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EURO-DOLLAR FLOWS AND THE 
EFFICIENCY OF U. S. MONETARY POLICY 

By 
Andrew F. Brimmer* 

The strong re l i ance of a small number of U. S. commercial 

banks on Euro-do l l a r s as a source of funds, pa r t l y to compensate for 

the heavy a t t r i t i o n i n the i r large denomination c e r t i f i c a t e s of depos i t , 

has ra i sed severa l issues for monetary p o l i c y - - b o t h i n the United States 

and i n Europe. Some observers have argued that the access of American 

banks to Euro-do l l a r s has g rea t l y weakened the Federa l Reserve1 s con t ro l 

over monetary cond i t ions i n the United States. Others have pointed to 

the sharp cl imb i n Euro-do l l a r i n t e r e s t rates mainly i n response to 

strong b idd ing for such funds by U. S. banks and have emphasized that 

the e f f e c t s on European c a p i t a l markets are adverse. Both groups have 

concluded that the Federa l Reserve should take steps to moderate the 

i n f l ow of Eu ro -do l l a r s . To accomplish th i s goal , the most f requent ly 

* Member, Board of Governors of the Federa l Reserve System. 
I am g ra t e f u l to severa l members of the Board fs s t a f f f o r ass i s -
tance i n the preparat ion of t h i s paper. Mr. James B. Eckert d id 
the pre l iminary ana lys i s of the asset and l i a b i l i t y adjustments 
of banks dur ing periods of large CD run-o f f . Miss Mary Jane 
Harr ington was mainly respons ib le for compi l ing the banking 
s t a t i s t i c s on which the ana lys is i s based. Mr. Isaac V. Bank, J r . 
was respons ib le fo r the computer programming which was necessary 
to study separate ly the behavior of the eleven large banks w i th 
London branches and which account for v i r t u a l l y a l l of the Euro-
do l l a r i n f l ow . Miss Mary Ann Graves, my ass i s tan t , a lso worked 
on severa l aspects of the paper - - e spec i a l l y on the compi lat ion 
of the sources and uses of funds tab les . 
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-2a-

mentioned approach i s the a p p l i c a t i o n of reserve requirements aga ins t 

such funds used by the head o f f i c e of U. S. banks.—^ 

But, as one would expect , there are counter arguments. In 

the f i r s t p lace , the l a rge i n f l o w of Eu r o - do l l a r s has undoubtedly been 

a major source o f s t reng th i n the U. S. ba lance o f payments i n recent 

years , as measured on the o f f i c i a l set t lements b a s i s . In the absence 

o f v i go rous b i d d i n g f o r such funds by U. S. banks, a s ub s t a n t i a l pro-

p o r t i o n probab ly would have found i t s way i n t o f o r e i g n c e n t r a l banks - -

thus i n c r e a s i n g the p o t e n t i a l c la ims on our dw ind l i ng s tock o f go ld - -

or making i t necessary to draw on our swap arrangements to buy back the 

unwanted d o l l a r s . Moreover, i t i s a l so argued that the Eu r o - do l l a r i n -

f l ow has served p r i m a r i l y as a s a f e t y va l ve tha t has eased the burden 

o f U. S. banks i n ad j u s t i n g to the s i z a b l e a t t r i t i o n i n l a rge denomina-

t i o n c e r t i f i c a t e s o f depos i t (CD's) which they have exper ienced on 

s eve r a l occas ions i n recent yea r s . Both of these arguments c i t e the 

h igh cost of borrowing Eu r o - do l l a r s ( e .g . 8-1/2 per cent f o r 3-month 

m a t u r i t i e s on March 4) and s t r e s s that t h i s a lone w i l l g r e a t l y dampen 

the w i l l i n g n e s s o f U.S. banks to b i d f o r such funds. 

1/ T e c h n i c a l l y , E u r o - d o l l a r funds used by the head o f f i c e o f a 
U. S. bank are recorded as ,fdue to f o r e i g n branches,11 and the books 
o f the f o r e i g n branch show the ent ry as "due from head o f f i c e . 1 1 

For the U. S. parent bank, such funds are c l a s s i f i e d as "o ther 
l i a b i l i t i e s 1 1 ; thus, they are not sub jec t to reserves f i x e d by the 
Fede ra l Reserve nor to payment o f Fede ra l Depos i t Insurance C^^ na-
t i o n premiums. Of course, the f o r e i g n branches reco rd the funds 
i n i t i a l l y as depos i t s on t h e i r own books, and these are sub jec t to 
whatever rese rve requirements and other c ond i t i on s the f o r e i g n 
government may impose. 

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



-3a-

Persona l ly , I share some of the elements i n each of these 

contrast ing pos i t i ons . However, on balance, I bel ieve the Federal Reserve 

should keep under c lose review the question of whether reserve requirements 

should be appl ied to Euro-dol lars used by the head o f f i c e s of U.S. banks. 

I recognize the important cont r ibut ion Euro-dol lar inf lows have made to 

our balance of payments (although I a lso recognize that such flows are 

h igh ly v o l a t i l e and can be quick ly reversed). While I appreciate the 

uneasiness expressed by some Europeans over the impact of higher interest 

rates on short-term cap i t a l f lows, I am convinced that the leading European 

cent ra l banks have the capacity to cope with the s i t ua t i on i n the i r own 

markets. 

I am mainly concerned with the a b i l i t y of the dozen or so large 

banks with London branches to de f lec t and delay the e f fec ts of monetary 

po l i c y by resort to Euro-do l lars . In expressing th i s concern, I am not 

endorsing the view which holds that the banks' a b i l i t y to f i l t e r the 

e f fec ts of po l i c y act ions means the Federal Reserve's capacity to contro l 

the volume of bank reserves has been diminished. Quite the contrary, 

the Federal Reserve can exert any degree of res t ra in t i t wishes to o f f se t 

any expansion i n t o t a l loans and investments of the banking system 

resu l t i ng from an in f l ow of Euro-do l lars . Through net sales of Government 

secur i t i es i n the open market or through an increase i n reserve require-

ments against member banks' demand or time deposits, reserve pressures on 

member banks1 can be increased by any amount the Federal Reserve decides 

i s des i rab le . 
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Neverthe less, the ready access to Eu ro -do l l a r s by a smal l 

number of la rge banks r a i s e s severa l troublesome issues. As these 

banks a t t r a c t funds to sus ta i n t h e i r own lend ing a c t i v i t i e s aga inst s i z e -

able depos i t a t t r i t i o n , the Federa l Reserve might have to exert a greater 

degree of pressure to achieve a g iven target of r e s t r a i n t on t o t a l bank 

reserves . Furthermore, a d i sp ropor t i ona te share of such o v e r a l l pressure 

could f a l l on those banks wi thout ready access to Eu ro -do l l a r s . Because of 

the cush ion ing bene f i t s o f Eu ro -do l l a r i n f l ows , some of the l a rges t 

money market banks can avoid (at l e a s t fo r a wh i le ) some of the even 

more c o s t l y means (such as s e l l i n g s e cu r i t i e s at s i z ab l e c a p i t a l losses) 

of ob ta in ing funds to meet loan commitments i n the face of CD a t t r i t i o n . 

L ikew ise , because they can r e l y on t h e i r f o re i gn branches to put them 

i n funds (although admittedly at a h igh and r i s i n g cos t ) , they have 

found i t l ess urgent to adopt more r e s t r i c t i v e current lend ing standards 

or to l i m i t t h e i r new commitments to make business loans i n the fu tu re . 

Of course, under cond i t i ons of s ubs t an t i a l monetary r e s t r a i n t 

maintained f o r a s i g n i f i c a n t per iod of time — even the l a rges t banks 

w i t h access to Eu ro -do l l a r s w i l l eventua l l y have to reduce the expansion 

of c r e d i t through loans and investments. But, f o r qu i te a wh i l e , they 

can postpone adopt ing that course through r e l i a n ce on Eu ro -do l l a r s . 

