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FINANCIAL INNOVATION AND MONETARY 
MANAGEMENT IN THE UNITED STATES 

By 
Andrew F. B r immer * 

The s e v e r i t y o f mone ta ry r e s t r a i n t i n t he U n i t e d S t a t e s d u r i n g 

t h e c u r r e n t y e a r has i n d u c e d many o f t he l e a d i n g commerc ia l banks t o 

e x p l o i t i n t e n s i v e l y t r a d i t i o n a l sou rces o f f unds and t o s e a r c h f o r new 

means o f r a i s i n g f unds t o c a r r y on t h e i r b u s i n e s s - - e s p e c i a l l y the 

e x t e n s i o n o f l o a n s t o t h e i r l a r g e c o r p o r a t e c u s t o m e r s . U n f o r t u n a t e l y , 

f r o m t h e p o i n t o f v i e w o f c e n t r a l b a n k i n g , t h e v e r y success o f t h e banks 1 

e f f o r t s has d i l u t e d t h e e f f e c t s o f c r e d i t r e s t r a i n t and c o m p l i c a t e d t he 

t a s k o f m o n e t a r y management d u r i n g a p e r i o d o f i n t e n s e i n f l a t i o n i n the 

U n i t e d S t a t e s . 

The most n o t i c e a b l e deve lopment i n t h e banks 1 q u e s t f o r l o a n a b l e 

f u n d s u n d o u b t e d l y has been t h e d r a m a t i c e x p a n s i o n i n E u r o - d o l l a r b o r r o w -

i n g s by A m e r i c a n banks - - p r i m a r i l y t h r o u g h t h e London b ranches o f a 

dozen o r so i n s t i t u t i o n s . O the r w i d e l y - n o t e d new deve lopmen ts i n c l u d e 

t h e i s s u a n c e o f c o m m e r c i a l paper by bank s u b s i d i a r i e s o r one -bank h o l d i n g 

^Member, Board o f Gove rno rs o f t he F e d e r a l Reserve System. I 
am g r a t e f u l t o s e v e r a l members o f t h e B o a r d ' s s t a f f f o r a s s i s t a n c e 
i n t h e p r e p a r a t i o n o f t h i s p a p e r . Mr . James B. E c k e r t h e l p e d i n t he 
r e v i e w o f r e c e n t c r e d i t deve lopmen ts and i n t r a c i n g t h e use o f n o n - d e p o s i t 
s o u r c e s o f bank f u n d s . M r . Thomas Thomson and Mr . I s a a c V. Banks, J r . 
were r e s p o n s i b l e f o r t h e computer programming and r e l a t e d a n a l y s i s necessa ry 
t o s t u d y s e p a r a t e l y t h e b e h a v i o r o f commerc ia l banks o f d i f f e r e n t s i z e - -
e s p e c i a l l y t h e b e h a v i o r o f t h e d o z e n - o r - s o l a r g e banks w i t h London 
b ranches and w h i c h a c c o u n t f o r v i r t u a l l y a l l o f t h e E u r o - d o l l a r 
b o r r o w i n g by U .S . banks . Mr . Edward R. F r y was m a i n l y r e s p o n s i b l e 
f o r t h e a n a l y s i s o f t h e CD a t t r i t i o n a t commerc ia l banks . M r . Henry S. 
T e r r e l l and M i s s Mary Ann Graves , my a s s i s t a n t s , a l s o worked on the 
p a p e r . 

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



- 2 -

compan ies , t h e s a l e o f p a r t i c i p a t i o n s i n i n d i v i d u a l l o a n s o r p o o l s o f 

l o a n s , and o t h e r s t e p s w h i c h p e r m i t t h e banks t o o b t a i n f unds o u t s i d e 

t h e scope o f i n t e r e s t r a t e c e i l i n g s and r e s e r v e r e q u i r e m e n t s . I n a d d i -

t i o n , t h e F e d e r a l f u n d s m a r k e t - - a l o n g - u s e d v e h i c l e r e l i e d on by banks 

t o meet t e m p o r a r y r e s e r v e d e f i c i e n c i e s - - has expanded eno rmous l y and 

has become much more s o p h i s t i c a t e d i n i t s o p e r a t i o n . I n c o n t r a s t , t h e 

vo lume o f bank d e p o s i t s , t r a d i t i o n a l l y t h e p r i n c i p a l s o u r c e o f l o a n a b l e 

f u n d s , on b a l a n c e , has s h r u n k s i n c e t he end o f l a s t y e a r - - a r e s u l t 

t h o r o u g h l y i n k e e p i n g w i t h t h e o b j e c t i v e s o f c u r r e n t mone ta r y p o l i c y . 

Of c o u r s e , t h e F e d e r a l Reserve has n o t been unaware o f t h e s e 

f i n a n c i a l i n n o v a t i o n s - - n o r has i t been i g n o r a n t o f t he m o t i v a t i o n s 

f r o m w h i c h t h e y s p r i n g . To a c o n s i d e r a b l e e x t e n t , t h e new f u n d r a i s i n g 

t e c h n i q u e s have been adop ted as a d i r e c t r e s u l t o f t h e methods t h e 

F e d e r a l Reserve has employed i n i t s e f f o r t s t o use m o n e t a r y p o l i c y i n 

t h e campa ign a g a i n s t i n f l a t i o n . W h i l e a t t e m p t i n g t o b r i n g abou t g e n e r a l 

r e s t r a i n t on t he a v a i l a b i l i t y o f c r e d i t , t h e F e d e r a l Reserve Board has 

g i v e n p a r t i c u l a r a t t e n t i o n t o t h e r a p i d e x p a n s i o n o f bank l o a n s t o l a r g e 

i n d u s t r i a l and c o m m e r c i a l c o r p o r a t i o n s . D u r i n g t h e c l o s i n g months o f 

1968 and d u r i n g t h e f i r s t f i v e months o f t h i s y e a r , b u s i n e s s l o a n s a t banks 

have g rown a t an e x c e p t i o n a l l y h i g h r a t e . M o r e o v e r , u n t i l t h i s s p r i n g , 

t h e h i g h e s t r a t e s o f e x p a n s i o n i n b u s i n e s s l o a n s were r e c o r d e d a t t h e 

l a r g e s t b a n k s , e s p e c i a l l y a t banks w i t h r e a d y access t o E u r o - d o l l a r s 

t h r o u g h t h e i r London b r a n c h e s . Thus , as i n t e r e s t r a t e s r o s e u n d e r t h e 
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i m p a c t o f m o n e t a r y r e s t r a i n t , t he l a r g e banks f o u n d t h e m s e l v e s l e s s and 

l e s s a b l e t o compete f o r t i m e d e p o s i t s ; t h i s was p a r t i c u l a r l y t r u e o f 

l a r g e d e n o m i n a t i o n c e r t i f i c a t e s o f d e p o s i t ( o f $100 ,000 and o v e r ) - -

known as CD's - - w h i c h many banks o f f e r t o c o r p o r a t i o n s and o t h e r s w i t h 

s i z a b l e cash b a l a n c e s i n c o m p e t i t i o n w i t h U .S . T r e a s u r y b i l l s , c o m m e r c i a l 

paper and o t h e r money m a r k e t i n s t r u m e n t s . The l e s s e n e d c o m p e t i t i v e 

p o s i t i o n o f CD ' s , i n t u r n , can be t r a c e d d i r e c t l y t o t h e f a c t t h a t t h e 

maximum i n t e r e s t r a t e p a y a b l e on such d e p o s i t s has n o t been r a i s e d by 

t h e F e d e r a l Reserve Board s i n c e A p r i l , 1968, when i t was s e t a t 6 - 1 / 4 p e r 

c e n t f o r minimum m a t u r i t i e s o f 180 d a y s . S i n c e t h e end o f l a s t y e a r , 

t h e vo lume o f CD's o u t s t a n d i n g a t banks has s h r u n k by more t h a n $7 b i l l i o n . 

