l bank considers a re cons is tent w i t h s t a b i l i z a t i o n p o l i c y — can 

best a l l o c a t e f i n a n c i a l resources among i n d i v i d u a l borrowers. There fore , 

banks should be assured as much freedom of choice as the basic ob jec t i ves 

of m a i n t a i n i n g a balanced economy would p e r m i t . 

S ince, dur ing a per iod o f i n f l a t i o n , the ob jec t would continue 

to be to r e s t r a i n the growth of bank lend ing , r a t h e r than to burden the 
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amount of lending achieved by some date i n the p a s t , the reserves might 

apply otily to the amount of lending above some determined volume. That 

i s , the cash reserves would const i tu te marg ina l , r a t h e r than average, 

requ i red reserves . The approach might be v a r i e d so t h a t a cash reserve 

requirement might be app l i ed against whatever new loans the bank might 

extend r a t h e r than apply a marginal reserve aga ins t the amount o f loans 

above the amount outstanding on a p a r t i c u l a r d a t e . 

Under e i t h e r v a r i a n t of t h i s approach, the percentage reserve 

requirement would be set on the basis of the Federa l Reserve's determina-

t i o n of the degree of in f luence to be app l i ed , f o r domestic s t a b i l i z a t i o n 

reasons, aga inst unchecked bank loan expansion. The r e s t r a i n t would be 

l e v i e d i n p ropor t ion to the lending. The approach would not r e q u i r e 

immediate asset adjustments by each bank; ins tead i t would leave the 

dec is ion to i n d i v i d u a l banks to adapt t h e i r lending to the circumstances 

a t the t ime. 

The loans tha t would be subject to the supplemental reserve 

requirement could be def ined in a way tha t would take account o f any 

set of p r i o r i t i e s tha t might be establ ished from time to t ime. For 

example: i f the o b j e c t i v e of publ ic p o l i c y were to give p r i o r i t y to 

loans to meet the c r e d i t needs of State and l o c a l governments, i t could 

be achieved through a lower reserve r a t i o aga inst S ta te and l o c a l 

s e c u r i t y holdings than the r a t i o appl ied to other asse ts . Loans to 

acquire homes could be encouraged — i f pub l ic p o l i c y c a l l s f o r 

g i v i n g housing a high p r i o r i t y — by s e t t i n g the requirement very 
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low, or perhaps a t z e r o . I n c o n t r a s t , i f p o l i c y c a l l e d f o r s u b s t a n t i a l 

r e s t r a i n t on consumer c r e d i t or on loans t o bus iness , the reserve r a t i o 

a p p l i c a b l e t o such loans could be set q u i t e h i g h . I n f a c t , any a r r a y of 

loan p r i o r i t i e s could be adopted and the reserve requirement sca led 

a c c o r d i n g l y - - depending on the changing needs of p u b l i c p o l i c y . 

Under o r d i n a r y c i rcumstances, however, i f t h e r e were no need to 

pursue a p o l i c y o f monetary r e s t r a i n t - - and consequent ly no need to be 

concerned about the s i d e - e f f e c t s o f such a p o l i c y course less 

d i f f e r e n t i a t i o n among types of assets would be necessary . I n f a c t , i f 

t h e r e were no need to counteract any adverse by-products o f monetary 

r e s t r a i n t , no supplemental reserve requirements would need to be e s t a b l i s h e d . 

I f a l r e a d y employed, they would not have to be changed. 

Such a supplemental cash reserve requi rement system sketched 

above would have the e f f e c t o f cushioning the impact o f monetary p o l i c y 

on p a r t i c u l a r sec tors o f the economy. However, i t would do so w i t h o u t 

any d i r e c t i n t e r f e r e n c e by the F e d e r a l Reserve i n the d e t a i l e d l end ing 

d e c i s i o n s o f i n d i v i d u a l banks. The new reserve requ i rement , which probably 

would be much s m a l l e r than the reserves now r e q u i r e d a g a i n s t d e p o s i t 

l i a b i l i t i e s , would not n e c e s s a r i l y pose insurmountable problems f o r 

o v e r a l l monetary p o l i c y . Whi le t h e r e would be an impact on the r e q u i r e d 

r e s e r v e s o f commercial banks, i f the F e d e r a l Reserve wished, t h i s could 

be o f f s e t by an a p p r o p r i a t e r e d u c t i o n i n r e s e r v e requirements on depos i ts 

or by open market o p e r a t i o n s . Whi le the t e c h n i c a l aspects o f open market 

o p e r a t i o n s might become more complex, I b e l i e v e such d i f f i c u l t i e s could 

be overcome. 
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Another quest ion tha t would be ra ised i f supplemental reserve 

requirements were employed concerns l a r g e r corporat ions which have access 

to c r e d i t i n many markets. I f bank loans were the only forms of 

c r e d i t so r e s t r a i n e d , these corporat ions could w e l l do t h e i r borrowing 

elsewhere, d isp lac ing other borrowers. Consequently, i t is necessary 

to assess the degree to which such s h i f t s from banks to other c r e d i t 

markets could impair the ob jec t i ve of assur ing tha t c r e d i t i s a v a i l a b l e 

f o r h i g h - p r i o r i t y needs. 

But having c i t e d severa l quest ions, I remain conf ident tha t 

answers to problems such as these can be found i f enough e f f o r t i s 

devoted to so lv ing theip. 

Last year , when I urged the cons idera t ion of the supplemental 

reserve requirement aga inst assets , I stressed t h a t i t be viewed as a 

long-run approach. I emphasized tha t time would be needed to explore i t s 

r a m i f i c a t i o n s — aside from the f a c t tha t the Federa l Reserve Board 

does not now have the a u t h o r i t y to apply reserve requirements to 

domestic loans of member banks. Moreover, to avoid adding fu r ther 

to the a l ready e x i s t i n g i n e q u i t i e s between nonmember and member banks 

of the Federal Reserve System, I urged tha t a l l commercial banks be 

made subject to the new prov is ion . As I i nd ica ted above, I s t i l l 

b e l i e v e tha t t h i s step should be taken. I t might be r e c a l l e d t h a t , for 

severa l years , the Board has urged i n i t s Annual Report that l e g i s l a t i o n 

be passed which would permit the establ ishment of a system of graduated 

reserve requirements on deposi ts , wh i le extending the coverage to 
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nonmember banks - - who would a lso be g iven access to the Federa l 

Reserve Banks1 discount window. 

Now t h a t Congress i s weighing the m o d i f i c a t i o n of reserve 

requirements, I hope cons idera t ion w i l l be g iven to extending them 

to nonmember banks. I a lso hope t h a t these hearings are the f i r s t step 

i n a process t h a t w i l l l ead , w i t h i n a year or so, to f u r t h e r broadening 

of the scope of reserve requirements to include the opt ion to impose 

v a r i a b l e requirements on p a r t i c u l a r types of bank loans or investments. 

I n the meantime, i t s probable impact on our banking system must be 

care f ta l ly assessed. I b e l i e v e such an assessment w i l l provide 

answers to the questions t h a t have been r a i s e d about t h i s proposal - -

and thus hasten progress toward a b e t t e r monetary p o l i c y - - a goal we 

a l l seek, 
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T a b l e 1 . Amount and^Curces o f Funds Raised i n Capi t i ; 
Markets by Major Sectors, 1968, 1969, and 1970 

(Amounts i n b i l l i o n s o f d o l l a r s ) 

( I") E x c l u d e s s p o n s o r e d c r e d i t a g e n c i e s . (2) Inc ludes unconso l ida ted bank a f f i l i a t e s . 