In the meantime, the s t r a t e g i c a l l y p laced money market banks 

can - - and do — transmit to the market and t h e i r own customers an 

impress ion that the degree of monetary r e s t r a i n t i n genera l i s l e ss 

subs t an t i a l than the monetary au t ho r i t i e s say i s being exerted. In my 

op in ion , the f e e l i n g that emerged i n the market i n January and ea r l y 
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February t h i s year can be expla ined pa r t l y by the r e l a t i v e l y comfortable 

p o s i t i o n of some o f the dozen or so banks w i th ready access to Eu r o - do l l a r s . 

Whi le they experienced a s i zab l e a t t r i t i o n i n CD's, they were a l so able 

to o f f s e t a subs tan t i a l propor t ion of the depos i t d e c l i n e by a net i n f l o w 

of $2.8 b i l l i o n i n Euro-do l l a rs i n January and February. 

But, as I mentioned above, even these banks w i l l eventua l l y 

have to adjust t he i r operat ions to the lessened a v a i l a b i l i t y and h igher 

cost of reserves. The s t rategy of adjustment adopted by these i n s t i t u -

t i ons should be i n t e r e s t i n g and important not on ly to students o f the 

monetary system but a lso to market pa r t i c i pan t s and to the monetary 

au t ho r i t i e s . To he lp improve understanding of t h i s process, a d e t a i l e d 

ana lys i s has been made of the behavior of the n a t i o n ' s l a r ge s t banks 

dur ing per iods of monetary r e s t r a i n t and per iods o f r e l a t i v e monetary 

ease s ince the end of 1965. In th i s ana lys i s , the behavior o f the dozen 

or so la rge banks w i th London branches - - and which have a t t r a c t ed 

v i r t u a l l y a l l of the Eu ro -do l l a r s - - was contrasted w i t h the behavior 

o f other i n s t i t u t i o n s i n the commercial banking system. 

The broad conc lus ions which f o l l ow from t h i s ana lys i s can be 

summarized b r i e f l y : 

- During per iods of monetary r e s t r a i n t , the dozen 

or so la rge money market banks w i t h London branches 
have experienced a much higher ra te o f a t t r i t i o n i n 
CD's than have banks genera l ly . 

- However, these same large banks have reduced progres-
s i v e l y t he i r r e l i an ce on U. S. source borrowing i n 
ad jus t ing to the dec l ine i n time depos i t s . Instead, 
they have r e l i e d heav i l y on the i n f l ow of Eu r o - do l l a r s . 
During per iods of monetary r e s t r a i n t , these i n f l ows 
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have accounted for roughly one - f i f t h to one-third 
of the i r t o ta l sources of funds, compared w i th 
about one-tenth during periods of r e l a t i ve monetary 
ease. 

The expansion of businesses loans tends to be 
sustained r e l a t i v e l y more at the large banks wi th 
ready access to Euro-dol lars during periods of 
monetary res t ra in t than at other banks. Thus, 
these i n s t i t u t i ons account for a larger proport ion 
of the growth of such loans during periods of mone-
tary res t ra in t than during periods of r e l a t i ve 
monetary ease. 

On the basis of these resu l t s , I am convinced personal ly that 

the strong b idd ing for Euro-dol lars by the dozen or so large banks with 

London branches does complicate the problem of monetary management. This 

i s e spec i a l l y true i n the current period when the monetary author i t ies 

are attempting to employ res t ra in t on the growth of bank c red i t as one 

phase of the attack on i n f l a t i o n . Since a major object ive i s to 

moderate the pace of spending by the business sector -- espec ia l l y on 

investment i n f i xed equipment -- i t seems to me se l f -ev ident that the 

bank's capac i ty to make new commitments to lend to businesses must also 

be reduced. In my opinion, one element i n th i s strategy should be the 

lessened a v a i l a b i l i t y of Euro-do l lars . 

In the remainder of th i s paper, the pattern of banks1 adjust-

ment to the a t t r i t i o n i n CD's i s sketched more f u l l y . Next, the l ega l 

bas is ava i l ab le to the Federal Reserve to apply reserve requirements to 

Euro-do l la r in f lows used by the head o f f i c e s of U. S. banks i s summarized, 

and estimates are made of the poss ib le e f fec t s of such a move on the 

banks' cost of funds and reserve pos i t i ons . F i n a l l y , an assessment i s 

made of the prospects for bank c red i t expansion i n the months ahead. 
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Asset and L i a b i l i t y Adjustments of Banks Dur ing Per iods of Large CD A t t r i t i o n 

In the l a s t three years, there have been three per iods i n which 

monetary r e s t r a i n t induced a CD r un -o f f . The f i r s t of these covered most 

of the l a s t h a l f of 1966; the second was roughly coterminous w i t h the 

second quarter of 1968; and the l a s t , which i s cont inu ing , began about mid-

December of l a s t year . i^ xo throw add i t i o n a l l i g h t on the way var ious groups 

of banks were a f f e c ted by r e s t r a i n t and adjusted to i t , an ana lys i s has 

been made of changes i n major asset and l i a b i l i t y items dur ing the re levant 

CD run -o f f per iods . The study focused on the 340 or so la rge banks which 

repor t weekly to the Federa l Reserve System. Separate data were analyzed 

fo r the 11 major banks w i t h London b r a n c h e s , f o r other weekly repor t ing 

banks, fo r a l l weekly r epo r t i ng banks, and fo r a l l nonweekly repo r t i ng 

banks, where the re levant dates permitted. 

Recent Per iod: Mid-December, 1968 through Mid-February, 1969 

The general nature o f the impact o f r e s t r a i n t and the r e su l t i n g 

bank adjustments can be i l l u s t r a t e d by re ference to the data f o r the 

current per iod of CD a t t r i t i o n beginning i n mid-December, as market y i e l d s 

rose above the maximum i n t e r e s t ra tes which the banks cou ld pay under 

Regu la t ion Q. (See Table 1, at tached.) These data i nd i c a t e that t iotal 

1/ Except f o r the most recent per iod, the bas i c data f o r t h i s 
ana lys i s were prepared fo r calendar quarters to f a c i l i t a t e compi la t ion 
of comparable data fo r both nonweekly r epo r t i ng and weekly repo r t i ng 
banks. In 1966, the CD run-o f f cont inued from August 17 to Decmeber 14 
and t o t a l ed $3.2 b i l l i o n , compared w i t h a June-December dec l i ne of 
$2.6 b i l l i o n . In ea r l y 1968, the run -o f f (exc lud ing that assoc iated 
w i t h the March tax date) was from March 27 to June 19 and t o t a l ed $1. 5 
b i l l i o n compared w i th $1.3 b i l l i o n i n the second calendar quarter . 

2/ These 11 banks account fo r about 98 per cent of t o t a l borrow-
ings from f o re i gn branches. There are 12 other banks w i t h London 
branches, but these were not s tud ied separa te ly . 
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depos i ts of the 11 banks w i th London branches dec l i ned $2 b i l l i o n 

between December 11 and February 12, or $1.0 b i l l i o n more than they 

d id i n the comparable per iod a year ago. Th is dec l i ne mainly r e f l e c t e d 

the loss of $2.7 b i l l i o n i n CD's at these banks. At other weekly repor t -

i ng banks, however, t o t a l depos i ts increased only $300 m i l l i o n l ess 

dur ing t h i s per iod than i n the comparable per iod a year e a r l i e r 

desp i te a $1.1 b i l l i o n CD r un -o f f . The i r depos i t growth took the 

form of a la rge increase i n demand depos i t s . Data fo r non-weekly 

repo r t i ng banks are not ava i l ab l e for the s p e c i f i c dates used fo r 

t h i s recent per iod. 