C o n s e q u e n t l y , w i t h t h e s t e a d y a t t r i t i o n i n C D ' s , one w o u l d 

e x p e c t t h e b a n k s ' a b i l i t y t o l e n d t o be modera ted s u b s t a n t i a l l y . To a 

c o n s i d e r a b l e d e g r e e , t h i s i s t h e p a t t e r n t h a t a c t u a l l y d e v e l o p e d . How-

e v e r , f o r t h o s e banks w i t h r e a d y access t o E u r o - d o l l a r s , t h e a d v e r s e 

e f f e c t s o f CD a t t r i t i o n were c u s h i o n e d and d e l a y e d . I n t h e m e a n t i m e , 

many banks t h a t c o u l d n o t t a p t h i s m a r k e t so e a s i l y have i n c r e a s i n g l y 

u n c o v e r e d d o m e s t i c s o u r c e s w h i c h a l s o p r o v i d e a p a r t i a l c u s h i o n a g a i n s t 

t h e i m p a c t o f c r e d i t r e s t r a i n t . Thus , t h e n e t r e s u l t has been a more 

h e s i t a n t r esponse o f U .S . commerc ia l banks t o m o n e t a r y r e s t r a i n t t h a n 

one w o u l d have e x p e c t e d - - g i v e n the m a g n i t u d e o f t h e p r e s s u r e e x e r t e d 

by t h e m o n e t a r y a u t h o r i t i e s on t he a v a i l a b i l i t y o f bank r e s e r v e s . 

As I m e n t i o n e d above, t h e F e d e r a l Rese rve Sys tem has n o t been 

i g n o r a n t o f t h e s e d e v e l o p m e n t s . On t he o t h e r hand , t h e r e has n o t a l w a y s 

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



- 4 -

been an i d e n t i t y o f v i e w s w i t h i n t he System r e g a r d i n g e i t h e r t h e i r 

s i g n i f i c a n c e o r wha t - - i f a n y t h i n g - - s h o u l d be done t o c o u n t e r them. 

Fo r e x a m p l e , e a r l y t h i s y e a r , some System o f f i c i a l s (and I was among 

them) began t o e x p r e s s c o n c e r n ove r t h e adve rse consequences o f E u r o -

d o l l a r i n f l o w s f o r t h e p o l i c y o f m o n e t a r y r e s t r a i n t b e i n g pu rsued i n 

t h e U n i t e d S t a t e s . I p e r s o n a l l y u r g e d i n e a r l y March t h a t - - w h i l e I 

r e c o g n i z e d t h e b e n e f i c i a l e f f e c t s o f such i n f l o w s on ou r b a l a n c e o f 

payments - - c o n s i d e r a t i o n be g i v e n t o t h e i m p o s i t i o n o f r e s e r v e r e q u i r e -

men ts a g a i n s t E u r o - d o l l a r b o r r o w i n g s by head o f f i c e s o f U .S . banks . On 

t h e o t h e r hand , many o t h e r o b s e r v e r s ( i n c l u d i n g some F e d e r a l Reserve 

o f f i c i a l s ) t h o u g h t t h e E u r o - d o l l a r i n f l o w s p r o v i d e d a needed s a f e t y v a l v e 

f o r A m e r i c a n banks - - w h i c h , i n t u r n , e n a b l e d t h e F e d e r a l Reserve t o 

p u r s u e a more v i g o r o u s p o l i c y o f m o n e t a r y r e s t r a i n t t h a n i t o t h e r w i s e 

w o u l d be a b l e t o do . The f a v o r a b l e e f f e c t - o f t h e s e i n f l o w s on t h e U .S . 

b a l a n c e o f payments was a l s o a f a c t o r i n t h e i r m inds w e i g h i n g a g a i n s t 

such a move. 

N e v e r t h e l e s s , as t h e new y e a r p r o g r e s s e d , i t became more and 

more e v i d e n t t h a t E u r o - d o l l a r b o r r o w i n g s by head o f f i c e s o f A m e r i c a n 

banks we re c e a s i n g t o be a s a f e t y v a l v e and were becoming an o b v i o u s 

escape r o u t e a r o u n d a n a t i o n a l p o l i c y o f d o m e s t i c c r e d i t r e s t r a i n t . 

F o r e x a m p l e , d u r i n g t h e f i r s t 5 - 1 / 2 months o f t h i s y e a r , l i a b i l i t i e s 

o f U . S . banks t o t h e i r f o r e i g n b ranches r o s e by more t h a n $7 b i l l i o n . 

I n t h e f i r s t t h r e e weeks o f June a l o n e , t h e r i s e was abou t $3 b i l l i o n - -

t o a l e v e l a p p r o x i m a t i n g $ 1 3 - 1 / 2 " b i l l i o n . 
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A g a i n s t t h e backg round o f t h i s su rge i n E u r o - d o l l a r b o r r o w i n g s , 

t h e F e d e r a l Reserve Board d e c i d e d t o t a k e s t e p s t o modera te t h e i n f l o w . 

On June 26 , t h e Boa rd p roposed t h e i m p o s i t i o n o f m a r g i n a l r e s e r v e r e q u i r e -

ments on b o r r o w i n g s o f U .S . banks f r o m t h e i r f o r e i g n b ranches o v e r and 

above t h e amounts o u t s t a n d i n g i n May. S i n c e t h e Boa rd a l l o w e d 30 days 

f o r comment, i t c o u l d make t h e new r e q u i r e m e n t e f f e c t i v e a r o u n d t he end 

o f J u l y . I s t r o n g l y s u p p o r t e d t h e p r o p o s a l . 

B u t , assuming t h a t t h e Boa rd a d o p t s t h e E u r o - d o l l a r r e s e r v e 

r e q u i r e m e n t s , t h e banks w o u l d s t i l l be a b l e t o r a i s e f u n d s v i a t h e 

c o m m e r c i a l pape r m a r k e t , l o a n p a r t i c i p a t i o n s , and o t h e r i n s t r u m e n t s 

d e s c r i b e d a b o v e . These d e v i c e s s h o u l d a l s o be k e p t under c l o s e r e v i e w . 

I n t h e r e s t o f t h i s p a p e r , I w i l l r e v i e w t h e m a i n o u t l i n e s o f 

mone ta r y management i n t h e U n i t e d S t a t e s s i n c e a p o l i c y o f f i r m e r r e s t r a i n t 

was a d o p t e d l a s t December. The p r i n c i p a l c o n c l u s i o n s r e a c h e d can be 

summar ized b r i e f l y : 

I n t h e f i r s t h a l f o f 1969, t h e a v a i l a b i l i t y o f bank 
c r e d i t i n t h e U .S . has been s h a r p l y r e d u c e d . How-
e v e r , t h e b u r d e n o f mone ta r y r e s t r a i n t has been 
b o r n e u n e v e n l y , as some s e c t o r s ( p a r t i c u l a r l y t h e 
c o r p o r a t e b u s i n e s s s e c t o r ) have a c t u a l l y expanded 
t h e i r access t o bank c r e d i t . 

The l e a d i n g banks i n t h e U . S . have been a b l e t o 
expand t h e i r l e n d i n g a t a r a p i d pace by r e l y i n g 
i n c r e a s i n g l y on n o n - d e p o s i t s o u r c e s o f f u n d s . T h i s 
has been e s p e c i a l l y t r u e o f t h e dozen o r so 
banks w h i c h have had r e a d y access t o E u r o -
d o l l a r s t h r o u g h t h e i r London b r a n c h e s . 

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



- 6 -

N e v e r t h e l e s s , t h e s e v e r i t y o f c r e d i t r e s t r a i n t 
i n t h e U n i t e d S t a t e s i s show ing up i n c r e a s i n g l y . 
Even t h e l a r g e s t banks have begun t o mode ra te 
t h e i r l e n d i n g i n t h e f a c e o f s h r i n k i n g d e p o s i t s 
( c e n t e r e d m a i n l y i n CD a t t r i t i o n ) . F o r t h i s 
r e a s o n , I p e r s o n a l l y t h i n k i t w o u l d be unw ise a t 
a t t h i s t i m e t o l i f t t h e c e i l i n g on t h e maximum 
i n t e r e s t r a t e s w h i c h t h e banks can pay on such d e p o s i t s . 