1968 1969 1970 

Sector Amount 
Per cent 
of t o t a l Amount 

Per cent 
o f t o t a l Amount 

Per cent 
o f t o t a l 

T o t a l funds r a i s e d by 
n o n f i n a n c i a l sec tors 96.9 100.0 90.4 100.0 95.4 100.0 

U.S. Government ^ 13.4 13.8 - 3 .6 - 4 .0 12.7 13.3 
Pub l i c debt s e c u r i t i e s 10.3 10.6 - 1.3 - 1 .4 12.8 13.4 
Budget Agency issues 3 .1 3.2 - 2 .4 - 2 .6 - 0 . 1 - 0 . 1 

A l l o ther n o n f i n a n c i a l sec tors 83.5 86.2 94 .1 104.0 82.7 86.7 

D i s t r i b u t i o n among sec tors 83.5 100.0 94 .1 100.0 82.7 100.0 

Sta te and l o c a l governments 9.9 11.9 8.5 9 .0 12.2 14.8 
Households 31.8 38.1 32.2 34.2 21.3 25.8 
Non f i nanc ia l business 38.8 46.4 49.7 52.9 46.3 56.0 

Corporate 30.3 36.3 39 .1 41.6 37.9 45.8 
Nonfarm noncorporate 5.8 6.9 7 .4 7.9 5 . 1 6 .2 
Farm 2.7 3.2 3.2 3 .4 3 .3 4 .0 

Fore ign 3.0 3.6 3.7 3 .9 2 .8 3 .4 

Sources o f funds advanced 96.9 100.0 90.4 100.0 95.4 100.0 

Federa l Reserve System 3.7 3.8 4 .2 4 .7 5 .0 5.2 

U.S. Gove rnmen t 4.7 4 .9 2 .7 3 .0 4 .5 4 .7 
D i r e c t 4.9 5 . 1 2.5 2 .8 3 .3 3.5 
C r e d i t agencies (net"> - 0.2 - 0.2 0 .2 0 .2 1.2 1.2 

Funds advanced 3.2 3.3 9 .0 9 .9 8 .8 9.2 
Less funds r a i sed i n c r e d i t 

market 3.5 3.6 8 .8 9 .7 7.6 8 .0 

Commercial banks, net (2) 39.5 40.8 12.2 13.5 31 .1 32.6 
Funds advanced 39.7 41.0 16.5 18.3 29.3 30.7 
Less funds r a i s e d i n c r e d i t 

market 0.2 0.2 4 . 3 4 .8 - 1 .8 - 1.9 

P r i v a t e nonbank f inance 34.2 35.3 30.4 33.7 37.3 39 .1 
Savings i n s t i t u t i o n s , net 14.6 15.1 10.4 11.5 14.9 15.6 
Insurance 22.0 22.7 21.8 24.2 23.3 24.4 
Finance, N.E.C. , net - 2.4 - 2.5 - 1 .8 - 2 .0 - 0 .9 - 0 .9 

P r i v a t e domestic n o n f i n a n c i a l 12.3 12.7 39.5 43.7 7.5 7.9 
Business 7 . * 7.6 13.8 15.3 1.9 2 .0 
Sta te and Local g o v ' t . , gen. 0.4 0.4 6 . 1 6.7 - 2.7 - 2 .8 
Households 5.8 6.0 18.0 19.9 7 .0 7.3 
Less net s e c u r i t y c r e d i t 1.4 1.4 - 1.6 - 1 .8 - 1 .2 - 1.3 

Fore ign 2.5 2.6 1.3 1 .4 10.0 10.5 
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Tab le 2 . Sources and Uses o f F u n d s f ^ Commercial Banks, 
1968 t 1969, and 1970 

(Amounts i n b i l l i o n s o f d o l l a r s ) 

NOTE: Data show combined s ta tement f o r commercial banks and a f f i l i a t e s . 

* Not a v a i l a b l e 

1968 1969 1970 
Per cent Per cen t Per cen t 

Source o r Use Amount o f t o t a l Amount o f t o t a l Amount o f t o t a l 

Net a c q u i s i t i o n o f f i n a n c i a l asse ts 44 .0 100.0 19.7 100.0 41 .9 100.0 

T o t a l bank c r e d i t 39.7 90.2 16.5 83 .8 29.3 69.9 

C r e d i t Marke t i n s t r u m e n t s 38 .4 87.3 17.7 89.9 27.5 65.6 
U.S. G o v ' t . s e c u r i t i e s 3 . 4 7 .7 - 9 .5 - 48 .2 8 .2 19.6 

D i r e c t 2 .2 5 . 0 - 9 .3 - 47 .2 5 .2 12.4 
Agency i ssues 1 . 1 2 .5 1 . 1 5 .6 3 .7 8 .8 
Loan p a r t i c i p a t i o n c e r t i f s . 0 . 2 0 .5 - 1 .3 - 6 .6 - 0 .7 - 1 .7 

S t a t e and l o c a l o b l i g a t i o n s 8 .6 19.5 0 .4 2 . 0 11.2 26.7 
Corpo ra te bonds 0 .3 0 .7 - 0 . 1 - 0 .5 0 .5 1 .2 
Home mortgages 3 .5 8 .0 3 .0 15.2 0 .9 2 . 1 
Other mor tgages 3 .2 7 .3 2 .3 11.7 1 .0 2 . 4 
Consumer c r e d i t 4 . 9 11 .1 3 .3 16.8 1 .9 4 .5 
Bank l o a n s , N.E.C. 15.7 35.7 17.8 90 .4 0 .6 1 .4 
Open marke t paper - 1 . 1 - 2 .5 0 .5 2 .5 3 .2 7 .6 

S e c u r i t y c r e d i t 1 .3 3 .0 - 1 . 1 - 5 .6 1 .8 4 . 3 

Loans t o a f f i l i a t e banks - - - 0.6 3 . 0 - 0 . 1 - 0 .2 

V a u l t cash and member bank 
r e s e r v e s 2 .0 4 .5 0 . 4 2 . 0 2 .2 5 .3 

M i s c e l l a n e o u s asse t s 2 .3 5 .2 2 .2 11.2 10.5 2 5 . 1 

Net i n c r e a s e i n l i a b i l i t i e s 42 .2 100.0 18 .0 100.0 39.8 100.0 

Demand d e p o s i t s , ne t 13.3 31.5 5 .2 28.9 6 .4 16 .1 
U.S. Government - 0 .2 - 0 .5 -k * 2.7 6 .8 
Other 13.5 32.0 5 .2 28.9 3 .7 9 .3 

Time d e p o s i t s 20.6 48 .8 - 9 .7 - 53.9 38.0 95.5 
Large n e g o t i a b l e CD's 3 . 1 7 .3 - 12.6 - 70 .0 15.2 38.2 
Other 17.4 41 .2 2 .9 16 .1 22.9 57.3 

F e d e r a l Reserve f l o a t 0 .9 2 . 1 0 . 1 0 .6 0 .7 1 .8 
Bo r row ing a t Fede ra l Reserve Banks * * * 0.2 0 .5 
Loans f rom a f f i l i a t e s 0 .6 3 .3 - 0 . 1 - 0 .3 
Bank s e c u r i t y i ssues 0 .2 4 .7 0 . 1 0 .6 * *4 

Commercial paper i ssues 4 .2 23.3 - 1 .9 - 4 . 8 

P r o f i t t ax l i a b i l i t i e s - 0 . 1 - 0 .2 0 . 1 0 .6 0 . 1 0 .3 
M i s c e l l a n e o u s l i a b i l i t i e s 7 .3 17.3 17.4 96.7 - 3 .7 - 9 .3 

L i a b i l i t i e s t o f o r e i g n branches 1 .8 4 . 3 7 .0 38.9 - 6 . 1 - 15.3 
Other 5 .5 13.0 10.4 57.8 2 .4 6 .0 

D i sc repancy 0 .5 0 .3 - 0 . 1 

C u r r e n t s u r p l u s 2 .9 3 . 1 3 .0 
P l a n t and equipment 1 .0 1 . 1 
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Tab l e 3 
CHANGES IN MAJOR BALANCE SHEET ITEMS, WEEKLY REPORTING BANKS 

1968, 1969 and 1970 1/ 
( In b i l l i o n s o f d o l l a r s , not s e a s o n a l l y a d j u s t e d ) 

1/ Changes f o r 1970 are from December 24, 1969, t o December 23, 1970. Comparable da tes were used t o compute 1969 and 1968 
changes. 

2 / Less cash i tems i n the p rocess o f c o l l e c t i o n . 
3 / N e g o t i a b l e t ime c e r t i f i c a t e s of d e p o s i t i n denomina t i on of $100,000 or more. 
4/ L a r g e l y bo r row ing i n the F e d e r a l funds market and from F e d e r a l Reserve Banks. 
_5/ Bank l i a b i l i t i e s t o f o r e i g n b ranches . 