The 11 banks increased the i r use of Eu ro -do l l a r s by about 

$0.9 b i l l i o n , or about one- th i rd of the amount of the CD run -o f f . They 

experienced a dec l i ne i n t o t a l earning assets of $2.3 b i l l i o n compared 

w i t h $200 m i l l i o n a year e a r l i e r . They made an unusua l ly l a rge reduc t ion 

i n the i r ho ld ings of Governments, and they a lso made r e l a t i v e l y substan-

t i a l reduct ions i n nonbusiness loans and i n ho ld ings of other s e c u r i t i e s . 

However, t he i r business loans rose by $0.9 b i l l i o n , compared w i t h $0.5 

b i l l i o n a year e a r l i e r . 

Other weekly repo r t i ng banks, on the other hand, added much more 

to the i r ho ld ings of loans ( i n c l ud ing nonbusiness loans) than they d id i n 

the comparable per iod a year e a r l i e r . To accomplish t h i s , they made a 

smal l reduct ion i n t he i r ho ld ings of Governments and increased t he i r 

borrowings by $1.4 b i l l i o n . 
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E a r l i e r Per iods: 1966 and 1968 

The pa t te rn of pressures and adjustments r e s u l t i n g from the 

CD run -o f f s i n the l a s t h a l f of 1966 and i n the second quar ter of 1968 

was s u b s t a n t i a l l y s im i l a r to recent experience. (See Tables 2 and 3.) 

P a r t i c u l a r l y i n the l a s t h a l f o f 1966, the downward pressure on depos i t s 

was much greater at the 11 banks than at other weekly r epo r t e r s . Such 

pressure was l e a s t ev ident at nonweekly r epo r t i ng banks. In f a c t , t o t a l 

depos i t expansion at nonweekly repor t ing banks dur ing the second quar ter 

of 1968 was much l a rger than i n the comparable quarter o f e i t h e r of the 

two preceding years. 

In both per iods, the 11 banks made g r ea t l y increased use o f 

Eu ro -do l l a r s . Yet , the pressures on them from the depos i t s ide and 

from loan demands gave r i s e a l so to subs tan t i a l asset adjustments and 

increased borrowing. S im i l a r though less s ub s t an t i a l adjustments a l so 

were made by the weekly repo r t i ng banks w i th no f o r e i gn branches. To 

the extent that any adjustment to monetary r e s t r a i n t was made at non-

weekly r epo r t i ng banks, i t took the form of a somewhat slower ra te of 

a c q u i s i t i o n of U. S. Government and other s e c u r i t i e s . 

D i f f e r e n t i a l Adjustment Pat terns 

A somewhat sharper i n s i gh t i n to the d i f f e r e n t ways the 

p r i n c i p a l groups of banks have adjusted to monetary r e s t r a i n t and ease 

i s provided by an ana lys i s of t he i r main sources and uses of funds dur ing 

severa l per iods s ince the end of 1965. Four per iods o f a t t r i t i o n i n CD's 
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are i d e n t i f i e d : mid-December, 1968 to mid-February, 1969; mid-December, 

1967 to mid-February, 1968; f i r s t h a l f of 1968, and the l a s t h a l f of 

1966. (See Table 4.) Three periods of expansion i n CD's are a lso 

i d e n t i f i e d : second ha l f of 1968; the f u l l year 1967, and the f i r s t h a l f 

o f 1966. (See Table 5.) In each case, the 11 major banks w i t h London 

branches and which account fo r v i r t u a l l y a l l of the Eu ro -do l l a r i n f l ows 

were i d e n t i f i e d separate ly . 

As a l ready mentioned, dur ing recent per iods of a t t r i t i o n i n 

CD's, the 11 major banks have had to use a cons iderab le po r t i on of t he i r 

cash f l ow to meet the run -o f f . For example, i n the two months ending i n 

mid-February of t h i s year, a t t r i t i o n i n CD's represented w e l l over h a l f 

of t h e i r t o t a l uses of funds. In the same per iod a year ago, they used 

j u s t under h a l f o f t he i r funds f o r the same purpose. In the f i r s t s i x 

months of l a s t year, the r a t i o was s l i g h t l y below one- th i rd , and i n the 

l a s t s i x months of 1966 i t was somewhat over one-quarter. In cont ras t , 

f o r other weekly repor t ing banks, CD a t t r i t i o n accounted fo r on ly one-

quarter of t h e i r t o t a l uses of funds between mid-December and mid-February 

t h i s year. In two of the remaining three per iods of o v e r a l l CD a t t r i t i o n , 

these other banks gained funds through the cont inued r i s e i n CD's, and 

i n the f i n a l per iod ( l a s t ha l f of 1966) such a t t r i t i o n represented l e ss 

than 2 per cent of t he i r t o t a l uses of funds. 

To meet the a t t r i t i o n i n CD's, the 11 banks have r e l i e d heav i l y 

on the i n f l ow of Euro-do l l a r s . As a l ready mentioned, the increase i n 

these banks' l i a b i l i t i e s to the i r f o re ign branches represented about one-

t h i r d o f the a t t r i t i o n i n t he i r CD's dur ing the two months ending i n 
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mid-February th i s year. In the same per iod a year ago, these i n s t i t u t i o n s 

reduced t he i r l i a b i l i t i e s to t he i r f o r e i gn branches, desp i te the run-o f f 

of about $0.9 b i l l i o n i n t he i r CD's. During the per iods of CD a t t r i t i o n 

i n 1966 and 1968, the net i n f l ow of Eu ro -do l l a r s to the head o f f i c e s of 

the 11 banks represented 90 per cent and 115 per cent, r e spec t i ve l y , of 

the CD run -o f f . Viewed more broadly, the increase i n l i a b i l i t i e s to 

f o re i gn branches accounted fo r j u s t under o n e - f i f t h of the 11 banks1 

t o t a l sources of funds i n the two months ending i n mid-February, 1969. 

In the f i r s t ha l f o f 1968 i t accounted fo r near ly two - f i f t h s and for one-

quarter i n the second h a l f of 1966. 

On the other hand, so f a r t h i s year the 11 banks w i th ready 

access to Euro-do l l a r s have r e l i e d much l e ss on other forms of borrowing 

(such as f ede ra l funds, loans from Federa l Reserve Banks or from correspon-

dent banks) than have other banks. For example, such borrowings represented 

l ess than 2 per cent of the t o t a l sources of funds of the 11 banks i n 

the two months ending i n mid-February, compared w i th 30 per cent for 

other weekly repor t i ng banks dur ing the same per iod . In the f i r s t h a l f 

o f 1968 and i n the l a s t ha l f of 1966, the 11 banks r e l i e d much more 

heav i l y on borrowing as a source of funds than d i d other banks. 

So fa r t h i s year, sa les of U. S. Government s e c u r i t i e s have 

accounted fo r about h a l f of the 11 banks' t o t a l sources of funds. This 

was an excep t i ona l l y la rge propor t ion , compared both w i t h t h e i r own 

experience i n other per iods of CD a t t r i t i o n and w i t h the experience of 

other banks. However, t h i s behavior i s qu i te understandable. In the 
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l a s t h a l f of 1968, a per iod of subs tan t i a l expansion i n CD's, these 

11 banks had sharp ly increased the i r ho ld ings of Government s e cu r i t i e s 

( for example, the a cqu i s i t i o n of such issues represented almost 30 per 

cent of t he i r t o t a l uses of funds i n the June-December months l a s t year) . 

Given the pressures on the banks created by the heavy CD a t t r i t i o n th i s 

year, one can w e l l understand why they would reduce t he i r ho ld ings of 

short-term Government s e cu r i t i e s , e s pe c i a l l y Treasury b i l l s on which 

the investment y i e l d has been cons iderably below that on Federa l funds. 

With respect to uses of funds, other than to meet the a t t r i t i o n 

i n CD's, the behavior of the 11 banks can a l so be d i f f e r e n t i a t e d from 

that shown by other banks. For example, the 11 banks used a somewhat 

smal ler p ropor t ion of t he i r funds to expand loans i n the two months 

ending i n mid-February than d id other banks; however, a l l of the increase 

fo r the 11 banks centered i n business loans wh i l e the i r nonbusiness loans 

a c tua l l y shrank. In cont ras t , f o r other banks, both types of loans rose. 