I m p a c t o f M o n e t a r y R e s t r a i n t i n t h e U n i t e d S t a t e s 

I t w i l l be r e c a l l e d t h a t t h e F e d e r a l Reserve a d o p t e d a p o l i c y 

o f f i r m e r r e s t r a i n t i n mid-December l a s t y e a r , when i t became e v i d e n t 

t h a t t h e pace o f economic a c t i v i t y was n o t s l o w i n g down as a n t i c i p a t e d 

l a s t summer. However , by e a r l y s p r i n g , t h e o u t l o o k s t i l l s u g g e s t e d 

v i g o r o u s e x p a n s i o n o f t h e economy i n coming m o n t h s . A g a i n s t t h i s b a c k -

g r o u n d , a d d i t i o n a l measures o f m o n e t a r y r e s t r a i n t were adop ted i n e a r l y 

A p r i l . The d i s c o u n t r a t e a t F e d e r a l Reserve Banks was r a i s e d f r o m 5 - 1 / 2 

t o 6 p e r c e n t . Reserve r e q u i r e m e n t s a g a i n s t demand d e p o s i t s a t F e d e r a l 

Reserve member banks w&re i n c r e a s e d by 1 / 2 p e r c e n t a g e p o i n t - - w h i c h 

a b s o r b e d a b o u t $660 m i l l i o n i n r e s e r v e s . D u r i n g t h e f i r s t h a l f o f t h i s 

y e a r , t h r o u g h open m a r k e t o p e r a t i o n s , t h e F e d e r a l Reserve b r o u g h t i n -

c r e a s e d p r e s s u r e on bank r e s e r v e p o s i t i o n s . 

T o t a l member bank r e s e r v e s , i n t h e f i r s t s i x months o f 1969, 

d e c l i n e d a t an a n n u a l r a t e o f a l m o s t 1 p e r c e n t , compared w i t h an i n c r e a s e 

o f n e a r l y 9 p e r c e n t i n t h e f o u r t h q u a r t e r o f l a s t y e a r and a g a i n o f 

7 p e r c e n t f o r 1968 as a w h o l e . (See T a b l e 1 . ) Nonbor rowed r e s e r v e s 
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( a b e t t e r i n d i c a t i o n o f F e d e r a l Reserve p o l i c y ) d e c l i n e d a t an a n n u a l 

r a t e o f more t h a n 5 p e r c e n t i n t he J a n u a r y - J u n e m o n t h s . 

Under t h e impac t o f t h i s p r e s s u r e on bank r e s e r v e s and 

r i s i n g m a r k e t y i e l d s , p r i v a t e demand d e p o s i t s expanded o n l y m o d e r a t e l y , 

and t i m e d e p o s i t s a t c o m m e r c i a l banks d e c l i n e d s u b s t a n t i a l l y i n t h e f i r s t 

h a l f o f t h i s y e a r . As t h e y i e l d s on marke t i n s t r u m e n t s r o s e f u r t h e r , 

t h e maximum i n t e r e s t r a t e s p a y a b l e on CD's became i n c r e a s i n g l y n o n -

c o m p e t i t i v e . Under t h e s e c i r c u m s t a n c e s , c o n s i d e r a b l e p r e s s u r e was 

f o c u s e d on t h e l a r g e b a n k s . From mid-December (when heavy CD a t t r i t i o n 

began) t o l a t e J u n e , banks r e p o r t i n g w e e k l y t o t h e F e d e r a l Reserve l o s t 

n e a r l y $8 b i l l i o n i n C D ' s . Rough ly 50 p e r cen t o f t h e d e c l i n e o c c u r r e d 

a t banks i n New Y o r k C i t y . The r a t e o f g r o w t h o f t i m e and s a v i n g s 

d e p o s i t s a t a l l c o m m e r c i a l banks ( e x c l u d i n g CD 's ) d u r i n g t h e f i r s t 

h a l f o f 1969 f e l l t o l e s s t h a n one h a l f o f what i t was d u r i n g 1968 , 

an a n n u a l r a t e o f 4 . 2 p e r c e n t compared t o 10.7 p e r c e n t . D u r i n g 

much o f t h e f i r s t h a l f o f t h i s y e a r , h i g h — and r i s i n g - - y i e l d s o n 

m a r k e t i n s t r u m e n t s p r o b a b l y d i v e r t e d f unds f r o m c o n s u m e r - t y p e t i m e 

and s a v i n g s d e p o s i t s t o s e c u r i t i e s . R e f l e c t i n g t h e s i z a b l e a t t r i t i o n 

i n CD's and t h e reduced e x p a n s i o n i n c o n s u m e r - t y p e d e p o s i t s , t o t a l 

member bank d e p o s i t s ( t h e F e d e r a l R e s e r v e ' s c r e d i t p r o x y ) d e c l i n e d 

a t an a n n u a l r a t e o f more t h a n 4 per c e n t d u r i n g t h e J a n u a r y - J u n e 

m o n t h s . The d rop was e s p e c i a l l y n o t i c e a b l e ( 5 . 4 p e r c e n t a t an 

a n n u a l r a t e ) i n t h e f i r s t q u a r t e r . 
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TABLE 1. SELECTED MONETARY AND FINANCIAL INDICATORS 
FOR THE UNITED STATES, 1968-1969 

( A n n u a l P e r c e n t a g e Rates o f Change) 

1 9 6 8 1 9 6 9 
C a t e g o r y Year 4 t h Q t r . 1 s t Q t r . A p r i l - M a y 2nd Q t r . 

(Est . ) 
F i r s t H a l f 

(Est . ) 

T o t a l Reserves 7 . 1 8 . 6 - 1 . 0 4 . 9 - 1 . 2 - 0 . 8 

Nonbor rowed r e s e r v e s 5 . 2 4 . 3 - 4 . 0 - 3 . 8 - 6 . 4 - 5 . 1 

Money s u p p l y ( c u r r e n c y 
and p r i v a t e demand 
d e p . ) 6 . 5 7 . 6 1 . 9 3 . 7 3 . 1 2 . 5 

T ime and s a v i n g s dep . 
a t banks 11 .3 15.7 - 6 . 5 - 2 . 7 - 3 . 4 - 4 . 9 

T o t a l member bank 
d e p o s i t s - - c r e d i t 
p r o x y 8 . 6 1 2 . 2 - 5 . 4 1 . 4 - 3 . 0 - 4 . 2 

D e p o s i t s a t s a v i n g s 
banks and S&L 's 6 . 4 6 . 5 6 . 1 3 . 7 n . a . n . a . 
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The money s t o c k ( w h i c h i n c l u d e s c u r r e n c y i n t h e hands o f t he 

p u b l i c as w e l l as p r i v a t e demand d e p o s i t s ) r o s e a t an a n n u a l r a t e o f 

2 , 5 per c e n t d u r i n g t h e f i r s t h a l f o f 1969. T h i s was abou t o n e - t h i r d 

t h e r a t e o f g r o w t h o v e r 1968 as a w h o l e . Some o f t h e r e d u c e d r a t e o f 

e x p a n s i o n i n t h e money s t o c k p r o b a b l y can be t r a c e d t o a somewhat l owe r 

ave rage vo lume o f s t o c k m a r k e t a c t i v i t y and a s i z a b l e i n c r e a s e i n U.S. 

Government d e p o s i t s o v e r t h i s 6 -mon th p e r i o d . However , t h e m a i n sou rce 

o f t h e s lowdown i n t h e g r o w t h o f t h e money s t o c k u n d o u b t e d l y has been 

t h e i n c r e a s e d p r e s s u r e on bank r e s e r v e p o s i t i o n s ; t h i s p r e s s u r e has 

r a i s e d m a r k e t i n t e r e s t r a t e s and has i n d u c e d a d d i t i o n a l economies i n 

t h e management o f money b a l a n c e s . 

D u r i n g t h e f i r s t f i v e months o f 1969, t o t a l l o a n s and i n v e s t -

ments a t a l l c o m m e r c i a l banks r o s e a t a s e a s o n a l l y a d j u s t e d a n n u a l r a t e 

o f 4 p e r c e n t . (See T a b l e 2 . ) T h i s was l e s s t h a n h a l f t h e r a t e o f 

e x p a n s i o n i n t h e f u l l - y e a r 1968. A c t u a l l y , t h e r a t e o f e x p a n s i o n was 

even l e s s i n t h e f i r s t q u a r t e r ( 2 . 3 pe r c e n t ) and i n May ( 2 . 8 pe r c e n t ) . 

The h i g h e r r a t e f o r t h e 5 -mon th p e r i o d as a w h o l e i s due p r i m a r i l y t o 

t he su rge i n A p r i l - - w h i c h was a s s o c i a t e d w i t h T r e a s u r y f i n a n c i n g and 

b o r r o w i n g f o r t a x payments . 