6/ Issued by a bank h o l d i n g company or o the r bank a f f i l i a t e . 
7 / These banks were s e l e c t e d on the b a s i s o f a number of c r i t e r i a i n c l u d i n g s i z e , volume of bus iness l oans , r e l a t i v e 
~~ p a r t i c i p a t i o n m F e d e r a l Funds market , E u r o - d o l l a r market and commerc ia l paper market . 
8/ The s a m e , c r i t e r i a as those l i s t e d i n f o o t n o t e 7 tyere used t o s e l e c t these 60 banks. However, these banks, i n g e n e r a l , 
— are sma l l e r and each r e g i o n of the c oun t r y was g i v en r e p r e s e n t a t i o n . 

T o t a l 
2 0 - M u l t l -

Na t 1 1 Banks 
60 Major Re-

g i o n a l Banks 5 / 
250 La rge 

L o c a l Banks 
1968 1969 1970 1968 1969 1970 1968 1969 1970 1968 1969 1970 

T o t a l l oans and i nves tments , g ross 23.0 2 .6 21.8 10.9 1.7 5.7 6.2 - 0 . 1 4 . 9 5 .8 1 .0 11.2 
T o t a l l o an s a l e s n . a . 4 .0 - 1 . 0 n . a . 2 .8 - 0 . 3 n . a . 0 .8 - 0 . 5 n . a . 0 .4 - 0 . 3 

T o t a l l oans and i nves tmen t s , 
ad j u s t ed f o r l oan s a l e s 23.0 6 .6 20.8 10.9 4 .5 5 . 4 6 .2 0 .7 4 .4 5 .8 1 .4 10.9 
U.S . T reasu ry 0 .9 - 5 . 8 4 .4 0 .9 - 2 . 2 2.6 0 .1 - 1 . 7 0 .8 - - - 2 . 0 1.0 
Other s e c u r i t i e s 5 .4 - 3 . 1 8 .3 2 .8 - 2 . 7 3.3 1.2 - 0 . 4 1.9 1.4 3.1 
T o t a l l o an s , g ross 16.7 11.6 9.1 7 .3 6.6 - 0 . 3 4 . 9 2.1 2.2 4.5 2.9 7.1 
T o t a l l o ans , ad j u s t ed f o r 

l oan s a l e s 16.7 15.6 8 .1 7.3 9.4 - 0 . 6 4 . 9 2.9 1.7 4 .5 3.3 6.9 
Bus iness loans 7.3 7 .2 0 .9 4 .2 4 .3 - 1 . 8 1.6 1.6 0 .3 1.5 1.3 2.4 
Bus iness l oan s a l e s n . a . 2 .9 - 0 . 7 n . a . 2 .1 - 0 . 2 n . a . 0.4 - 0 . 3 n . a . 0 .3 - 0 . 2 
Bus iness l o an s , a d j u s t e d 

f o r l o an s a l e s 7 .3 10.1 0 .2 4 .2 6 .4 - 2 . 0 1.6 2 .0 „ 1.5 1.6 2.2 
Rea l e s t a t e 3 .1 2 .1 - - 0.9 1.1 - 0 . 6 1.1 0 .4 - 0 . 2 1.1 0 .6 0.8 
Consumer i n s t a l l m e n t 2.2 1.7 1.5 0.5 0 .3 0 .3 0.7 0.4 0 .1 1.0 1.0 1.0 

T o t a l d e p o s i t s 2 / 14.2 - 15 . 6 29.9 4 . 0 - 9 . 1 12.9 4 .6 - 4 . 5 5 .7 5.6 - 2 . 0 11.3 
T o t a l demand d e p o s i t s _2/ 4 .8 0 .4 6 .8 1.0 1.0 2.5 1.6 - 0 . 5 0 .9 2.1 - 0 . 1 3.5 
T o t a l t ime and sav ings d e p o s i t s 9.4 - 1 6 . 0 23.0 3 .0 - 10 . 1 10.4 2.9 - 4 . 0 4 .7 3.5 - 1 . 9 7 o 9 

La rge CD's 3/ 3.1 - 12 .4 14.8 0 .5 - 7 . 2 7.7 1.4 - 3 . 4 3 .6 1.2 - 1 . 8 3.5 

Bo r row ings from major domest i c 
sou r ces 4/ 3.7 10.1 - 0 . 1 2 .2 4 .4 - 0 . 5 1.3 3.4 0 .3 0 .2 2.3 0.1 

Other l i a b i l i t i e s 4c 9 9.3 - 4 . 7 4 . 1 7.4 -4.7 0.5 1 .2 - 0 . 3 0 .3 0.7 0.3 
E u r o - d o l l a r l i a b i l i t i e s _5/ 2.7 7.5 - 5 . 0 2.6 6.7 - 4 . 2 0 .1 0 .6 - 0 . 6 — 0 .3 - 0 . 3 

Loans and s e c u r i t y r e s e r v e s 
and t o t a l c a p i t a l account 1.8 1.8 1.6 0 .9 0 .7 0 .3 0 .4 0.5 0 .3 0.4 0.7 1.0 

MEMO: 
Commerc ia l paper _6/ n . a . 4 . 3 - 2 . 0 n . a . 2.4 - 0 . 7 n . a . 1.3 - 0 . 8 n . a . 0 .6 - 0 . 5 
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Tab le 4 
CHANGES IN MAJOR BALANCE SHEET ITEMS, WEEKLY REPORTING BANKS 

1968, 1969 and 1970 JL/ 
( In per cen t , not s ea sona l l y ad jus ted ) 

1/ Changes f o r 1970 from Dec. 24, 1969, to Dec. 23, 1970. Comparable dates were used to compute 1969 and 1968 changes. 
_2/ Less cash items i n the process of c o l l e c t i o n 
_3/ Nego t i a b l e t ime c e r t i f i c a t e s of d epo s i t i n denominat ion of $100,000 or more. 
4/ L a r g e l y bor row ing i n the Fede ra l funds market and from Fede r a l Reserve Banks. 
_5/ Bank l i a b i l i t i e s t o f o r e i g n branches. 
6/ Issued by a bank h o l d i n g company or o ther bank a f f i l i a t e . 
7/ These banks were s e l e c t ed on the b a s i s of a number of c r i t e r i a i n c l u d i n g s i z e , volume of bus iness l oans , r e l a t i v e 

p a r t i c i p a t i o n i n F e d e r a l Funds market, E u r o - d o l l a r market and commercia l paper market. 

8/ For d e f i n i t i o n see Tab le 1. 
NOTE- F i g u r e s may not sum e x a c t l y due t o round ing . 

T o t a l 
20-Mult i -

N a t ' l Banks —' 
60 Major 

g i o n a l Banks — 
250 Large 
L o c a l Banks 

1968 1969 1970 1968 1969 1970 1968 1969 1970 1968 1969 1970 
T o t a l loans and inves tments , g ross 10.9 1.1 9.2 11.1 1.6 5 .1 12.3 - 0 . 1 8.6 9.3 1.4 16.1 

T o t a l l oan s a l e s n . a . n .a . -25 .9 n . a . n . a . - 9 . 4 n . a . n . a . - 65 . 7 n .a n . a . 

T o t a l loans and inves tments , 
ad jus ted f o r l oan sa l e s 10.9 2.8 8.6 11.1 4 .2 4.8 12.3 1.2 7.7 9.3 2.1 15.6 

U .S . T reasury 3.2 -20 c 1 19.0 7.8 -18 .1 27.0 1.3 -24 .1 15.0 - 0 . 4 -19 .5 12.0 
Other s e c u r i t i e s 16.3 - 8 . 0 23.1 19.7 -16 .0 23.4 14.7 - 4 . 6 20.2 12.9 0 .3 24.9 
T o t a l l oans , gross 11.1 6.9 5.1 10.0 8.2 - 0 . 3 14.0 5 .3 5 .3 10.7 6.3 14.5 
T o t a l l o ans , ad jus ted f o r 

l oan sa l e s 11.1 9.4 4 .4 10.0 11.7 - 0 . 6 14.0 7.2 4o 0 10.7 7.2 13.9 
Bus iness loans 11.1 9.9 1.1 11.2 10.2 - 4 . 0 11.2 10.0 1.8 10.9 8 .9 15.1 
Bus iness loans s a l e s n . a . n 0 a . -24 .8 n . a . n c a. -10 .0 n . a . n . a . -65.5 n . a . n . a . -71 .7 
Bus iness l oans , ad jus ted 

f o r l oan sa l e s 11.1 13.8 0.2 11.2 15.3 - 4 . 2 11.2 12.7 0.2 10.9 10.9 13.5 
Rea l e s t a t e 10.8 6.7 0.1 8.3 8.8 -4 .4 17.0 6.0 - 2 . 3 9.8 5.0 6.3 
Consumer i n s t a l l m e n t 13.6 9.3 7.2 9.4 6 .0 5.4 16.6 8 .1 2.1 14.6 12.2 11.4 