This same pat tern has p reva i l ed for both groups of banks i n each per iod 

of CD a t t r i t i o n . 

During per iods of expansion i n CD's, the r i s e i n these depos i ts 

has accounted for a somewhat la rger share of t o t a l sources of funds for 

the 11 banks than fo r other i n s t i t u t i o n s . The opposite has been true of 

other time and savings depos i t s . In two of these same three per iods of 

increased l i q u i d i t y , the 11 banks have used a s i zab l e propor t ion of t he i r 

funds to expand nonbusiness loans ( i n contrast to net repayment of such 

loans dur ing per iods of CD a t t r i t i o n ) . During the same per iods, other 
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banks have channeled a la rger share of t he i r funds i n t o both bus iness 

and nonbusiness loans. Both groups of banks have a l so used p ropor t i on-

a te l y more of t h e i r resources to acquire s e c u r i t i e s , e s p e c i a l l y tax-

exempt State and l o c a l government i ssues . 

F i n a l l y an even be t te r apprec ia t i on o f the 11 banks1 pa t t e rn 

of adjustment dur ing per iods o f CD a t t r i t i o n and expansion can be got ten 

from an ana lys i s of t h i s group of banks1 percentage share o f se l e c ted 

assets and l i a b i l i t i e s of a l l weekly repo r t i ng banks. These c a l c u l a t i o n s 

are shown i n Tables 6 and 7. 

These 11 banks have he ld about 36 per cent o f both the t o t a l 

assets and t o t a l loans outstanding at a l l weekly r e po r t i n g banks s ince 

the end o f 1965. They have a l so accounted fo r about 46 per cent o f the 

business loans he ld by a l l weekly repor t i ng banks. The i r share o f both 

t o t a l depos i ts and of time and savings depos i ts other than CD 's has been 

i n the neighborhood o f 28 per cent. In the case o f CD 's, t h e i r share 

of the t o t a l outstanding averaged about 50 per cent dur ing per iods o f 

monetary ease and from 43 to 46 per cent dur ing per iods of r e s t r a i n t i n 

1966 and 1968. But by mid-February th i s year, t h e i r share had f a l l e n to 

35 per cent . 

Us ing these average shares of the 11 banks as po i n t s of r e f e r -

ence, one can t race rather c l e a r l y the marginal adjustments made by 

these i n s t i t u t i o n s dur ing per iods of monetary r e s t r a i n t and ease. As 

mentioned p rev ious ly , the a t t r i t i o n i n CD's has been p a r t i c u l a r l y sharp 

at the 11 banks. In each of the four per iods o f a t t r i t i o n , t h e i r share 
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of the t o t a l r un -o f f has been from two to f i v e times as large as t he i r 

share of t o t a l outstandings when the a t t r i t i o n began. Whi le they have 

a l so increased t he i r share of t o t a l CD's dur ing per iods of expansion i n 

such depos i t s , t h e i r gain r e l a t i v e to other banks has been much more 

modest. 

The d i f f e r e n t i a l pattern of adjustment i s a lso sketched sharply 

i n the behavior of business loans. During each per iod of CD a t t r i t i o n , 

the expansion of business loans at the 11 banks was more rap id than for 

a l l r e po r t i n g banks. Thus, i n three of the four per iods, they accounted 

fo r 53 per cent to 66 per cent of the growth of t o t a l business loans, 

a l though they he ld about 46 per cent o f the t o t a l of such loans out-

s tand ing at the beginning of each per iod. The i r r e l a t i v e shares o f 

bus iness loan growth were much smaller dur ing per iods of CD fs expansion. 

Again, t h e i r reduct ion of nonbusiness loans dur ing CD a t t r i t i o n (and 

the increase i n such loans dur ing per iods of CD growth) stands out 

c l e a r l y . 

The r e l a t i v e l y heavier r e l i ance of the 11 banks on sales o f 

Governments to obta in funds dur ing per iods of CD run-o f f i s much more 

obvious. Whi le they have jus t over one-quarter of the Government 

s e c u r i t i e s he ld by a l l weekly repor t ing banks, they have accounted fo r 

t w o - f i f t h s to three-quarters of the volume of such s e cu r i t i e s l i q u i da t ed 

dur ing per iods of CD a t t r i t i o n . 

The progress ive dec l ine i n the 11 banks1 r e l a t i v e share of 

borrowings (other than from fore ign branches) a lso stands out c l e a r l y . 

For example, i n the second ha l f of 1966, they were respons ib le for 
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three-quarters of the increase i n borrowing by a l l weekly r epo r t i ng 

banks, although they accounted fo r l e ss than t h r e e - f i f t h s of outstand-

ings at the beginning of the per iod. In subsequent per iods of CD run-

o f f , t h e i r share of the r i s e i n borrowings dropped s t e ad i l y . In the 

two months ending i n mid-February, 1969, t h e i r share of the increase 

i n t o t a l borrowings was only 5 per cent; i n the same per iod a year 

e a r l i e r , t h e i r share had been 15 per cent . Again, i n add i t i o n to 

s i z ab l e l i q u i d a t i o n s of Government s e c u r i t i e s , the i n f l ow of Euro-

d o l l a r s undoubtedly enabled these 11 banks to r e l y l e s s -and- l ess on 

borrowing from domestic sources i n ad jus t ing to CD a t t r i t i o n . 

Au tho r i t y to Apply Reserve Requirements to Euro-Do l l a r s Used by 
Head O f f i c e Banks 

At t h i s po in t , i t might be h e l p f u l to rev iew b r i e f l y the 

Federa l Reserve 's au tho r i t y to apply reserve requirements to Euro-

d o l l a r s used by U. S. parent banks w i t h f o r e i gn branches. I t w i l l be 

r e c a l l e d that such funds are shown on the books of the head o f f i c e as 

a balance "due to " the f o re i gn branch. The Federa l Reserve Board ru l ed 

i n 1921 that such a balance, although recorded as a l i a b i l i t y on the 

books of the parent bank, does not c ons t i t u t e a "depos i t " l i a b i l i t y 

aga inst which reserves must be m a i n t a i n e d . T h e r u l i n g res ted on the 

ground that the parent bank and i t s branches are a s i ng l e l e g a l e n t i t y . 

In 1918, the Board he ld that the reserve requirements 

o f Sect ion 19 of the Federa l Reserve Act do not apply 

1/ Federa l Reserve B u l l e t i n , 1921, p. 815. 
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to depos i t s i n f o r e i g n branches of n a t i o n a l banks . J / Instead, the 

Board r u l e d that , u n d e r Sec t i on 2 5 o f the Ac t , the Board had power to 

s p e c i f y the reserves to be mainta ined aga ins t such depos i t s . Th i s 

r u l i n g was based s o l e l y on the ground that Sec t i on 25 au tho r i zes the 

Board to a l l ow the es tab l i shment of f o r e i g n branches o f n a t i o n a l banks 

"upon such c ond i t i on s and under such regu lat ions 1 1 as the Board may 

p r e s c r i b e . There fo re , the Board, no tw i ths tand ing the reserve p r ov i s i o n s 

o f Sec t i on 19, may determine the amount, charac ter and l o c a t i o n o f the 

reserves to be mainta ined aga ins t depos i t s r e ce i ved at such branches. 

Expressed d i f f e r e n t l y , Sec t i on 25 prov ides an excep t i on from the reserve 

requirements of Sec t i on 19 as f a r as f o r e i g n branches are concerned. 

Behind t h i s l e g a l p o s i t i o n , o f course, was a po i n t o f cons ide r -

ab le economic importance. Fo re i gn branches are sub jec t to the banking 

laws o f the coun t r i e s i n which they operate, and they compete w i t h other 

banks l o ca ted i n those c oun t r i e s . Thus, t h e i r a b i l i t y to operate might 

be impai red by r e q u i r i n g them to ca r ry the same reserves as those a p p l i -

cab le to domestic depos i t s o f t h e i r parent U. S. banks. The Board 

concluded i n 1918 that i t would be undes i rab l e to p r e s c r i b e any reserves 

for depos i t s m f o r e i g n branches. 