To a c o n s i d e r a b l e e x t e n t , t h e g e n e r a l l y s l o w e r e x p a n s i o n i n 

bank l o a n s and i n v e s t m e n t s r e f l e c t s t h e l i q u i d a t i o n o f s e c u r i t i e s - -

r a t h e r t h a n any s i g n i f i c a n t m o d e r a t i o n i n bank l e n d i n g . For example , i n 

1968, commerc i a l banks expanded t h e i r h o l d i n g s o f U .S . Government 
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TABLE 2 . NET CHANGE IN BANK CREDIT 
ALL COMMERCIAL BANKS 

( S e a s o n a l l y A d j u s t e d A n n u a l R a t e s , Per c e n t ) 

C a t e g o r y 
1 9 6 8 1 9 6 9 

C a t e g o r y Year 4 t h Q t r . 1 s t Q t r . A p r i l May F i r s t F i v e 
Months 

T o t a l l o a n s and 
i n v e s t m e n t s 11 .0 10 .7 2 . 3 9 . 6 2 . 8 3 . 9 

U . S . G o v ' t . Sec. 3 . 0 - 1 5 . 6 - 2 6 . 7 4 . 2 - 3 3 . 3 - 2 1 . 5 
O t h e r Sec . 1 6 . 4 2 6 . 9 2 . 2 - 3 . 3 - 3 . 3 -

T o t a l l o a n s 1 1 . 6 1 3 . 1 9 . 4 14 .4 12 .4 1 1 . 2 
B u s i n e s s l o a n s 1 1 . 1 1 5 . 2 16 .3 1 6 . 8 1 6 . 6 1 6 . 8 
A l l o t h e r l o a n s 1 1 . 9 1 1 . 9 5 . 1 1 2 . 9 9 . 8 7 . 7 
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s e c u r i t i e s by 3 pe r c e n t and t h e i r h o l d i n g s o f o t h e r s e c u r i t i e s ( m a i n l y 

i s s u e s o f S t a t e and l o c a l governments ) by more t h a n 16 p e r c e n t . 

I n c o n t r a s t , i n t h e f i r s t f i v e months o f 1969, t h e i r U .S . Government 

i n v e s t m e n t s d ropped a t an a n n u a l r a t e o f n e a r l y 22 p e r c e n t . T h e i r h o l d i n g s 

o f o t h e r s e c u r i t i e s r o s e s l i g h t l y i n t h e f i r s t q u a r t e r and t h e n d e c l i n e d 

i n b o t h A p r i l and May, l e a v i n g t h e i r n e t p o s i t i o n a b o u t unchanged f o r 

t he 5 -mon th p e r i o d . 

T h r o u g h o u t 1969, t o t a l bank l o a n s have c o n t i n u e d t o grow a t 

a r a p i d pace , r e g i s t e r i n g a g a i n o f more t h a n 11 p e r c e n t a t an a n n u a l 

r a t e - - v i r t u a l l y unchanged f r o m 1968. The g r o w t h o f b u s i n e s s l o a n s 

has been e s p e c i a l l y s h a r p . I n 1968, such l o a n s r o s e a b o u t 11 p e r c e n t . 

However , d u r i n g t h e f i n a l q u a r t e r o f l a s t y e a r , b u s i n e s s l o a n s r o s e by 

more t h a n 15 pe r c e n t a t an annua l r a t e , and t h e pace has c l i m b e d f u r t h e r 

s i n c e t h e n . For t h e f i r s t f i v e months o f 1969, t h e a n n u a l r a t e o f 

g r o w t h was n e a r l y 17 p e r c e n t . M o r e o v e r , i f t h e s u b s t a n t i a l vo l ume o f 

l o a n s s o l d by banks were added t o t h e r e p o r t e d f i g u r e s , t h e r a t e o f 

e x p a n s i o n i n b u s i n e s s l o a n s w o u l d be even h i g h e r . I n r e c e n t months , some o f 

t h e r i s e i n b u s i n e s s l o a n s p r o b a b l y r e f l e c t e d f i n a n c i n g o f i n v e n t o r y accumu la -

t i o n , b u t i t may a l s o p a r t l y r e f l e c t d i v e r s i o n o f demand f r o m t h e c o m m e r c i a l 

paper m a r k e t p r i o r t o t h e i n c r e a s e i n t h e banks 1 p r i m e l e n d i n g r a t e t o 

8 - 1 / 2 pe r c e n t i n e a r l y June . I n t h e l a s t few m o n t h s , t h e i n c r e a s e s i n 

b u s i n e s s l o a n s were l a r g e a t b o t h New York C i t y and o u t s i d e banks and 
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were f a i r l y w i d e s p r e a d among i n d u s t r y c a t e g o r i e s . I n c r e a s e s e a r l i e r i n 

t h e y e a r and i n l a t e 1968 had been c o n c e n t r a t e d a t banks o u t s i d e o f 

New Y o r k and w i t h i n a r e l a t i v e l y few i n d u s t r y c a t e g o r i e s . 

C o m p a r a t i v e B e h a v i o r o f E u r o - D o l l a r Banks 

As I m e n t i o n e d above , some U .S . banks have been a b l e t o 

c o n t i n u e - - and expand - - t h e i r l e n d i n g t o d o m e s t i c cus tomers because 

o f t h e i r r e a d y access t o t he E u r o - d o l l a r m a r k e t . To a c o n s i d e r a b l e e x t e n t , 

b o r r o w i n g s b y head o f f i c e s o f U .S . banks f r o m t h e i r f o r e i g n b ranches have 

s e r v e d as o f f s e t s t o CD a t t r i t i o n . The way i n w h i c h v a r i o u s g roups o f 

banks have a d j u s t e d t o m o n e t a r y r e s t r a i n t d u r i n g 1969 (compared w i t h 

t h e i r b e h a v i o r d u r i n g t h e p e r i o d o f CD a t t r i t i o n i n 1966) can be t r a c e d 

i n t h e changes i n t h e m a j o r a s s e t and l i a b i l i t y i t e m s shown on t h e banks 1 

b a l a n c e s h e e t s o v e r b o t h p e r i o d s . (The d e t a i l s a r e s e t o u t i n t h e 

a t t a c h e d A p p e n d i x T a b l e . ) W h i l e more t h a n two dozen U .S . banks have 

b r a n c h e s a b r o a d , 11 banks accoun t f o r o v e r 90 p e r c e n t o f t h e t o t a l E u r o -

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

Between m id -December , 1968, and t h e end o f May t h i s y e a r , banks 

r e p o r t i n g w e e k l y t o t h e F e d e r a l Rese rve l o s t $ 6 . 5 b i l l i o n i n CD a t t r i t i o n . 

V i r t u a l l y a l l o f t h i s amount ( o r $ 6 . 2 b i l l i o n ) was c o n c e n t r a t e d among 

banks w i t h t o t a l d e p o s i t s o f $ 1 . 0 b i l l i o n o r more . The 11 E u r o - d o l l a r 

banks a c c o u n t e d f o r $ 3 . 8 b i l l i o n o f t h e t o t a l d e c l i n e ; t h i s r e p r e s e n t e d 

j u s t u n d e r t h r e e - f i f t h s o f t h e t o t a l CD a t t r i t i o n , a l t h o u g h t h i s g r o u p 

o f banks had o n l y s l i g h t l y more t h a n o n e - t h i r d o f t h e t o t a l CD's o u t s t a n d i n g 
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i n mid-December l a s t y e a r . I n c o n t r a s t , d u r i n g t h e p e r i o d o f CD 

a t t r i t i o n i n 1966, t h e 11 E u r o - d o l l a r banks e x p e r i e n c e d an even g r e a t e r 

r e l a t i v e d e c l i n e i n CD 's , when t h e y a c c o u n t e d f o r more t h a n f o u r - f i f t h s 

o f t h e t o t a l CD a t t r i t i o n . 