T o t a l d e p o s i t s 2/ 7.0 - 7 . 2 14.9 4 .4 - 9 . 7 15.2 9.2 - 8 . 3 11.4 9.0 - 2 . 9 17.2 
T o t a l demand d e p o s i t s 2/ 4 .8 0.4 6.6 2.4 2.3 5.4 6.5 - l o 9 3.5 6.9 - 0 . 2 10.7 
T o t a l t ime and sav ings d epo s i t s 9.1 -14 .3 24.0 6.3 -20 .4 26.3 12.1 -14 .7 20.5 11.1 - 5 . 4 23.7 

Large CD fs 3/ 15.5 -53 .3 135.1 4.7 -59 .1 156.0 27.5 -53 .1 119.2 33.5 -37 .9 1 1 6 . 6 ^ ^ 

Borrowings from major domest ic 
sources 4/ 48.8 88.7 -0 .7 52.7 70.2 - 4 . 9 61.7 95.1 4 .4 15.9 148.7 2.1 

Other l i a b i l i t i e s 38.8 56.2 -17 .4 45.9 56.2 -22.7 29.2 56.4 -10 .4 15.6 29.2 10.8 
E u r o - d o l l a r l i a b i l i t i e s 5/ 63.0 107.1 -36 .1 63.0 98.0 -33 .2 - - 600.0 -62 .0 - - — -67 .1 

Loan and s e c u r i t y r e se rves 
and t o t a l c a p i t a l account 7.7 7.4 6.0 8.4 5.5 2.4 7.6 8.6 5 .2 6.7 9.6 12.1 

MEMO: 
Commercial paper 6/ n .a . n . a . -45 .3 n . a . n . a . -31.7 n . a . n . a . -59 .4 n .a . n . a . -56 .8 
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Tab le 3 . , 
R a t i o s o f S e l e c t e d Asse ts t o T o t a l E a r n i n g Asse ts — 

A l l I n s u r e d Commercial Banks, by S i ze Groups 
June 1970 

( I n pe r c e n t ) 

I t e m (as pe r c e n t o f 
t o t a l e a r n i n g a s s e t s ) 

Under 
5 ,000 

5 , 0 0 0 -
10,000 

S iz i 
0 

10 ,000-
25,000 

a Group — ' 
Ln thousand: 

25 ,000-
50,000 

T o t a l Depos i t : 
s o f d o l l a r s ) 

50 ,000 -
100,000 

5 

100 ,000-
500,000 

500 ,000-
1 ,000 ,000 1 

Over 
, 000 ,000 

U.S. T r e a s u r y s e c u r i t i e s 25 20 17 14 14 12 9 8 
A l l o t h e r s e c u r i t i e s 15 19 21 21 21 19 17 16 
T o t a l l oans 60 61 63 65 65 69 74 75 

Real e s t a t e loans 15 18 19 20 20 19 16 14 
Nonre s i d e n t i a 1 7 8 7 8 8 8 6 5 
R e s i d e n t i a l 8 10 12 12 12 11 10 

Loans t o f i n a n c i a l i n s t i t u t i o n s 
and i n v e s t o r s i n s e c u r i t i e s 1 1 1 2 3 4 7 10 

A g r i c u l t u r a l l oans 18 11 6 2 1 1 1 1 
Bus iness l oans 8 10 13 16 18 22 28 36 
Loans t o i n d i v i d u a l s 13 16 19 20 19 19 16 11 

Government agency s e c u r i t i e s 7 5 4 4 3 2 1 1 
M u n i c i p a l s e c u r i t i e s 7 13 16 17 17 17 15 14 
Co rpo ra te and o t h e r s e c u r i t i e s 1 1 1 1 1 1 1 1 
T r a d i n g accoun t s e c u r i t i e s — — - - - - - - - - 1 1 
F e d e r a l funds s o l d 4 4 4 3 3 2 4 2 
T o t a l l oans l e s s F e d e r a l funds 

s a l e 56 58 59 62 63 66 70 74 
R e s i d e n t i a l , Government gua ran tee 1 1 1 2 2 2 3 3 
A l l o t h e r r e s i d e n t i a l 7 10 11 11 10 9 7 6 
Loans t o commerc ia l banks - - — _ — 1 W 
Loans t o o t h e r f i n a n c i a l 

i n s t i t u t i o n s 1 1 1 1 1 2 5 6 
Loans t o b r o k e r s and d e a l e r s - - — - - _ _ 1 2 
Other l oans f o r c a r r y i n g 

s e c u r i t i e s „ 1 1 1 1 1 1 1 
Number o f banks ( T o t a l : 13 ,483) 4 ,792 3 ,432 3 ,170 1,106 480 394 62 47 
Average s i z e ( T o t a l : 31,245) 2 ,835 7,087 15,095 33,516 67,048 199,139 683,654 3,093 ,814 

1/ R a t i o s a re average o f r a t i o s f o r i n d i v i d u a l banks . Loan t r a n s f e r s between banks 
and t h e i r a f f i l i a t e s a r e n o t r e f l e c t e d i n the d a t a . 
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Table 6 . 
R a t i o s o f Se lec ted Assets t o T o t a l Ea rn ing Assets — 

A l l I n s u r e d Commercial Banks, by Size Groups 
June 19 66 

( I n per cen t ) 

I t em (as per cent o f Under 5 ,000-

Size 
( i * 

10,000-

i Group—Tot 
l thousands 
- 25,000-

:al Deposi ts 
o f d o l l a r s ) 

50 ,000-

! 
1 

100,000- 500,000- Over 
t o t a l ea rn i ng asse ts ) 5 ,000 10,000 25,000 50,000 100,000 500,000 1 ,000,000 1 ,000,000 

U.S. T reasury s e c u r i t i e s 32 26 23 21 19 17 13 12 
A l l o the r s e c u r i t i e s 12 16 17 17 17 16 15 14 
T o t a l loans 56 58 60 62 64 67 72 75 

Real e s t a t e loans 16 19 20 20 20 17 15 13 
N o n r e s i d e n t i a l 7 7 7 7 7 7 5 4 
R e s i d e n t i a l 9 12 12 12 12 10 10 9 

Loans to f i n a n c i a l i n s t i t u t i o n s 
and i n v e s t o r s i n s e c u r i t i e s 1 1 2 3 4 5 9 14 

A g r i c u l t u r a l loans 17 9 4 2 1 1 1 1 
Business loans 8 11 13 16 19 21 27 33 
Loans to i n d i v i d u a l s 14 17 19 20 18 19 17 11 

Government agency s e c u r i t i e s 5 4 3 3 3 2 1 1 
M u n i c i p a l s e c u r i t i e s 7 12 13 14 14 14 14 12 
Corporate and o the r s e c u r i t i e s 1 1 1 - - - - — - - - -

Trad ing account s e c u r i t i e s na na na na na na na na 
Federa l funds s o l d - - - - 1 1 1 1 1 1 
T o t a l loans l ess Federa l funds 

sa le 56 57 59 61 63 66 71 74 
R e s i d e n t i a l , Government guarantee 1 1 2 2 3 3 4 4 
A l l o the r r e s i d e n t i a l 8 10 11 10 9 7 6 5 
Loans t o commercial banks — — — 1 1 
Loans to o the r f i n a n c i a l 

i n s t i t u t i o n s 1 1 2 2 4 6 8 
Loans t o b roke rs and dea le rs — - - - - - - 1 1 1 3 
Other loans f o r c a r r y i n g s e c u r i t i e s - - 1 1 1 1 1 1 2 

Number o f banks ( T o t a l : 13,555) 6,697 3,127 2,282 726 329 304 53 37 
Average s i z e ( T o t a l : 23,391) 2,539 6,793 14,847 33,124 66,128 190,031 610,693 2, ,945,526 

1/ R a t i o s are average o f r a t i o s f o r i n d i v i d u a l banks. Loan t r a n s f e r s between banks 
and t h e i r a f f i l i a t e s are not r e f l e c t e d i n the da ta . 
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T a b l e 7 
R a t i o s o f S e l e c t e d A s s e t s t o T o t a l E a r n i n g A s s e t s 2 J 