However, to the extent tha t depos i t s r e ce i ved at f o r e i g n branches 

are a c t u a l l y channeled i n t o the parent U.S. bank and employed f o r domest ic 

extens ions of c r e d i t , the r a t i o n a l e f o r exempting depos i t s i n f o r e i g n 

branches from reserve requirements i s weakened cons i de rab l y . 

U B u l l e t i n , 1918, p. 1123. The Board l a t e r took the same p o s i t i o n 
w i t h respec t to f o r e i g n branches of State member banks. 
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Th e cour t s have he l d and the Board has ru l ed tha t the l i a b i l i t i e s o f a 

f o r e i g n branch are l i a b i l i t i e s of the parent bank.—^ So the Board c ou l d 

adopt the p o s i t i o n that reserve requirements g e n e r a l l y a p p l i c a b l e t o 

member banks under Se c t i o n 19 s h a l l i n the f u tu re app ly to d epo s i t s 

i n f o r e i g n branches — but on ly to the extent tha t such d epo s i t s a re 

u t i l i z e d by the parent bank i n the Un i ted S ta te s . Not a l l o f the 

amounts r e f l e c t e d on the books o f the parent bank as "due t o the f o r e i g n 

branches" are n e c e s s a r i l y de r i ved from depos i t s i n the branches . 

Apparen t l y f o r e i g n branches do not segregate the funds r e ce i v ed as 

depos i t l i a b i l i t i e s from other funds rece ived at the branch, when funds 

are sent by the branch to the parent . Consequent ly , i f reserve r e q u i r e -

ments were to app ly to f o r e i g n branch depos i t s tha t a re used by the 

parent bank, some formula would have to be des igned f o r c a l c u l a t i n g 

the amount of depos i t s i n c l uded i n the balances due to the f o r e i g n 

branch. 

But , from the above review, i t i s c l e a r tha t the Board does 

have the a u t h o r i t y to f i x reserve requirements aga i n s t E u r o - d o l l a r i n -

f l ows to the U.S. banks — i f i t decided such an a c t i o n were d e s i r a b l e . 

Impact on Cost o f Funds and Bank Reserves 

I f reserve requirements were to be a p p l i e d t o E u r o - d o l l a r s 

employed i n the domestic bus iness of U.S. banks, the p r i n c i p a l e f f e c t 

1/ B u l l e t i n , 1917, p. 198. 
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would be on the r e l a t i v e cost of such funds compared w i th the cost of CD's. 

I f the maximum reserve requirement (6 per cent) now app l i cab l e to time 

depos i t s were set for borrowings from fo re i gn branches, the cost of 

ob ta i n i ng such funds would be increased by 36 to 42 bas i s po ints - -

depending on the s i ze of the y i e l d that would have to be foregone i n 

cover ing reserve requirements. At a 6 per cent a l t e r na t i v e investment 

y i e l d , costs would r i s e by 36 bas is po in t s ; at 7 per cent, the r i s e i n 

costs would be 42 bas is po in ts . Assuming that the a l t e r na t i v e investment 

y i e l d i s measured by a 7 per cent prime ra te , the comparative costs of 

CD's and Eu ro -do l l a r s ( i f reserve requirements were to be app l ied to the 

l a t t e r ) can be summarized as fo l lows (data are i n percentages): 

A. Cost of CD's 
C e i l i n g i n t e r e s t rate 
Reserve requirement 
FDIC insurance 

1 month 

5.50 
42 

8 

3 months 

6.00 
42 

8 

6 months 

6.25 
42 

8 
6.00 6.50 6.75 

B. Eu r o -do l l a r r a t e ! / 8.25 8.44 8.40 

C. D i f f e r e n t i a l (B-A) 2.25 1.94 1.65 

D. Cost of CD's measured by 
secondary market rate 
Average o f f e r i n g ra te ! / 
Reserve requirement 
FDIC insurance 

6.45 
42 

8 

6.58 
42 

8 

6.68 
42 

8 
6.95 7.08 7.18 

E. Eu ro -do l l a r r a t e ^ 8.25 8.44 8.40 

F. D i f f e r e n t i a l (E-D) 1.30 1.36 1.22 

1/ Averages fo r week ending March 5. 
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I t w i l l be rioted that CD's would cost a bank from 6.00 per cent 

to 6.75 per cent, depending on matur i ty . I n each case, the reserve 

requirement and FDIC insurance would account fo r about 50 bas is po ints 

of the t o t a l cos t . During the week ending March 5, short-term Euro-

d o l l a r i n t e r e s t rates averaged 8.25 per cent to 8.44 per cent, depending 

on matur i ty . Thus, Eu ro -do l l a r rates averaged 1.65 per cent to 2.25 per 

cent above the costs of CD's w i th the l a rges t d i f f e r e n t i a l app ly ing to 

1 month ma tu r i t i e s . Because the Regulat ion Q c e i l i n g i s a r e a l cons t ra in t 

on the banks' a b i l i t y to issue CD's under current c ircumstances, perhaps 

a be t te r measure of the comparative costs of the two sources of funds i s 

g iven by the average o f f e r i n g rate on CD's i n the secondary market 

I n the week ending March 5, the average o f f e r i n g rates f o r CD's ranged 

from 6.45 per cent to 6.68 per cent, f o r matur i t i e s from 1 to 6 months, 

r e spec t i v e l y . Using these secondary market y i e l d s , the d i f f e r e n t i a l 

costs of Eu ro -do l l a r s are narrowed cons iderab ly — by as much as 1.22 

per cent to 1.36 per cent , depending on matur i ty . 

Of course, the impos i t i on of reserve requirements on Euro-do l l a rs 

may not a f f e c t the r e l a t i v e costs of funds to banks as much as the above 

c a l c u l a t i o n s might suggest. Undoubtedly, the absence of such reserve re-

quirements i s a l ready p a r t l y r e f l e c t ed i n the e x i s t i n g d i f f e r e n t i a l s be-

tween CD's and Eu ro -do l l a r i n t e r e s t ra tes . Now banks can b id fo r Euro-do l la rs 

w i th the knowledge that they do have 40 - 50 bas i s po in ts to spare com-

pared w i th the costs of CD's. Furthermore, Eu ro -do l l a r depos i tors are 

1/ Here i t should be r e c a l l e d that the secondary market fo r CD's 
i s qu i te th in , and quotat ions may not be very meaningful. 
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a l so aware of the s i t u a t i o n and can be expected to take i t i n t o account 

i n responding to b ids fo r funds by the f o re i gn branches of U.S. banks. 

I f reserve requirements were imposed on Euro-do l l a r s channeled 

to the parent banks, Eu ro -do l l a r i n t e r e s t rates may not r i s e by the 40 

to 50 bas is po in ts such a step might suggest. Since banks would have 

to add the 50 bas i s po in ts to the market y i e l d on Eu ro -do l l a r s , the 

costs to them i n i t i a l l y would be 8.75 per cent to 8.94 per cent , depend-

ing on matur i ty and us ing as a benchmark average y i e l d s dur ing the week 

ending March 5. Whi le banks might be prepared to o f f e r such rates from 

t ime-to- t ime, t he i r w i l l i n gne s s to compete f o r Eu ro -do l l a r s would 

undoubtedly be diminished somewhat. However, Eu ro -do l l a r in f l ows would 

probably cont inue - - but perhaps at a more moderate pace. Eu ro -do l l a r 

i n t e r e s t ra tes - - at l e a s t i n i t i a l l y - - would not increase to the f u l l 

extent of such a reserve requirement increase, although perhaps fo r a 

time such rates might range somewhat above recent l e v e l s . 

I f a reserve requirement of 6 per cent were to be app l i ed 

to Eu ro -do l l a r s employed by head o f f i c e s of U.S. banks, these i n s t i t u -

t ions would have to ob ta in roughly $540 m i l l i o n to meet the requirement. 