However , E u r o - d o l l a r i n f l o w s t h i s y e a r have been a much more 

i m p o r t a n t means o f o f f s e t t i n g CD a t t r i t i o n f o r t h e 11 E u r o - d o l l a r banks 

t h a n t h e y were i n 1966. For examp le , i n t h e e a r l i e r p e r i o d , t h e i r E u r o -

d o l l a r b o r r o w i n g s r o s e by $ 1 . 4 b i l l i o n , an amount e q u i v a l e n t t o abou t 

60 per c e n t o f t h e i r CD a t t r i t i o n . T h i s t i m e , i n t h e 5 - 1 / 2 months end-

i n g on May 28 , t h e i r E u r o - d o l l a r b o r r o w i n g s c l i m b e d by $ 3 . 0 b i l l i o n , an 

amount e q u i v a l e n t t o abou t 80 p e r c e n t o f t h e i r CD a t t r i t i o n . 

The 11 E u r o - d o l l a r banks have a l s o had a much more a d v e r s e 

e x p e r i e n c e i n 1969 w i t h t i m e and s a v i n g s d e p o s i t s o t h e r t h a n CD's t h a n 

t h e y d i d i n 1966. Over t he e a r l i e r p e r i o d , t h e i r c o n s u m e r - t y p e d e p o s i t s 

r e m a i n e d abou t unchanged, w h i l e such d e p o s i t s h e l d by a l l w e e k l y r e p o r t -

i n g banks r o s e by $500 m i l l i o n . I n t h e most r e c e n t p e r i o d , t o t a l 

c o n s u m e r - t y p e t i m e and s a v i n g s d e p o s i t s expanded by $400 m i l l i o n . How-

e v e r , t h e 11 E u r o - d o l l a r banks e x p e r i e n c e d a l o s s o f abou t $200 m i l l i o n . 

These d e v e l o p m e n t s a l s o p u t p r e s s u r e on t h e s e banks t o f i n d o t h e r sources 

o f f u n d s . 

I n a d d i t i o n t o r e l y i n g more h e a v i l y on E u r o - d o l l a r i n f l o w s , t h e 

11 E u r o - d o l l a r banks have g r e a t l y expanded o t h e r n o n - d e p o s i t sou rces o f 

f u n d s i n 1969. For examp le , o t h e r k i n d s o f i n d e b t e d n e s s on t h e i r books 
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( e x c l u d i n g E u r o - d o l l a r b o r r o w i n g s ) r o s e by $ 2 . 7 b i l l i o n i n t h e December-

May p e r i o d t h i s y e a r ; such i n d e b t e d n e s s f o r a l l w e e k l y r e p o r t i n g banks 

r o s e by o n l y $800 m i l l i o n . So t h e r i s e f o r t h e 11 E u r o - d o l l a r banks 

was more t h a n t h r e e t i m e s t h a t f o r a l l banks combined. I n 1966, t h e 

E u r o - d o l l a r banks a c c o u n t e d f o r o n l y o n e - t h i r d o f t h e r i s e . 

On t h e l e n d i n g s i d e , t h e 11 E u r o - d o l l a r banks have f a r e d f a r 

b e t t e r i n 1969 t h a n t h e y d i d i n 1966. For i n s t a n c e , i n t h e 5 - 1 / 2 months 

e n d i n g on May 28, t h e i r t o t a l l o a n s d e c l i n e d by $900 m i l l i o n , w h i l e t o t a l 

l o a n s o f a l l w e e k l y r e p o r t i n g banks r o s e by $ 1 . 8 b i l l i o n . However , i n 

t h e same p e r i o d , t o t a l l o a n s o f t h e l a r g e s t banks t a k e n as a g r o u p ( t h o s e 

w i t h t o t a l d e p o s i t s o f $ 1 . 0 b i l l i o n and o v e r ) d e c l i n e d by $1. 8 b i l l i o n . Thus , 

t h e l o a n e x p e r i e n c e o f t h e 11 E u r o - d o l l a r b a n k s , w h i l e s i m i l a r t o t h a t o f o t h e r 

l a r g e b a n k s , r a n s t r o n g l y a g a i n s t t h e t r e n d f o r o t h e r w e e k l y r e p o r t i n g banks . 

T h e i r r e c e n t e x p e r i e n c e was a l s o i n s h a r p c o n t r a s t t o t h a t i n 1966. I n t h i s e a r l i e r 

p e r i o d , t o t a l l o a n s o f t h e 11 E u r o - d o l l a r banks s h r a n k by $2 . 7 b i l l i o n , w h i l e 

such l o a n s a t a l l w e e k l y r e p o r t i n g banks r o s e by $700 m i l l i o n - - and by a some-

wha t l a r g e r amount a t banks w i t h d e p o s i t s o v e r $ 1 . 0 b i l l i o n . 

I n t h e a r e a o f b u s i n e s s l o a n s t h e 11 E u r o - d o l l a r banks i n 1969 

have j u s t abou t k e p t even w i t h t h e e x p a n s i o n o f such l o a n s a t a l l w e e k l y 

r e p o r t i n g b a n k s . I n mid-December l a s t y e a r , t h e y h e l d a b o u t o n e - t h i r d o f t h e 

t o t a l b u s i n e s s l o a n s , and t h e y a c c o u n t e d f o r abou t t h e same p r o p o r t i o n 

o f t h e e x p a n s i o n i n t o t a l b u s i n e s s l o a n s d u r i n g t he n e x t 5 - 1 / 2 mon ths . 

I n t h e 1966 p e r i o d o f CD a t t r i t i o n , t h e y a c c o u n t e d f o r a l m o s t f o u r - f i f t h s 
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o f t h e r i s e i n b u s i n e s s l o a n s - - a l t h o u g h t h e y h e l d l e s s t h a n h a l f 

such l o a n s o u t s t a n d i n g a t t h e b e g i n n i n g o f t he p e r i o d . 

U .S . Banks and t h e E u r o - D o l l a r M a r k e t 

G i v e n t h e g r e a t l y i n c r e a s e d r e l i a n c e o f some U . S . banks on 

E u r o - d o l l a r b o r r o w i n g s , t h e i r s u b s t a n t i a l impac t on t h e E u r o - d o l l a r 

m a r k e t comes as no s u r p r i s e t o anyone. How l a r g e t h i s i m p a c t has been 

can be seen q u a n t i t a t i v e l y i n t h e f i g u r e s c o m p i l e d by t h e Bank f o r 

I n t e r n a t i o n a l S e t t l e m e n t s ( B I S ) . (See T a b l e 3 . ) I n t e r m s o f s o u r c e s 

o f f u n d s , t h e U n i t e d S t a t e s and Canada have t r a d i t i o n a l l y been r e l a t i v e l y 

i n s i g n i f i c a n t . I n f a c t , even a f t e r U .S . c o r p o r a t i o n s began i n 1965 t o 

b o r r o w s u b s t a n t i a l amounts i n t h e E u r o - b o n d m a r k e t ( i n r e s p o n s e t o t h e 

U .S . b a l a n c e o f payments p rogram) and t o i n v e s t t h e unused p r o c e e d s 

t e m p o r a r i l y i n s h o r t - t e r m i n s t r u m e n t s , U .S . c i t i z e n s r e m a i n e d o f o n l y 

modest i m p o r t a n c e as a s o u r c e o f funds t h r o u g h 1968. On t h e o t h e r h a n d , 

r e s i d e n t s i n t h e U .S . - - p a r t i c u l a r l y banks - - have been t h e p r i n c i p a l 

u s e r s o f E u r o - d o l l a r s . For examp le , a t t h e end o f 1968, U . S . banks had 

$7 b i l l i o n o f E u r o - d o l l a r b o r r o w i n g s o u t s t a n d i n g , r e p r e s e n t i n g more 

t h a n one q u a r t e r o f t h e $25 b i l l i o n e s t i m a t e d b y BIS t o have been t h e 

n e t s i z e o f t h e E u r o - d o l l a r m a r k e t a t y e a r - e n d . (By m i d - J u n e , t h i s y e a r , 

t h e BIS e s t i m a t e d t h e m a r k e t had expanded t o $30 b i l l i o n . U . S . b o r r o w i n g s 

r o s e t o $ 1 3 . 4 b i l l i o n w h i c h t h e n r e p r e s e n t s n e a r l y 45 pe r c e n t o f t h e 

m a r k e t . ) I f o n l y t h e o u t s i d e a rea i s c o n s i d e r e d , t h e U .S . bank s h a r e o f 

t o t a l uses o f f unds a t t h e end o f 1968 c l i m b s t o t w o - f i f t h s . 
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TABLE 3 . ESTIMATED SIZE AND UNITED STATES1 SHARE OF THE EURO-DOLLAR MARKET, 1964-1965 
( Y e a r - e n d f i g u r e s , e x c e p t f o r J u n e , 1969) 