F e d e r a l Reserve Member Banks, by S i z e Groups 
June 1970 

( I n pe r c e n t ) 

I t e m (as pe r c e n t o f Under 5 , 0 0 0 - 1 0 , 0 0 0 -

S i z e Gr 
( i n t h 

2 5 , 0 0 0 -

o u p — T o t a l 
lousands o f 

5 0 , 0 0 0 -

D e p o s i t s 
d o l l a r s ) 

100,000- 500 ,000 Over 
t o t a l e a r n i n g a s s e t s ) 5 , 0 0 0 10 ,000 25 ,000 50 ,000 100 ,000 500 ,000 1 , 0 0 0 , 0 0 0 1 , 000 ,000 

U .S . T r e a s u r y s e c u r i t i e s 25 19 17 14 14 12 9 8 
A l l o t h e r s e c u r i t i e s 15 19 20 21 21 19 17 17 
T o t a l l o a n s 61 62 63 65 65 69 74 75 

Rea l e s t a t e l o a n s 14 17 19 21 21 18 16 14 
N o n r e s i d e n t i a l 5 6 7 7 8 8 6 5 
R e s i d e n t i a l 9 10 12 13 13 10 10 9 

Loans t o f i n a n c i a l i n s t i t u t i o n s 
and i n v e s t o r s i n s e c u r i t i e s 1 1 1 2 2 4 7 10 

A g r i c u l t u r a l l o a n s 17 12 6 3 1 1 — 1 
Bus iness l o a n s 8 10 12 16 19 22 28 36 
Loans t o i n d i v i d u a l s 15 17 19 20 19 18 16 11 

Government agency s e c u r i t i e s 6 5 4 4 3 2 1 1 
M u n i c i p a l s e c u r i t i e s 8 13 16 17 17 17 15 14 
C o r p o r a t e and o t h e r s e c u r i t i e s 1 1 1 1 1 1 1 1 
T r a d i n g accoun t s e c u r i t i e s — — — — — — 1 1 
F e d e r a l f u n d s s o l d 5 4 4 3 2 2 4 2 
T o t a l l o a n s l e s s F e d e r a l f u n d s 

s a l e 56 58 59 62 63 66 70 74 
R e s i d e n t i a l , Government g u a r a n t e e 1 1 1 2 2 2 3 3 
A l l o t h e r r e s i d e n t i a l 8 10 11 12 10 8 7 6 
Loans t o commerc ia l banks — — — — — — 1 1 
Loans t o o t h e r f i n a n c i a l 

i n s t i t u t i o n s _ __ _ __ 1 1 1 3 5 6 
Loans t o b r o k e r s and d e a l e r s — — — — — 1 2 
O the r l o a n s f o r c a r r y i n g 

s e c u r i t i e s __ __ 1 1 1 1 1 
Number o f banks ( T o t a l : 5 ,805 ) 1 ,165 1 ,457 1 , 697 723 332 327 57 47 
Average s i z e ( T o t a l : 57 ,950) 3 ,108 7 ,108 15, 137 33 ,275 66 ,519 201,207 691,032 1 , 0 1 8 , 913 

1 / R a t i o s a r e ave rage o f r a t i o s f o r i n d i v i d u a l banks . Loan t r a n s f e r be tween banks 
and t h e i r a f f i l i a t e s a re not r e f l e c t e d i n the d a t a . 
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Tab le 8 
Ra t i os o f Se lec ted Assets t o T o t a l Earn ing Assets 1 / 

Fede ra l Reserve Member Banks, by S ize Groups 
June 1966 

( I n per cen t ) 

I t e m (as per cent o f 
t o t a l ea rn ing a s s e t s ) 

Under 
5,000 

5 ,000 -
10,000 

10,000-
25,000 

S i ze Gro 
( i n tho 

25 ,000-
50,000 

u p - - T o t a l 
usands o f 

50 ,000-
100,000 

Depos i t s 
d o l l a r s ) 

100,000-
500,000 

500,000-
1,000,000 

O v e r ^ 
1 , 0 0 0 ^ ) 

U .S . T reasu ry s e c u r i t i e s 30 26 23 21 20 17 13 '12 
A l l o t h e r s e c u r i t i e s 12 16 17 16 16 16 15 14 
T o t a l loans 58 58 60 62 64 67 72 75 

Real e s t a t e loans 14 18 20 20 19 17 15 13 
N o n r e s i d e n t i a l 5 7 7 7 7 7 5 4 
R e s i d e n t i a l 9 12 13 13 12 10 10 9 

Loans t o f i n a n c i a l i n s t i t u t i o n s 
and i n v e s t o r s i n s e c u r i t i e s 1 1 1 3 4 6 9 13 

A g r i c u l t u r a l loans 16 10 5 2 2 1 1 1 
Business loans 9 11 13 16 19 21 27 33 
Loans t o i n d i v i d u a l s 

Government agency s e c u r i t i e s 
M u n i c i p a l s e c u r i t i e s 
Corpora te and o t h e r s e c u r i t i e s 
T r a d i n g account s e c u r i t i e s 
F e d e r a l funds s o l d 
T o t a l loans l e s s F e d e r a l funds 

s a l e 
R e s i d e n t i a l , Government guarantee 
A l l o t h e r r e s i d e n t i a l 
Loans t o commercia l banks 
Loans t o o t h e r f i n a n c i a l 

i n s t i t u t i o n s 
Loans t o b r o k e r s and d e a l e r s 
Other loans f o r c a r r y i n g 

s e c u r i t i e s 
Number o f banks ( T o t a l : 6 ,194) 
Average s i z e ( T o t a l : 42,326) 

16 

4 
7 
1 

na 

58 
1 
8 

2,089 
2.858 

17 

4 
12 

1 
na 

1 

58 
1 

11 

1,593 
6,770 

19 

3 
13 

1 
na 

1 

59 
2 

11 

1 

1,398 
14,926 3 

19 

3 
14 

na 
1 

61 
2 

10 

2 

1 
502 

3 ,024 

18 

2 
14 

na 
1 

63 
3 
9 

2 
1 

1 
255 

66,073 

19 

1 
14 

na 
1 

66 
3 
7 

4 
1 

1 
268 

188,260 ( 

17 

1 
14 

na 
1 

71 
4 
6 
1 

6 
1 

1 
52 

509,221 2 , 9 

11 

1 
12 

na 
1 ^ 

74 
4 
5 
1 

8 
3 

2 
37 

45,526 
1/ Ra t i os a re average o f r a t i o s f o r i n d i v i d u a l banks. Loan t r a n s f e r s between banks 

and t h e i r a f f i l i a t e s are no t r e f l e c t e d i n the d a t a . 
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Table 9 
R a t i o s o f S e l e c t e d Asse ts t o T o t a l E a r n i n g Asse ts 1 / 

A l l N a t i o n a l Banks, by S i ze Groups 
June 1970 

( I n pe r c e n t ) 

I t e m (as pe r cen t o f 
t o t a l e a r n i n g a s s e t s ) 

Under 
5 ,000 

5 , 0 0 0 -
10,000 

Size 
( i t 

10,000-
25,000 

: Group—Toi 
i thousands 
- 25 ,000 -

50,000 

t a l D e p o s i t 
o f d o l l a r s 

5 0 , 0 0 0 -
100,000 

s 
) 

100 ,000 -
500,000 

5 0 0 , 0 0 0 -
1 , 0 0 0 , 0 0 0 1, 

Over 
,000,000 

U.S. T reasu ry s e c u r i t i e s 24 19 16 14 14 12 9 8 
A l l o t h e r s e c u r i t i e s 14 19 20 21 20 19 17 17 
T o t a l l oans 61 63 63 64 66 69 74 75 

Rea l e s t a t e l o a n s 13 16 18 20 20 18 15 14 
N o n r e s i d e n t i a l 5 6 6 7 8 7 6 4 
R e s i d e n t i a l 8 10 12 13 12 10 9 10 

Loans t o f i n a n c i a l i n s t i t u t i o n s 
and i n v e s t o r s i n s e c u r i t i e s 1 1 1 2 3 4 7 8 

A g r i c u l t u r a l l oans 17 11 6 3 2 2 5 1 
Bus iness l o a n s 8 11 13 16 19 22 30 33 
Loans t o i n d i v i d u a l s 16 18 20 20 20 18 16 13 