As of February 26, the l i a b i l i t i e s due to f o r e i gn branches t o ta l ed 

$8,869 m i l l i o n , an increase of near ly $3 b i l l i o n s ince the year end. 

Since the l e v e l has increased fu r ther s ince February 26, the t o t a l may now 

be over $9.0 b i l l i o n . Whi le $540 m i l l i o n may not be a large sum com-

pared w i th t o t a l member bank reserves of $28 b i l l i o n (of which $23 b i l l i o n 

are he ld w i th Federa l Reserve Banks), v i r t u a l l y the en t i r e amount would 

have to be ra i sed by about a dozen banks. Thus, the average amount per 
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bank a f f e c ted would be over $40 m i l l i o n . While these banks could obv ious ly 

make the adjustment ( e spe c i a l l y i f they were al lowed cons iderab le lead 

t ime), the t o t a l of t he i r loans and investments would come under increased 

pressure. 

Outlook f o r C red i t Flows 

Most observers apparent ly are now w i l l i n g to recognize that the 

p o l i c y of subs t an t i a l monetary r e s t r a i n t fo l lowed by the Federa l Reserve 

s ince l a s t December i s having an impact on the money and c a p i t a l markets. 

However, the determinat ion and a b i l i t y of the Federa l Reserve to stay 

w i th the present course remain quest ion marks i n the minds of some market 

p a r t i c i p an t s . Whi le I obv ious ly cannot speak fo r my co l l eagues , I 

would not encourage anyone (businessmen or bankers) to make h i s own spend-

ing or lending plans on the assumption that the current p o l i c y w i l l be 

modi f ied, as market pressures unfo ld , i n such a way as to ensure that 

everyone can go forward w i th the expansion of whatever a c t i v i t y he may 

wish to pursue. In the face of continued i n f l a t i o n a r y pressures , the 

proper course of monetary p o l i c y i s one of subs t an t i a l r e s t r a i n t , 

maintained long enough to make r ea l progress i n the campaign to b r i ng 

i n f l a t i o n to a h a l t . 

Turning to c r ed i t developments, from the r e cen t l y a v a i l a b l e 

p re l im inary f l ow-o f - funds data, i t i s c l ear that p r i v a t e demands f o r 

c r ed i t remained qu i te strong through the four th quarter of 1968. A l l 

major forms of p r i va te c r ed i t (bank loans to bus inesses, corporate 
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se cu r i t y i s sues , consumer c r ed i t and mortgages) exh ib i t ed as much — 

i f not more - - s t rength as they d id i n the t h i r d quar ter . On the other 

hand, the Fede ra l Government, whose borrowing i n the f i n a l three months 

of l a s t year was at a less than seasonal pace, was the main source of 

lower c r e d i t demands. 

As of now, we cannot t e l l whether the rap id rate of p r i va te 

borrowing was f u l l y maintained in to ea r l y 1969, but i t may have slackened 

somewhat. The gradual s lowing i n the expansion of consumer c r e d i t which 

began i n l a t e 1968 appears to be cont inu ing. O f f e r i ngs of State and 

l o c a l government s e c u r i t i e s seem to be easing o f f as i nd i ca ted by the 

volume of c an ce l l a t i o n s and postponements. I n the corporate bond market, 

the volume of new issues has not shown a tendency to r i s e s i g n i f i c a n t l y . 

A c t ua l borrowing by businesses at commercial banks has cont inued strong, 

and they apparent ly s t i l l have a s i z ab l e backlog of unused bank commit-

ments a v a i l a b l e to them. Mortgage c r ed i t demands a l s o remain h igh . 

I n sum, a l though p r i va te c r ed i t demands at the present time are not 

burgeoning, apparent ly — at best - - any weakening that has occurred i s 

qu i t e modest. 

Among commercial banks, the major weekly repor t i ng i n s t i t u t i o n s 

have exper ienced a cons iderable dec l i ne i n l i q u i d i t y s ince the CD a t t r i t i o n 

began l a s t December. While some of them, as shown above, have increased t he i r 

r e l i a n c e on Eu ro -do l l a r s , they have had to make other types of adjustments as 

w e l l . They have found i t necessary to l i q u i d a t e munic ipa l i ssues and longer-term 
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U.S. Government s e c u r i t i e s ; some have a l so s t i f f e n e d t h e i r a t t i t ude 

toward mortgage lend ing. Moreover, they have t ightened lending terms 

and cond i t i ons on business loans. On the other hand, t h i s recent 

t i gh ten ing of lending terms to bus iness, wh i l e i t may have a f f e c ted 

some marginal borrowers, does not appear to have been severe enough 

to induce an a c ce l e r a t i on i n demands i n corporate bond markets. I t i s 

not c l ea r whether the f a i l u r e of scheduled corporate bond o f f e r i ngs to 

r i s e apprec iab ly r e f l e c t s a moderation i n business investment i n p lant 

and equipment - - or the a b i l i t y of corporat ions to mainta in spending 

through l i q u i d a t i o n of investments. The s t a t i s t i c a l evidence ava i l ab l e 

to date does not suggest that spending plans i n t h i s sector have been 

rev ised downward. However, i t could be that both businesses and con-

sumers are beginning to a l t e r t he i r expectat ions that i n f l a t i o n w i l l 

continue i n d e f i n i t e l y — and the recent behavior of the leading stock 

market averages may be an i n d i c a t i o n that t h i s i s occurr ing. Again, 

i t i s poss ib l e that the pub l i c i s becoming i n c reas i ng l y to be l ieve 

that monetary p o l i c y i s being e f f e c t i v e and that a no t i ceab le s lowing 

i n the r a t e of economic expansion should be expected. 

In the meantime, on the bas is of t h i s b r i e f review, i t 

appears that - - so f a r - - only a modest abatement of demand from a 

few p r i va te sectors has occurred, and only hes i tan t beginnings of 

less exuberant market a t t i t udes can be detected. Even so, both such 

developments rest on rather tenuous grounds. Under these circumstances, 

i f we are to achieve a genuine moderation i n demand fo r goods and 

serv ices and a s i g n i f i c a n t easing i n expectat ions of continued i n f l a t i o n --

as i s des i rab le - - i t seems obvious to me that the present p o l i c y of 
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monetary r e s t r a i n t must be kept on course fo r qu i te sometime. Later i n 

the spr ing, when s i z ab l e Treasury net debt repayment w i l l occur - -

and i f the pace of economic expansion continues to slow - - there may 

be a tendency f o r short- term i n t e r e s t rates to dec l i ne somewhat. But 

i f such a trend i n rates were to emerge, I persona l l y hope the monetary 

au t ho r i t i e s w i l l not permit i t to go so f a r as to create the r i s k of 

undoing progress toward reducing i n f l a t i o n a r y pressures. 
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Table 1 

NET CHANGE IN MAJOR BALANCE SHEET ITEMS FOR WEEKLY REPORTING BANKS 
(Dec. 13, 1967-Feb. 14, 1968 and Dec. 11, 1968-Feb. 12, 1969) 

(In b i l l i o n s of do l l a r s ) 

Tol 
1968 

:al 
1969 

11 Major 1 
London 

1968 

janks with 
branches 

1969 
Ot 

1968 
her 

1969 

Tota l loans & investments— .2 -1.8 - .2 -2.3 .3 .5 
U.S. Gov't, secur i t i e s - .5 -3.1 - . 3 -2.3 - .3 - .8 
Other secur i t i e s .3 - . 4 4/ - . 6 .3 .2 
Tota l loans I/ .4 1.7 .2 .6 .3 1.1 

Business loans .7 1.7 .5 .9 .2 ..8 

Tota l deposits less cash items .4 - . 9 -1.1 -2.1 1.5 1.2 

Demand deposits less cash items - . 6 2.1 - . 2 .5 - . 3 1.6 

Tota l time and savings 1.0 3.0 - . 9 -2.5 1.8 - . 4 
CD's ($100,000 & over) - . 3 -3.8 - .9 -2.7 .6 -1.1 
Tota l excluding CD's 1.3 .8 .1 .1 1.2 .7 