( B i l l i o n s o f D o l l a r s ) 

I t e m 
1964 1965 1966 1967 1968 1969 ( J u n e ) 

( E s t . ) 

Sources o f Funds 
O u t s i d e a r e a * 

U . S . and Canada 1 .5 1 .3 1 .7 2 . 6 4 . 5 
O the r a r e a s 3 . 1 3 . 6 4 . 4 5 . 3 7 . 3 

T o t a l 4 . 6 4 . 9 6 . 1 7 . 9 11 .8 
U . S . and Canada as p e r 

c e n t o f t o t a l 3 2 . 6 26 .5 2 7 . 9 3 2 . 9 3 8 . 1 

I n s i d e a r e a * 
Banks 2 . 6 4 . 4 5 . 6 5 . 7 8 . 0 
Non-banks 1 . 8 2 . 2 2 . 8 3 . 9 5 . 2 

T o t a l 4 . 4 6 . 6 8 . 4 9 . 6 1 3 . 2 
Banks as p e r c e n t o f t o t a l 5 9 . 0 6 6 . 5 66 .7 5 9 . 4 6 0 . 6 

Grand T o t a l 9 . 0 11 .5 14 .5 17 .5 2 5 . 0 3 0 . 0 
U . S . and Canada as p e r c e n t 

o f g rand t o t a l 16 .7 11 .3 11 .7 1 4 . 9 1 8 . 0 

Uses o f Funds 
O u t s i d e a r e a * 

U . S . and Canada 2 . 2 2 . 7 5 . 0 5 . 8 1 0 . 2 
U .S . 1 . 2 1 . 3 4 . 0 4 . 2 7 . 0 1 3 . 4 

O t h e r a reas 1 . 8 2 . 5 3 . 2 4 . 8 6 . 8 
T o t a l 4 . 0 5 . 2 8 . 2 1 0 . 6 1 7 . 0 

U .S . and Canada as p e r 
c e n t o f t o t a l 5 4 . 8 5 2 . 0 6 1 . 0 5 4 . 8 6 0 . 0 
U . S . * * as a pe r c e n t o f 

t o t a l 3 0 . 0 2 5 . 0 4 8 . 8 3 9 . 6 4 1 . 2 

- I n s i d e a r e a f o r c o m p u t a t i o n pu rposes i n c l u d e 8 c o u n t r i e s : B e l g i u m , F r a n c e , Germany, 
I t a l y , N e t h e r l a n d s , Sweden, S w i t z e r l a n d , and U n i t e d Kingdom. The r e s t o f t h e w o r l d 
c o n s t i t u t e s o u t s i d e a r e a . 

* * U . S . bank head o f f i c e l i a b i l i t i e s t o f o r e i g n b r a n c h e s . 
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B u t , as I am c e r t a i n a l l w o u l d a g r e e , t h e r e a l l y d r a m a t i c 

deve lopmen ts have o c c u r r e d i n t h e E u r o - d o l l a r m a r k e t i n 1969, as 

b o r r o w i n g s by U .S . banks r o s e s h a r p l y i n r e f l e c t i o n o f g r o w i n g 

s t r i n g e n c y i n d o m e s t i c f i n a n c i a l m a r k e t s . From t h e end o f l a s t December 

t o t h e t h i r d week o f J u n e , l i a b i l i t i e s o f U .S . banks t o t h e i r f o r e i g n 

b ranches r o s e by more t h a n $7 b i l l i o n . W h i l e t h e s e b o r r o w i n g s were 

r e l a t i v e l y l a r g e d u r i n g t h e e n t i r e p e r i o d , t h e y a c c e l e r a t e d eno rmous l y 

i n J u n e . D u r i n g t h e f i r s t t h r e e weeks o f t h a t mon th , E u r o - d o l l a r 

b o r r o w i n g s by U .S . banks expanded by $3 b i l l i o n t o r e a c h an a l l - t i m e 

r e c o r d o f $ 1 3 . 4 b i l l i o n . * 

N a t u r a l l y , t h i s c o m p e t i t i o n f o r f u n d s g e n e r a t e d e x t r e m e 

p r e s s u r e on E u r o - d o l l a r d e p o s i t r a t e s . From t h e end o f May t o t h e 

t h i r d week i n J u n e , t h e 3 - m o n t h d e p o s i t r a t e jumped f r o m 9 - 3 / 4 p e r c e n t 

t o 1 2 - 1 / 2 p e r c e n t . However , as t h e immed ia te p r e s s u r e on U . S . banks 

eased somewhat w i t h t h e p a s s i n g o f c o r p o r a t e b o r r o w i n g f o r t a x payments , 

t h e b a n k s , i n t u r n , p u t l e s s p r e s s u r e on t h e E u r o - d o l l a r m a r k e t , and 

r a t e s d e c l i n e d somewhat. N e v e r t h e l e s s , i n t h e l a s t week o f J u n e , t he 

3 - m o n t h r a t e was s t i l l 11 pe r c e n t . 

A l l t h e s o u r c e s o f t h e funds s u p p o r t i n g t h e enormous e x p a n s i o n 

i n t h e E u r o - d o l l a r m a r k e t i n r e c e n t months a r e n o t known. Y e t , s e v e r a l 

s o u r c e s a re known, and s e v e r a l o t h e r s can be r e a d i l y deduced. Fo r 

examp le , we know t h a t d u r i n g mos t o f t h i s p e r i o d f o r e i g n c e n t r a l banks 

have been m a j o r s u p p l i e r s o f E u r o - d o l l a r s . T h i s has been e s p e c i a l l y 

* $13 ,609 b i l l i o n as o f June 25. 
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t r u e o f Germany, where t h e d e c l i n e i n Bundesbank r e s e r v e s r e f l e c t e d 

t h e r e v e r s a l o f s p e c u l a t i v e f u n d s w h i c h had f l o w e d i n t o m a r k s . The 

Bundesbank a s s i s t e d t h e r e f l o w by m a i n t a i n i n g r e l a t i v e l y a t t r a c t i v e 

o p p o r t u n i t i e s f o r German banks t o s w i t c h i n t o d o l l a r a s s e t s . We know 

t h a t s e v e r a l o t h e r Eu ropean c e n t r a l banks a l s o e x p e r i e n c e d r e s e r v e 

d e c l i n e s w h i c h had t h e i r c o u n t e r p a r t s i n o u t f l o w s t o t h e E u r o - d o l l a r 

m a r k e t . 

However , i n J u n e , o t h e r s o u r c e s o f E u r o - d o l l a r s became much 

more i m p o r t a n t i n t h e m a r k e t . There i s an i n d i c a t i o n t h a t t h e h i g h 

E u r o - d o l l a r r a t e s a t t r a c t e d some U .S . r e s i d e n t f u n d s i n t o t h e m a r k e t - -

d e s p i t e s t r i n g e n t d o m e s t i c c o n d i t i o n s . M o r e o v e r , f o r e i g n r e s i d e n t s 

may have s o l d U .S . s e c u r i t i e s ( e s p e c i a l l y e q u i t y i s s u e s ) and r e -

i n v e s t e d t h e p roceeds t e m p o r a r i l y i n E u r o - d o l l a r d e p o s i t s . I n p a r t i c u l a r , 

t h e r e i s an i n d i c a t i o n t h a t some B r i t i s h i n v e s t o r s who had f i n a n c e d 

s t o c k p u r c h a s e s w i t h E u r o - d o l l a r l o a n s s o l d o u t t h e i r U .S . s t o c k s and 

r e p a i d t h e E u r o - d o l l a r l o a n s . I n a d d i t i o n , one g e t s t h e i m p r e s s i o n 

t h a t t h e i n f l o w o f f u n d s f r o m M i d d l e E a s t e r n c o u n t r i e s t o t h e E u r o -

d o l l a r m a r k e t has a l s o i n c r e a s e d . 