Government agency s e c u r i t i e s 6 5 4 4 3 2 1 1 
M u n i c i p a l s e c u r i t i e s 8 13 16 17 17 16 14 14 
C o r p o r a t e and o t h e r s e c u r i t i e s 1 1 1 1 1 1 1 1 
T r a d i n g account s e c u r i t i e s 0 0 0 0 0 0 1 1 
F e d e r a l funds s o l d 5 5 4 3 2 3 3 2 
T o t a l l oans l e s s F e d e r a l funds 

s a l e 56 58 59 62 63 67 71 72 
R e s i d e n t i a l , Government guaran tee 1 1 1 2 2 2 3 4 
A l l o t h e r r e s i d e n t i a l 8 9 11 11 10 8 6 6 
Loans t o commerc ia l banks 0 0 0 0 0 0 0 1 
Loans t o o t h e r f i n a n c i a l 

i n s t i t u t i o n s 1 0 1 1 1 3 5 5 
Loans t o b r o k e r s and d e a l e r s 0 0 0 0 0 0 1 1 
Other l oans f o r c a r r y i n g 

s e c u r i t i e s 0 1 1 1 1 1 1 1 
Number o f banks ( T o t a l : 4 ,638 ) 886 1,172 1,395 593 271 246 46 29 
Average s i z e ( T o t a l : 53 ,468 ) 3 ,118 7,099 15,036 33,076 66 ,247 197,330 691,629 3 , 3 7 9 , 351 

1 / R a t i o s are average o f r a t i o s f o r i n d i v i d u a l banks . Loan t r a n s f e r s between banks 
and t h e i r a f f i l i a t e s are not r e f l e c t e d i n the da ta . 
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Table 10 

R a t i o s of Se lec ted Assets to T o t a l Earn ing A s s e t s ^ 
A l l N a t i o n a l Banks, by Size Groups 

June 1966 
( I n per cent) 

I t e m (as per cent o f 
t o t a l e a r n i n g assets) 

Under 
5 , 0 0 0 

5 , 0 0 0 -
10 ,000 

10 ,000 -
25 ,000 

S ize 
( i n 

2 5 , 0 0 0 -
50 ,000 

Group—Tots 
thousands c 

5 0 , 0 0 0 -
100 ,000 

i l Deposi ts 
>f d o l l a r s ) 

1 0 0 , 0 0 0 -
500 ,000 

5 0 0 , 0 0 0 -
1 , 0 0 0 , 0 0 0 

Over 
1 , 0 0 0 , 0 0 0 

U .S . Treasury s e c u r i t i e s 29 25 22 21 20 17 13 11 
A l l o ther s e c u r i t i e s 12 16 17 17 16 17 15 15 
T o t a l loans 59 59 60 62 64 67 72 73 

Real e s t a t e loans 14 18 19 19 19 16 14 13 
N o n r e s i d e n t i a l 5 6 7 7 7 7 5 4 
R e s i d e n t i a l 9 12 12 12 12 10 9 9 

Loans to f i n a n c i a l i n s t i t u t i o n s 
and i n v e s t o r s i n s e c u r i t i e s 1 1 1 3 4 6 9 11 

A g r i c u l t u r a l loans 15 9 5 2 2 1 1 2 
Business loans 10 11 14 16 19 22 28 34 
Loans to i n d i v i d u a l s 18 18 19 19 18 19 17 12 

Government agency s e c u r i t i e s 5 4 3 3 2 1 1 2 
M u n i c i p a l s e c u r i t i e s 7 11 13 14 14 14 13 14 
Corporate and o ther s e c u r i t i e s 1 1 1 - - - - - -

Trad ing account s e c u r i t i e s na na na na na na na na 
Federa l funds sold - - 1 1 1 1 1 1 1 
T o t a l loans less Federa l funds 

sale 59 58 60 61 63 66 71 73 
R e s i d e n t i a l , Government guarantee 1 1 2 2 3 3 3 4 
A l l o ther r e s i d e n t i a l 8 10 11 10 9 6 6 5 
Loans to commercial banks - - - - - - - - - - 1 1 
Loans to o ther f i n a n c i a l 

i n s t i t u t i o n s _ _ I 2 2 4 6 7 
Loans to brokers and dea le rs - - - - - - 1 1 2 
Other loans for c a r r y i n g 

s e c u r i t i e s 1 i 1 1 1 1 1 1 
Number of banks ( T o t a l : 4 , 8 1 1 ) 1 ,596 1 ,256 1 ,115 389 193 191 40 21 
Average s i ze ( T o t a l : 38 ,327) 2 ,854 6 ,769 14 ,840 32 ,937 65 ,659 187,947 598 ,663 3 , 3 7 9 , 3 5 1 

1/ Rat ios are average of r a t i o s for i n d i v i d u a l banks. Loan t r a n s f e r s between banks 
and t h e i r a f f i l i a t e s are not r e f l e c t e d i n the d a t a . 
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Tab le 11 
R a t i o s o f S e l e c t e d Asse ts t o T o t a l E a r n i n g Assets—' 

I n s u r e d Commercial Banks no t members o f the F e d e r a l Reserve System 
June 1970 

( I n per cen t ) 
S i ze G r o u p — T o t a l Depos i t s 

( i n thousands o f d o l l a r s ) 
I t e m (as per cent o f 
t o t a l e a r n i n g asse t s ) 

Under 
5 ,000 

5 , 0 0 0 -
10,000 

10,000-
25,000 

- 25 ,000-
50,000 

50 ,000-
100,000 

100,000-
500,000 

500,000 
1 ,000 ,000 

Over 
1 ,000 ,000 

U.S. T r e a s u r y s e c u r i t i e s 25 20 17 14 13 12 11 _ _ 
A l l o t h e r s e c u r i t i e s 15 18 21 21 22 20 16 - -

T o t a l loans 60 61 62 65 65 68 73 - -

Rea l e s t a t e loans 15 19 19 20 21 23 24 - _ 

N o n r e s i d e n t i a l 7 9 8 8 9 9 11 _ -
R e s i d e n t i a l 8 10 11 11 12 14 14 - -

Loans t o f i n a n c i a l i n s t i t u t i o n s 
and i n v e s t o r s i n s e c u r i t i e s 1 1 2 2 3 3 4 

A g r i c u I t u r a l loans 18 11 5 2 1 1 1 - -

Business loans 8 10 13 17 18 19 22 - -

Loans t o i n d i v i d u a l s 13 16 18 20 19 19 19 - -

Government agency s e c u r i t i e s 8 5 5 4 3 4 2 „ 
M u n i c i p a l s e c u r i t i e s 7 14 16 16 17 16 13 
Corpora te and o t h e r s e c u r i t i e s — — 1 — 1 1 1 
T r a d i n g account s e c u r i t i e s - - - - - - — - - _ _ 
F e d e r a l funds s o l d 4 3 3 3 3 2 2 
T o t a l loans l ess F e d e r a l funds 

sa le 56 57 58 62 62 66 71 
R e s i d e n t i a l , Government guarantee 1 1 1 1 2 3 3 - _ 

A l l o t h e r r e s i d e n t i a l 7 9 10 10 10 11 10 _ _ 
Loans t o commerc ia l banks - - — — 1 
Loans t o o t h e r f i n a n c i a l 

i n s t i t u t i o n s 1 1 1 1 1 1 3 
Loans t o b roke rs and d e a l e r s - - - - - -

Other loans f o r c a r r y i n g 
s e c u r i t i e s «• — 1 1 1 1 1 

Number o f banks ( T o t a l : 7 ,678) 3 ,627 1,975 1,473 383 148 67 5 0 
Average s i z e ( T o t a l : 1 1 , 0 5 4 ) 2,748 7 ,072 15,048 33 ,971 68,233 189,044 599,546 - -

1/ R a t i o s a re average o f r a t i o s f o r i n d i v i d u a l banks. Loan t r a n s f e r s between banks 
and t h e i r a f f i l i a t e s a re no t r e f l e c t e d i n t h e d a t a . 