2/ 
L i a b i l i t i e s to fore ign banks- 3/ 3/ - .2 .9 3/ 3/ 

Tota l borrowings -1.4 1.4 - .2 .1 -1.2 1.4 

1/ Excluding loans to domestic commercial banks. 
2/ Eleven major banks in New York, Chicago, San Francisco, and Boston, which account for 98 per cent 

of t o t a l borrowings from fore ign branches outstanding i n mid-February. 
3/ Not ava i lab le on consistent bas is . 
4/ Less than $50 m i l l i o n . 
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Table 2 

Net Change i n Major Balance Sheet Items for Selected Categories of Banks, Second Quarter, 1966-68 -
(In b i l l i o n s of do l l a r s ) 

Weekly Reporting Banks 
Nonweekly 

Reporting Banks 2/ Tota l 
11 Mo4Qr.Banks wi th 

London Branches Other 
1966 1967 1968 1966 1967 1968 1966 1967 1968 1966 1967 1968 

Tota l loans & investments— 3.4 4.6 4.2 6.7 2.8 4.5 3.9 .2 2.1 2.8 2.6 2.4 
U.S. Gov't, secur i t i es -1.5 -1.0 - .7 -1.2 -2.6 -1.5 - .3 -1.3 - .2 - .9 -1.4 -1.4 
Other secu r i t i e s 1.1 1.4 .9 1.1 2.4 - .2 .9 .5 - .3 .1 1.9 .2 
Tota l loans 3/ 3.8 4.1 4.1 6.8 3.0 6.2 3.2 1.0 2.5 3.6 2.0 3.6 

Business loans n.a. n.a. n.a. 3.0 1.8 2.7 1.7 .7 1.3 1.3 1.1 1.5 

W 
Tota l deposits less cash 2.5 

items 
3.8 4.6 5.9 2.6 1.4 2.7 .9 .4 

* 

3.3 1.8 1.0 

Demand deposits less 1.2 .7 2.6 3.6 - .1 2.7 1.7 .2 1.6 1.9 - .2 1.1 
cash items 

To ta l time & savings 1.3 3.1 2.0 2.4 2.7 -1.3 1.0 .7 -1.2 1.4 2.0 - .1 
deposits 
CD's ($100,000 & over) n.a. n.a. n.a. .9 - .2 -1.3 .4 7/ - i . 2 .5 - .2 - .1 
Tota l excluding CD's n.a. n.a. n.a. 1.5 2.9 7/ .6 .7 1/ .9 2.2 7/ 

L i a b i l i t i e s to fore ign n.a. n.a. n.a. 6/ 6/ 6/ .1 - .2 1.3 6/ 6/ 6/ 
branches 4/ 

Tota l borrowings 7/ .3 .4 .9 1.3 3.0 .7 .5 1.6 .2 .9 1.5 

m 1/ Quarter ly dates used are: 1965, Dec. 29; 1966, March 30, June 29, Sept. 28, and Dec. 28; 1967, March 29, 
^ane 28, Sept. 27, and Dec. 27; and 1968, March 27, June 26, Sept. 25, and Dec. 31. Varying end-of-quarter 
dates a f f e c t to some extent the comparabi l i ty of changes. 

2/ Data are pa r t l y estimated. Deta i l s may not add to to ta l s because of rounding i n al l-commercial bank ser ies . 
3/ Excluding loans to domestic commercial banks. 
4/ Eleven major banks i n New York, Chicago, San Francisco, and Boston which account for 98 per cent of t o t a l 

borrowings from fore ign branches outstanding i n mid-February. 
5/ In the second quarter of 1966, changes i n t o t a l c red i t , t o t a l loans, and t o t a l time and savings deposits are 

adjusted for the exc lus ion of balances accumulated for payment of personal loans on June 9, 1966, as a resu l t of a change i n 
Federal Reserve regulat ions a f f e c t i ng reserve requirements. Changes i n loans and f fother securit ies11 are adjusted 
for the d e f i n i t i o n a l s h i f t of pa r t i c i pa t i on c e r t i f i c a t e s from loans to "other secu r i t i e s " on June 29, 1966. 

6/ Not ava i lab le on consistent bas is . 

2/ Less than $50 m i l l i o n , n.a. - Not ava i lab le . 
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Table 3 

Net Change i n Major Balance Sheet Items for Selected Categories of Banks, Second Ha l f Year, 1966-68 

(In b i l l i o n s of do l l a r s ) 

Weekly Report ing Banks 
Nonweekly 11 Major Banks wi th 

Report inn Banks 2/ Tota l London Branches Other 
1966 1967 1968 1966 1967 1968 1966 1967 1968 1966 1967 1968 

3/ Tota l loans & investments— 5.7 10.7 11.2 2.8 13.0 22.2 .5 4.0 8.0 2.3 9.0 14.2 
U.S. Gov't, secu r i t i e s .8 4.2 1.8 2.3 4.1 3.8 1.3 1.2 1.6 1.0 3.0 2.2 
Other secu r i t i e s 1.1 3.0 2.5 -1.1 1.8 4.3 -1.0 .4 1.6 - .1 1.4 2.7 
Tota l loans 3/ 3.6 3.6 6.8 1.6 7.0 14.1 .2 2.4 4.7 1.4 4.6 9.4 

Business Loans n.a. n.a. n.a. 2.5 2.0 4.7 1.4 .6 1.7 1.1 1.5 3.0 

To ta l deposits less cash 6.9 12.1 14.2 1.1 14.2 24.0 -3.1 3.2 7.5 4.2 11.0 16.5 
items 

Demand deposits less 3.2 7.8 8.8 1.8 10.3 15.8 - .7 2.3 4.9 2.5 8.0 10.9 
cash items 

Tota l time & savings 3.7 4.3 5.5 - .7 4.0 8.2 -2.4 .9 2.6 1.7 3.1 5.6 
deposits 
CD's ($100,000 & over) n.a. n.a. n.a. -2.6 1.2 3.6 -2.5 .2 1.1 - .1 1.0 2.4 
Tota l excluding CD's n.a. n.a. n.a. 2.0 2.8 4.7 .2 .7 1.4 1.8 2.1 3.2 

L i a b i l i t i e s to fore ign n.a. n.a. n.a. 6/ 6/ 6/ 2.3 1.1 - .3 6/ 6/ 6/ 
branches 4/ 

Tota l borrowings - .2 .2 - .6 1.4 .5 -2.2 1.1 - .2 -1.4 .3 .7 - .8 

* Footnotes are the same as shown i n Table 2. 
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Tab le 4 Sources And Uses of Funds by Selected Weekly Report ing Banks During Per iods 
o f A t t r j |^bn i n C e r t i f i c a t e s of Deposit ( ^ p e n t a g e D i s t r i bu t i on ) 

12/11, 
to 2/1: 
11 (1) 

168 
2/69 
Other 

12/1: 
to 2/: 

11 (1) 

3/67 
L4/68 
Other 

12/2: 
to 6/: 

11 (1) 

7/67 
26/68 
Other 

6/29, 
to 12, 

11 (1) 

f 66 
! 28/66 
Other 

banks banks banks banks banks banks banks banks 

Sources of Funds: 

Increase i n t o t a l depos i t s 
Demand 9.7 36.4 41.5 
Time and savings 

CD's 25.1 9.0 
Other time and savings 2.7 15.3 3.6 50.4 2.8 24.5 1.7 29.6 

Increase i n l i a b i l i t i e s to 
f o r e i gn branches 18.4 0.4 36.0 0.5 25.8 

L i q u i d a t i o n o f s e c u r i t i e s 
U.S. Gov ' t 48.0 17.7 14.0 10.6 20.6 23.1 
Other 12.2 1.8 11.1 2.2 