As I m e n t i o n e d e a r l i e r , i t was a g a i n s t t h e backg round o f t h e 

enormous e x p a n s i o n i n E u r o - d o l l a r b o r r o w i n g s by A m e r i c a n banks t h a t t h e 

F e d e r a l Rese rve r e c e n t l y p roposed amendements t o i t s r e g u l a t i o n s t o m o d e r a t e 

t h e f l o w o f E u r o - d o l l a r s be tween U .S . banks and t h e i r f o r e i g n b ranches 
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and a l s o be tween U.S. and f o r e i g n banks . These amendments f o c u s on 

t h e t h r e e m a j o r c h a n n e l s t h r o u g h w h i c h E u r o - d o l l a r f u n d s may a f f e c t 

c r e d i t a v a i l a b i l i t y i n t h e U n i t e d S t a t e s : (1) t h e f l o w o f E u r o - d o l l a r 

f u n d s be tween U .S . bank head o f f i c e s and t h e i r o v e r s e a s b r a n c h e s , 

(2 ) t h e f l o w o f c r e d i t be tween U.S. ove rseas b r a n c h e s — w h i c h d raw 

on E u r o - d o l l a r f unds - - and U .S . r e s i d e n t s , and (3 ) t h e f l o w o f E u r o -

d o l l a r f unds be tween U .S . banks and f o r e i g n banks w h i c h a r e n o t 

b r a n c h e s . B r i e f l y , a 10 pe r c e n t m a r g i n a l r e s e r v e r e q u i r e m e n t i s 

p roposed on U .S . bank l i a b i l i t i e s t o ove rseas b r a n c h e s and on a s s e t s 

a c q u i r e d by o v e r s e a s b ranches f r o m t h e i r U .S . head o f f i c e s i n e x c e s s 

o f o u t s t a n d i n g s d u r i n g a base p e r i o d - - t h e f o u r weeks e n d i n g May 28 , 

1969. A 10 per c e n t m a r g i n a l r e s e r v e r e q u i r e m e n t w o u l d a l s o be 

a p p l i e d t o U .S . b r a n c h l o a n s t o U .S . r e s i d e n t s i n e x c e s s o f o u t s t a n d i n g s 

d u r i n g a g i v e n base p e r i o d , w h i c h may be c a l c u l a t e d i n one o f two 

o p t i o n a l ways . The r e s e r v e - f r e e bases w i l l be s u b j e c t t o a u t o m a t i c 

r e d u c t i o n - - u n l e s s w a i v e d by the Board - - when, i n any p e r i o d u s e d 

t o c a l c u l a t e a r e s e r v e r e q u i r e m e n t , o u t s t a n d i n g amounts s u b j e c t t o 

r e s e r v e r e q u i r e m e n t s f a l l be low t h e o r i g i n a l b a s e . F i n a l l y , t h e 

Board p roposed t o d e f i n e d e p o s i t s a g a i n s t w h i c h r e q u i r e d r e s e r v e s 

a re c a l c u l a t e d t o i n c l u d e any b o r r o w i n g by a member bank f r o m a 

f o r e i g n bank . A 10 pe r c e n t r e s e r v e r e q u i r e m e n t w i l l be a p p l i e d t o 

d e p o s i t s o f t h i s c l a s s . 
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P e r s o n a l l y , I hope t h e p r o p o s a l t o e s t a b l i s h r e s e r v e r e q u i r e -

men ts a g a i n s t such i n f l o w s w i l l be a d o p t e d . W h i l e t h e d e t a i l s o f t h e 

p r o p o s a l d i f f e r somewhat f r o m the s u g g e s t i o n I made e a r l i e r i n t h e y e a r , 

t h e o v e r - a l l p u r p o s e i s t h e same as t h e o b j e c t i v e I had i n m i n d . 

O t h e r S o u r c e s o f Funds 

One o f t h e p r i n c i p a l new a r r a n g e m e n t s c o m m e r c i a l banks have 

used t o r a i s e f u n d s i s t h e i s s u a n c e o f c o m m e r c i a l pape r t h r o u g h a 

c o r p o r a t i o n a f f i l i a t e d w i t h t h e b a n k . " C o m m e r c i a l paper1 1 r e f e r s t o 

s h o r t - t e r m u n s e c u r e d p r o m i s s o r y n o t e s o f c o r p o r a t i o n s t h a t a r e s o l d 

i n t h e open m a r k e t . F o r t h e most p a r t , banks have used t h e i r r e c e n t l y -

c r e a t e d o n e - b a n k h o l d i n g companies as t h e i s s u i n g a g e n t , b u t d i r e c t 

s u b s i d i a r i e s o f t h e bank o r o t h e r bank o r bank h o l d i n g company 

a f f i l i a t e s a l s o have been used f o r t h i s p u r p o s e . I n t h e l a t t e r c a s e s , 

t h e p a p e r g e n e r a l l y i s s o l d t h r o u g h a c o m m e r c i a l pape r d e a l e r and 

c a r r i e s t h e b a n k ' s g u a r a n t e e ( i n t h e f o r m o f an i r r e v o c a b l e l e t t e r 

o f c r e d i t ) t o a s s u r e ready m a r k e t a b i l i t y o f t h e pape r on f a v o r a b l e 

t e r m s . Pape r i s s u e d by h o l d i n g companies o f t h e l a r g e s t banks 

g e n e r a l l y has been s o l d d i r e c t t o i n v e s t o r s . 

T h r o u g h t h e c o m m e r c i a l pape r i n s t r u m e n t , banks have been 

a b l e t o t a p a s o u r c e o f f u n d s t h a t i s n o t s u b j e c t t o i n t e r e s t r a t e 

c e i l i n g s , o r r e s e r v e r e q u i r e m e n t s as a r e , f o r examp le , t h e i r 

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



- 1 8 -

n e g o t i a b l e C D ' s , w h i c h a r e p u r c h a s e d i n t h e m a r k e t l a r g e l y by t h e 

same t y p e s o f cus tomers t h a t p u r c h a s e c o m m e r c i a l p a p e r . The p r o -

ceeds o f t h e s a l e o f t h e paper by t h e h o l d i n g companies can 

be used t o p u r c h a s e l o a n s f r o m t h e b a n k , w h i c h i n t u r n makes room 

f o r t h e bank t o engage i n a d d i t i o n a l l e n d i n g . However , i n t he case o f 

p a p e r i s s u e d by bank s u b s i d i a r i e s and o t h e r a f f i l i a t e s , t h e p roceeds 

o f t e n a r e used t o f i n a n c e a s e p a r a t e f i n a n c i a l a c t i v i t y , such as a 

mor tgage s e r v i c i n g company, w i t h o u t p l a c i n g any a d d i t i o n a l d r a i n 

on t h e b a n k ' s own f u n d s f o r f i n a n c i n g i t . 

A n o t h e r d e v i c e t h a t banks have used t o o b t a i n f u n d s i n 

t h e m a r k e t o u t s i d e t h e scope o f c e i l i n g r a t e and r e s e r v e r e q u i r m e n t 

l i m i t a t i o n s i s t h e s a l e o f p a r t i c i p a t i o n s i n i n d i v i d u a l l o a n s o r 

p o o l s o f l o a n s . The i n s t r u m e n t used i n such t r a n s a c t i o n s g e n e r a l l y 

p r o v i d e s t h a t t h e bank w i l l r e p u r c h a s e t h e p a r t i c i p a t i o n a t a 

s p e c i f i e d d a t e o r on demand. The l o a n s c o n t i n u e t o be s e r v i c e d 

by t h e bank and t h e b o r r o w e r s whose l o a n s have been s o l d may n o t 

even be aware t h a t t h e i r n o t e s have been i n v o l v e d i n such t r a n s a c t i o n s . 

S a l e s o f p a r t i c i p a t i o n s i n l o a n s t o c o r r e s p o n d e n t banks a r e an 

e s t a b l i s h e d p r a c t i c e o f l o n g s t a n d i n g among l a r g e c i t y banks and 

have been i m p l i c i t l y s a n c t i o n e d i n e x i s t i n g F e d e r a l Reserve r e g u l a -

t i o n s . The n o v e l a s p e c t i n t r o d u c e d more r e c e n t l y i s t h e s a l e o f 

such p a r t i c i p a t i o n s t o nonbank c u s t o m e r s , where t h e y p e r m i t a 
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bank t o b i d f o r f u n d s a t i n t e r e s t r a t e s and on m a t u r i t i e s t h a t w o u l d 

n o t be p e r m i s s i b l e unde r e x i s t i n g r e g u l a t i o n s on t h e i s s u a n c e o f 

t i m e d e p o s i t s t o t h o s e c u s t o m e r s . 