NOTE: F i ve banks w i t h d e p o s i t s g r e a t e r t h a n $500 m i l l i o n and no banks g r e a t e r t han 
$1 b i l l i o n . 
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Tab le 12. Ra t i o s of Se lec ted Assets to T o t a l Earning A s se t s ! / 
Insured Commercial Banks, not Members o f the Fede ra l Reserve 

System, by S ize Gioup 
June 1966 

(In per cent) 

1/ Rat ios are average o f r a t i o s f o r i n d i v i d u a l banks. Loan t r ans f e r s between banks 
"" and t h e i r a f f i l i a t e s are not r e f l e c t e d i n the data. 
2/ Data not prov ided to comply w i t h nond i s c l osu re requirements. 
NOTE: Only one bank w i t h depos i t s g rea te r than $500 m i l l i o n and no banks w i t h depos i t s g rea te r than $1 b i l l 

S ize Grc 
( i n the 

)up--Tota l Depos i ts 
jusands of d o l l a r s ) 

Item (as per cent o f 
t o t a l earn ing asse ts ) 

Under 
5,000 

5,000-
10,000 

10,000-
25,000 

25,000-
50,000 

50,000-
100,000 

100,000-
500,000 

U.S. Treasury s e c u r i t i e s 33 26 24 21 19 19 
A l l o ther s e c u r i t i e s 12 17 17 17 17 15 
T o t a l loans 55 57 59 62 64 65 

Rea l e s ta te loans 16 20 20 20 20 20 
Non r e s i d en t i a l 8 8 8 8 8 8 
R e s i d e n t i a l 8 11 12 12 12 13 

Loans to f i n a n c i a l i n s t i t u t i o n s 
and i nves to r s i n s e c u r i t i e s 4 2 2 3 4 4 

A g r i c u l t u r a l loans 18 9 3 1 1 1 
Business loans 7 10 13 16 19 19 
Loans to i n d i v i d u a l s 13 16 19 21 19 19 

Government agency s e c u r i t i e s 5 4 3 3 3 2 
Mun i c i p a l s e c u r i t i e s 6 12 13 13 13 12 
Corporate and other s e c u r i t i e s - - — 1 — 1 1 
Trad ing account s e c u r i t i e s - - — - - — - -

Federa l funds s o l d - - __ 1 1 1 
T o t a l loans l e s s Federa l funds 

sa l e 55 57 59 61 63 64 
R e s i d e n t i a l , Government guarantee 1 1 1 2 2 4 
A l l o ther r e s i d e n t i a l 8 10 11 10 10 9 
Loans to commercial banks - - - - - - - - - -

Loans to other f i n a n c i a l 
i n s t i t u t i o n s „ 1 1 2 2 3 

Loans to brokers and dea le rs — - - 1 1 
Other loans f o r c a r r y i ng 

s e c u r i t i e s 1 1 1 1 1 
Number o f banks (To ta l : 7,360) 4,608 1,534 884 224 74 36 
Average s i z e (To ta l : 7,365) 2,395 6,817 14,723 33,350 66,318 203,218 
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Table 13. Use of Legal, Real Estate Lending Potent ia l 
By Various Size Groups of National Banks 

June 1966 and June 1970 

Item 
Under 
5,000 

5,000-
10,000 

10,000-
25,000 

Size Group-
( in thousai 

25,000-
50,000 

--Total De 
ids of dol 

50,000-
100,000 

posits 
lars) 
100,000-
500,000 

500,000-
1 b i l l i o n 

Over 
1 b i l l i o n 

1 9 
($ thoi 

6 6 
isands) 

(1) 70% of to ta l time and savings 
deposits 1,506 3,075 6,169 4,726 4,553 11,730 7,394 25,109 

(2) Total rea l estate loans 663 1,543 3,236 2,484 2,434 5,985 3,502 7,367 
(3) Nonresidential 234 533 1,121 896 940 2,426 1,226 2,276 
(4) Resident ia l 429 1,010 2,115 1,588 1,494 3,558 2,276 7,091 

Use of Potent ia l (In per cent) 

(5) Total rea l estate loans 44 50 53 53 54 51 47 37 
(6) Nonresidential 16 17 18 19 21 21 17 9 
(7) Resident ia l 29 33 34 34 33 30 31 28 
Number of banks (Total: 4,811) 1,596 1,256 1,115 389 193 191 40 21 
Average size (Total: 38,327) 2,854 6,769 14,840 32,937 65,659 187,194 598,663 3,291,781 

1 9 
($ thoi 

7 .0 
isands) 

(8) 707o of to ta l time and savings 
deposits 1,023 3,282 8,558 7,883 7,077 17,047 9,516 30,440 

(9) Total rea l estate loans 391 1,364 3,928 3,965 3,649 8,787 4,699 13,856 
(10) Nonresidential 138 487 1,378 1,393 1,449 3,525 1,817 3,589 
(11) Resident ia l 253 876 2,550 2,572 2,200 5,213 2,882 10,267 

Use of Potent ia l (In per cent) 

(12) Total rea l estate loans 38 42 46 50 52 51 49 46 
(13) Nonresidential 14 15 16 18 21 21 19 12 
(14) Resident ia l 25 27 30 33 31 31 30 34 
Number of banks (Total: 4,638) 886 1,172 1,395 593 271 246 46 29 
Average size (Total: 53,468) 3,118 7,099 15,036 33,076 66,247 197,330 691,629 3,379,351 

NOTE: Items (1) through (4) data are averages f o r banks i n each group. 
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Table 14 

Money Supply and Components 
1960 - 1970 

(Not seasonally adjusted, i n b i l l i o n s of d o l l a r s ) 

Period 

December Average: 

To ta l 
Money Supply 

Member Bank 
Demand Deposits 

Nonmember Bank - , 
Demand Deposits— 

Currency 
and Coin 

1960 145.5 95.1 20.8 29.6 

1961 150.1 98.2 21.7 30.2 

1962 152.3 98.4 22.7 31.2 

1963 157.9 100.6 24.2 33.1 

1964 165.3 104.4 25.9 35.0 

1965 173.1 107.9 28.1 37.1 

1966 176.9 108.7 29.1 39.1 

1967 188.6 116.1 31.3 41.2 

1968 203.4 124.3 34.8 44.3 

1969 209.8 125.3 37.6 46.9 

1970 221.1 131.6 39.5 50.0 

1/ Inc ludes smal l amounts of deposits at Federal Reserve Banks. 
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T a b l e 15 

Member and Nonmember Demand D e p o s i t s as a Per Cent 
o f T o t a l Money Supp ly D e p o s i t s 1 / 

1/ Based on n o t s e a s o n a l l y a d j u s t e d l a s t - m o n t h o f y e a r d a t a . 
2 / Not d e f i n a b l e because t o t a l d e p o s i t s d e c l i n e d and nonmember d e p o s i t s 

i n c r e a s e d . 

Per Cent o f Demand D e p o s i t 
Component o f t h e Money 
S u p p l y , Accoun ted f o r b y : 

D o l l a r Change i n Member 
and Nonmember Demand D e p o s i t s 

as a Per Cent o f D o l l a r Change 
i n T o t a l Money Supply D e p o s i t s 

Member 
banks 

Nonmember 
banks 

Member 
banks 

Nonmember 
banks 

L a s t month 
o f y e a r 

1960 8 2 . 1 17 .9 1 3 3 . 3 2 / 

1961 81 .9 1 8 . 1 7 7 . 5 22 .5 

1962 8 1 . 3 18 .7 1 6 . 7 83 .3 

1963 80 .6 1 9 . 4 5 9 . 5 40 .5 

1964 8 0 . 1 19 .9 6 9 . 1 30 .9 

1965 79 .3 20 .7 6 1 . 4 38 .6 

1966 79 .0 2 1 . 0 4 4 . 4 55 .5 

1967 78 .8 2 1 . 2 7 7 . 1 22 .9 

1968 7 8 . 1 21 .9 7 0 . 1 29 .9 

1969 76 .9 2 3 . 1 2 6 . 3 73 .7 

1970 76 .9 2 3 . 1 7 6 . 8 2 3 . 2 
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Table 16.a Total Bank Credit and Selected Components 
(Not Seasonally Adjusted, in B i l l i ons of Dollars) 