Repayment of nonbusiness 
loans 6.7 14.8 2.2 13.7 

Increase i n borrowing 1.6 30.2 26.2 15.4 12.1 5.3 
Other sources 

Decrease i n other assets 65.8 13.8 12.2 27.5 
Increase i n other 
l i a b i l i t i e s 0.7 35.7 21.4 

T o t a l Sources (per cent) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

T o t a l Sources ( m i l l i o n s of $) 4,751 4,487 2,062 2,446 5,453 7,222 8,940 6,082 

Uses o f Funds: 

Increase i n loans 
Business 18.6 17.6 22.8 9.9 30.2 23.9 16.2 17.3 
Other 7.5 1.3 16.7 5.9 

Increase i n Investments 
U.S. Gov ' t 14.0 16.8 
Other 4.3 13.1 7.0 10.1 

Depos i t A t t r i t i o n 
Demand 11.0 13.3 13.3 42.6 8.2 
Time and sav ings 
CD's 55.8 25.0 45.2 31.3 28.5 1.6 

Dec l i ne i n l i a b i l i t i e s 
to f o r e i g n branches 7.5 0.2 0.3 

Repayment o f borrowings 10.3 50.6 
Other uses 

Increase i n other assets 25.6 30.0 33.2 58.0 

Decrease i n other 
l i a b i l i t i e s 15.6 3.2 11.7 18.2 6.8 

T o t a l Uses (per cent) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 

T o t a l Uses ( m i l l i o n s of $) 4,751 4,487 2,062 2,446 5,453 7,222 8,940 6,082 

(1) Banks w i th London branches and which accounted f o r 98 percent of t o t a l borrowings 
from f o r e i g n branches outstanding i n mid-February, 1969. 
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Table 5 Sources and Uses of Funds^% Selected Weekly Reporting Banks|^^%ring Periods 
of Expansion i n Ce r t i f i c aB^ l of Deposit (Percentage D i s t r i bu t i on ) 

6/26/68 to 12/28/66 to 12/29/65 to 
12/11/68 12/27/67 6/29/66 

11 (1) Other 11 (1) Other U (1) Other 
banks banks banks banks banks banks 

SQurces of Funds: 

Increase i n t o t a l deposits 
Demand 3.9 22.7 19.9 24.8 
Time and savings 

CD's 24.2 21.8 22.2 13.2 20.2 15.9 
Other time and savings 10.6 21.0 17.8 38.2 19.1 35.2 

Increase i n l i a b i l i t i e s to 
f o re i gn branches 10.9 1.3 11.5 0.2 

L i qu i da t i on of s e cu r i t i e s 
U.S. Gov't 34.2 37.7 
Other 

Repayment o f nonbus ine s s 
loans 

Increase i n borrowing 4.1 7.5 8.2 0.7 0.6 

Other sources 
8.5 decrease i n other assets 8.5 

increase i n other 
l i a b i l i t i e s 46.3 25.7 40.0 15.5 14.2 1.9 

To t a l Sources (per cent) 100.0 100.0 100.0 100.0 100.0 100.0 

To t a l Sources (m i l l i ons of $) 9,467 12,357 10,693 17,263 5,115 6,400 

TjTses of Funds: 

Increase i n loans 
Business 6.9 14.5 20.6 16.4 49.9 40.3 

Other 23.2 34.4 3.2 17.0 23.0 30.3 

Increase i n Investments 
U.S. Gov't 28.5 13.2 6.9 15.7 
Other 18.2 18.4 16.6 29.1 8.8 7.2 

Deposit A t t r i t i o n 
Demand 0.6 22.2 

Time and savings 
CD's 

Decl ine i n l i a b i l i t i e s to 
f o re ign branches 

Repayment of borrowings 12.7 
Other uses 

Increase i n other assets 23.2 19.6 40.0 21.8 17.7 
Decrease i n other 
l i a b i l i t i e s 

T o t a l Uses (per cent) 100.0 100.0 100.0 100.0 100.0 

To ta l Uses (m i l l i ons of $) 9,467 12,357 10,693 17,263 5,115 6,400 

(1) Banks w i th London branches and which accounted fo r 98 percent of t o t a l borrowings 
from fo re ign branches outstanding i n mid-February, 1969. 

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



Table 6 11 Major Banks1 Percentage Share of Weekly Report ing Banks1 

Selected Assets and L i a b i l i t i e s 
Recent Per iods of A t t r i t i o n i n C e r t i f i c a t e s of Denosit 

Per cent Per cent Per cent Per cent 

Per cent of Per cent of of Per cent of of Per cent of of Per ent of of 

Outstandings Outstandings Change Outstandings Change Outstandings Change Out? "andings Change 

12/11/68 2/12/69 12/11/68 12/13/67 12/13/67 12/27/67 12/27/67 6/29/66 6/29/66 

to to to to 

2/12/69 2/14/68 6/26/68 12/28/66 

To ta l Assets 36.6 36.0 -137.0 35.8 99.5 35.8 96.5 35.9 37.3 

To ta l Loans 36.0 35.8 33.5 36.0 37.6 36.2 34.2 36.8 13.7 

Buaj^^ss 
Loans 45.3 45.8 52.8 45.8 66.1 46.2 48.8 45.9 57.9 

Other Loans 27.8 27.3 -1766.7 27.6 112.0 27.9 -11.0 29.8 140.8 

U.S.Government 
Se cu r i t i e s 31.3 26.5 74.0 26.7 52.6 27.5 40.2 25.8 55.1 

Other Se cu r i t i e s 31.1 29.8 149.1 29.5 -13.0 29.4 34.2 32.7 87.6 

To ta l Deposits 27.8 27.0 238.0 28.3 -250.0 28.2 77.6 29.8 -282.8 

Demand 24.8 24.8 22.0 24.6 41.2 25.0 19.2 25.8 -40.7 

CD's ($100,000 
and over) 40.1 34.6 70.5 46.5 292.5 45.1 161.0 50.8 96.5 

* £ Time 

96.5 

and Savings 27.7 27.6 15.7 28.1 5.7 28.2 7.9 29.5 7.9 

L i a b i l i t i e s to 
Fore ign Branches 97.4 97.2 98.0 97.5 96.5 100.0 98.5 99.0 110.2 

Borrowing 43.5 39.4 5.2 36.8 14.5 41.8 56.4 56.0 77.0 
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Table 7 11 Major Banks1 Percentage Share of Weekly Report ing Banks1 

Selected Assets and L i a b i l i t i e s 
Recent Per iods of Expansion i n C e r t i f i c a t e s of Deposit 

Per cent of 
Outstanding 

6/28/68 

Per Cent of 
Change 

6/28/68 to 
12/11/68 

Per cent of 
Outstanding 

12/28/66 

Per cent o f 
Change 

12/28/66 to 
12/27/67 

Per cent of 
Outstanding 

12/29/65 

Per cent 
Change 

12/29/65 
6/29/66 

of 

to 

T o t a l Assets 35.9 43.4 36.0 35.1 35.3 62.2 

T o t a l Loans 36.1 32.1 36.6 30.7 36.0 45.2 

Business Loans 46.2 26.6 46.4 43.7 45.5 49.7 

Other Loans 27.2 34.1 28.5 10.6 29.1 37.8 

U.S. Gove rnment 
Se cu r i t i e s 26.1 62.4 28.4 21.3 28.3 42.0 

Other Se cu r i t i e s 29.5 43.2 30.3 26.1 33.0 49.2 

T o t a l Deposits 27.6 31.1 27.9 32.7 29.3 51.7 

Demand 25.2 11.5 24.5 33.2 25.4 2.1 

CD's ($100,000 and over) 38.7 46.0 43.3 50.9 51.1 50.4 

Other Time and Savings 27.7 27.8 28.9 22.4 29.3 30.3 

L i a b i l i t i e s to Fore ign 
Branches 99.4 86.2 100.0 0 99.7 97.4 

Borrowing 45.5 29.5 60.0 -2571.7 56.2 49.3 
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