Total Loan 

A l l 
Commercial 

Banks 

s and In 

A l l 
Member 
Banks 

vestments 

Non-
Member 
Banks 

U.S. Governi 

A l l 
Commercial 

Banks 

nent Se< 

A l l 
Member 
Banks 

jur i t ies 

Non-
Member 

Banks 

1960 198.9 164.7 4.2 61.0 49.1 11.9 
1961 214.4 178.6 35.8 66.6 54.1 12.5 
1962 233.3 193.3 40.0 66.4 53.0 13.4 
1963 250.6 206.7 43.9 63.4 49.3 14.1 
1964 273.9 225.2 48.7 63.0 48.7 14.3 
1965 301.8 247.7 54.1 59.5 45.0 14.5 
1966 317.9 260.5 57.4 56.2 41.9 14.3 
1967 354.5 288.9 65.6 62.5 47.0 15.5 
1968 393.4 318.4 75.0 64.5 47.9 16.6 
1969 410.5 328.0 82.5 54.7 39.8 14.9 
1970 442.4 352.3 90.1 61.2 45.1 16.1 

Per Cent of Credit Item Accounted for by : 

1960 83 17 80 20 
1961 83 17 81 19 
1962 83 17 80 20 
1963 82 18 78 22 
1964 82 18 77 23 
1965 82 18 76 24 
1966 82 18 75 25 
1967 81 19 75 25 
1968 81 19 74 26 
1969 80 20 73 27 
1970 80 20 74 26 

Dollar Change i n Member and Nonmember Credit Item as a 
Per Cent of Total Change in Credit Item 

1960 80 20 347 -247 
1961 90 10 89 11 
1962 77 23 55 45 
1963 79 21 123 -23 
1964 86 14 150 -50 
1965 81 19 106 - 6 

1966 80 20 94 6 
1967 78 22 81 19 
1968 76 24 45 55 
1969 56 44 81 19 
1970 76 24 82 18 
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Table 16.b Total Bank Credit and Selected Components (cont f d) 
(Not Seasonally Adjusted, in B i l l i o n s of Do l la rs ) 

Other Securit ies Tota l Loans (Net ) 

A l l 
Commercial 

Banks 

A l l 
Member 
Banks 

Non-
Member 
Banks 

A l l 
Commercial 

Banks 

A l l 
Member 
Banks 

Non-
Member 
Banks 

1960 20.9 16.6 4 .3 116.7 99.0 17.7 
1961 23.9 19.3 4 .6 123.9 105.2 18.7 
1962 29.3 24.1 5.2 137.5 116.2 21.3 
1963 35.1 29.1 6.0 152.4 128.3 24 .1 
1964 38.8 32.1 6.7 172.1 144.4 27.7 
1965 44.9 36.8 8 .1 197.4 165.9 31.5 
1966 48.8 39.0 9 .8 213.0 179.6 33.4 
1967 61.5 49.3 12.2 230.5 192.6 37.9 
1968 71.5 56.9 14.6 257.4 213.6 43 .8 
1969 71.3 54.8 16.5 284.5 233.4 51 .1 
1970 85.7 66.2 19.5 295.5 241.0 54.5 

Per Cent of Credit Item Accounted for by: 

1960 79 21 85 15 
1961 81 19 85 15 
1962 82 18 85 15 
1963 83 17 84 16 
1964 83 17 84 16 
1965 82 18 84 16 
1966 80 20 84 16 
1967 80 20 84 16 
1968 80 20 83 17 
1969 77 23 82 18 
1970 77 23 82 18 

Dollar Change in Member and Nonmember Credi t I tem as a 
Per Cent of Total Change i n Credit Item 

1960 75 25 69 31 
1961 90 10 92 8 
1962 89 11 8 i 19 
1963 86 14 61 39 
1964 81 19 88 12 
1965 77 23 85 15 
1966 56 44 88 12 
1967 81 19 92 8 
1968 76 24 78 22 
1969 1050 -950 73 27 
1970 79 21 60 40 
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Table To ta l Bank Cred i t and Sg^jcted Components (cont fd) 
1 ' (Not Seasonally Adjusted, m B i l l i o n s of Do l la rs ) 

Business Loans Real Estate Loans 

A l l 
Commercial 

Banks 

A l l 
Member 
Banks 

Non-
Member 
Banks 

A l l 
Commercial 

Banks 

A l l 
Member 
Banks 

Non-
Member 
Banks 

1960 43.1 39.3 3.8 28.7 22.5 6.2 
1961 45.2 40.9 4.3 30.3 24.0 6.3 
1962 48.7 43.8 4.9 34.3 27.2 7.1 
1963 52.9 47.4 5.5 39.1 31.0 8 .1 
1964 60.2 53.7 6.5 43.7 34.6 9 .1 
1965 71.4 64.0 7.4 49.3 39.0 10.3 
1966 80.6 72.6 8.0 54.0 42.4 11.6 
1967 88.5 79.3 9.2 58.5 45.5 13.0 
1968 98.4 87.8 10.6 65.1 50.5 14.6 
1969 108.8 96.1 12.7 70.5 53.2 17.3 
1970 111.7 N.A. N.A. 72.1 N.A. N.A. 

Per Cent o f Cred i t I tem Accounted for by: 

1960 86 14 50 50 
1961 73 27 94 6 
1962 83 17 70 30 
1963 86 14 78 22 
1964 86 14 80 20 
1965 92 8 79 21 
1966 93 7 72 28 
1967 85 15 69 31 
1968 86 14 76 24 
1969 80 20 50 50 
1970 N.A. N.A. N.A. N.A 

1960 91 9 78 22 
1961 91 9 79 21 
1962 90 10 79 21 
1963 90 10 79 21 
1964 89 11 79 21 
1965 90 10 79 21 
1966 90 10 79 21 
1967 90 10 78 22 
1968 89 11 78 22 
1969 88 22 75 25 
1970 N.A. N.A. N.A. N.A. 

Do l l a r Change i n Member and Nonmember Cred i t I tem as a 
Per Cent of To ta l Change i n Cred i t I tem 
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Table 16.d Total Bank Credit and Selected Components (cont'd) 
(Not Seasonally Adjusted, in B i l l i ons of Dollars) 

Per Cent of Credit Item Accounted for by: 

I960 83 7 
1961 83 17 
1962 83 17 
1963 83 7 
1964 82 18 
1965 82 18 
1966 82 18 
1967 82 18 
1968 80 20 
1969 80 20 
1970 N.A. N.A. 

Dollar Change in Member and Nonmember Credit Item as a 
Per Cent of Total Change in Credit Item 

1960 56 44 
1961 100 - -

19 62 80 20 
1963 80 20 
1964 79 21 

1965 80 20 
1966 100 - -

1967 63 27 
1968 72 28 

1969 78 22 
1970 N.A. N.A. 

N.A. Not Available 
1970 is Preliminary 

AIL Other Loans 

A l l 
Commercial 

Banks 

A l l 
Member 
Banks 

Non-
Member 
Banks 

1960 44.9 37.2 7.6 
1961 48.4 40.3 8.1 
1962 54.5 45.2 9.3 
1963 60.4 49.9 10.5 
1964 68.2 56.1 12.1 
1965 76.7 62.9 13.8 
1966 78.4 64.6 13.8 
1967 83.5 67.8 15.7 
1968 93.9 75.3 18.6 
1969 105.2 84.1 21.1 
1970 111.7 N.A. N.A. 
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CHART A 
RATIO OF SELECTED ASSETS TO TOTAL EARNING ASSETS1 

A l l Insured Commercial Banks, by S ize Group 
June, 1970 

1/ T o t a l earning assets consist of t o t a l loans and investments. 
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CHART B 
RATIO OF SELECTED ASSETS TO TOTAL EARNING ASSETS1 

Federal Reserve Member Banks, by Size Group 

June, 1970 

1/ T o t a l earning assets consist of t o t a l loans and investments. 
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1/ T o t a l earning assets consist of t o t a l loans and investments. 

CHART C 
RATIO OF SELECTED ASSETS TO TOTAL EARNING ASSETS1 

Insured Commercial Banks, not Members of the Federal 
Reserve^Sgstem, by S ize Group 
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CHART D 
USE OF LEGAL REAL ESTATE LENDING POTENTIAL BY NATIONAL BANKS,1 

BY SIZE OF GROUP 

1/ Under S e c t i o n 24 of the Federal Reserve Act , a n a t i o n a l bank's t o t a l 
r e a l es ta te loans are l i m i t e d to an amount equal to i t s t o t a l c a p i t a l and surplus 
or 70 per cent of i t s time and savings deposits—which ever i s the g rea te r . The 
time and savings deposits c r i t e r i o n was used i n the present ana lys is . 
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