W h i l e t h e above a r e t h e p r i n c i p a l new a r r a n g e m e n t s banks 

have used t o o b t a i n a d d i t i o n a l f u n d s f o r l e n d i n g , t h e y have a l s o 

made use o f c e r t a i n t y p e s o f g u a r a n t e e a r r a n g e m e n t s t o f a c i l i t a t e 

s h o r t - t e r m f i n a n c i n g by t h e i r cus tomers w i t h o u t e x t e n d i n g any o f 

t h e b a n k ' s own f u n d s . F o r one t h i n g , some banks have i s s u e d l e t t e r s 

o f c r e d i t s i m i l a r t o t h o s e r e f e r r e d t o above t o g u a r a n t e e r e d e m p t i o n 

a t m a t u r i t y o f c o m m e r c i a l p a p e r i s s u e d by c u s t o m e r s o f t h e b a n k . 

Such g u a r a n t e e s a s s u r e t h a t t h e p a p e r w i l l be r e a d i l y s a l e a b l e 

and a t a r a t e o f i n t e r e s t b e l o w what t h e m a r k e t w o u l d o t h e r w i s e 

r e q u i r e on p a p e r i s s u e d by t h e same c o r p o r a t i o n w i t h o u t such a 

g u a r a n t e e . F o r p r o v i d i n g t h e g u a r a n t e e , t h e bank c h a r g e s a s m a l l f e e , 

w h i c h i s m a i n l y t o compensate f o r a s s u m p t i o n o f r i s k . S i n c e such paper 

i s d i s t r i b u t e d t h r o u g h a c o m m e r c i a l pape r d e a l e r , t h e bank becomes 

a d m i n i s t r a t i v e l y i n v o l v e d , a s i d e f r o m i s s u a n c e o f t h e g u a r a n t e e , 

o n l y i f t h e b o r r o w e r f a i l s t o redeem t h e n o t e s a t m a t u r i t y , i n 

w h i c h case t h e i n v e s t o r has an a u t o m a t i c c l a i m on t h e bank f o r 

p a y m e n t . 

As I s a i d e a r l i e r , t h e s e d e v i c e s a r e c l e a r l y d e s i g n e d t o 

e n a b l e banks t o escape o r d e l a y t h e e f f e c t s o f m o n e t a r y r e s t r a i n t . 

I am h o p e f u l t h a t c a r e f u l c o n s i d e r a t i o n w i l l be g i v e n t o t h e t i m e l y 

r e p a i r o f t h e s e o p e n i n g s i n t h e B o a r d ' s r e g u l a t i o n s . 
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The F e d e r a l Funds M a r k e t 

For many y e a r s banks have been e x t e n d i n g c r e d i t t o each 

o t h e r t h r o u g h t r a n s a c t i o n s i n F e d e r a l f unds — t h a t i s , t h r o u g h 

t r a n s f e r s o f b a l a n c e s on d e p o s i t a t t h e F e d e r a l Rese rve B a n k s . 

Such t r a n s a c t i o n s , w h i c h g e n e r a l l y r e p r e s e n t 1 - d a y l o a n s , a r e an 

i m p o r t a n t means used by banks i n a d j u s t i n g t h e i r r e s e r v e p o s i t i o n s . 

L a r g e b a n k s , i n p a r t i c u l a r , o f t e n make use o f t h e s e t e m p o r a r y 

b o r r o w i n g s as a c o n t i n u i n g sou rce o f p o r t f o l i o f i n a n c i n g . 

I n e a r l i e r y e a r s , t h e d a i l y volume o f t h e s e t r a n s a c t i o n s 

had rema ined r e l a t i v e l y s m a l l , b u t r e c e n t l y t h e vo lume has i n c r e a s e d 

s h a r p l y . F o r examp le , f i v e y e a r s ago , t h e d a i l y a v e r a g e vo lume o f g r o s s 

p u r c h a s e s p l u s g r o s s s a l e s o f F e d e r a l f unds was b e l o w $3 b i l l i o n , b u t 

i n May t h i s y e a r i t was more t h a n $9 b i l l i o n . 

The t r e n d t o w a r d more a c t i v e use o f t h e F e d e r a l f u n d s m a r k e t 

has t e n d e d t o a c c e l e r a t e d u r i n g p e r i o d s o f r e s t r i c t i v e m o n e t a r y p o l i c y . 

I n 1966, as m a j o r banks came under i n c r e a s e d p r e s s u r e f r o m r e s t r i c t e d 

r e s e r v e a v a i l a b i l i t y and t h e e n f o r c e d r u n o f f o f t h e i r n e g o t i a b l e C D ' s , 

t h e y began t o compete more a g g r e s s i v e l y f o r f u n d s i n t h e F e d e r a l f u n d s 

m a r k e t . As i n t e r e s t r a t e s p a i d on t h e s e f unds r o s e , and t h e e f f o r t s 

o f many l a r g e banks t o encourage more w i d e s p r e a d p a r t i c i p a t i o n i n t h i s 

m a r k e t , p a r t i c u l a r l y among t h e i r c o r r e s p o n d e n t b a n k s , met w i t h s u c c e s s , 

t h e vo lume o f t r a n s a c t i o n s r o s e r a p i d l y f r o m an a v e r a g e d a i l y vo lume 

o f a b o u t $ 3 . 8 b i l l i o n i n t h e f o u r t h q u a r t e r o f 1965 t o more t h a n $5 

b i l l i o n i n t h e autumn o f 1966. 
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D e s p i t e t h e r e l a t i v e l y easy p o s t u r e o f mone ta r y p o l i c y 

i n 1967, t h e vo lume o f F e d e r a l f u n d s t r a d i n g rema ined n e a r t h e p l a t e a u 

t h a t had been reached i n l a t e 1966. Bu t t h e r e l a t i v e l y r e s t r i c t i v e 

p o l i c i e s b e g i n n i n g i n 1968 s t i m u l a t e d a f u r t h e r r i s e i n t h e l e v e l o f 

f u n d s t r a d i n g t o t h e r e c o r d l e v e l s r e c e n t l y r e c o r d e d . 

To some e x t e n t , t h e change i n r e s e r v e - c o m p u t a t i o n p r o c e d u r e s 

i n t r o d u c e d l a s t September f a c i l i t a t e d t h i s g r o w t h . The a u t h o r i z a t i o n 

g r a n t e d t o F e d e r a l Reserve member banks a t t h a t t i m e t o c a l c u l a t e 

r e q u i r e d r e s e r v e s on d e p o s i t s two weeks e a r l i e r and t o c a r r y f o r w a r d 

l i m i t e d amounts o f excess r e s e r v e s as w e l l as r e s e r v e d e f i c i t s f r o m 

one r e s e r v e - c o m p u t a t i o n p e r i o d t o a n o t h e r e n a b l e d s m a l l e r banks i n 

p a r t i c u l a r t o manage t h e i r r e s e r v e p o s i t i o n s more c l o s e l y and t o make 

more e x t e n s i v e use o f t h e pu rchase o r s a l e o f F e d e r a l f u n d s f o r r e s e r v e 

f u n d s f o r r e s e r v e a d j u s t m e n t s . Bu t p r o b a b l y more i m p o r t a n t as a 

s t i m u l u s t o such t r a d i n g has been t h e u n u s u a l l y sha rp r i s e i n r a t e s 

p a i d on t h e s e f u n d s . Fo r examp le , t h e ave rage e f f e c t i v e r a t e on 

F e d e r a l f u n d s l a s t December was 6 . 0 2 p e r c e n t ; i n May, i t was 8 . 6 7 , 

and t h r o u g h mos t o f June i t has a v e r a g e d i n excess o f 9 p e r c e n t . 

One new deve lopmen t t h a t I s h o u l d l i k e t o n o t e b e f o r e l e a v i n g 

t h i s s u b j e c t i s t h a t some banks have begun t o make t h e F e d e r a l f u n d s m a r k e t 

a v a i l a b l e t o t h e i r c o r p o r a t e d e p o s i t o r s as a means o f p r o v i d i n g them w i t h 

s h o r t - t e r m f u n d s . I n t he B o a r d ' s j u d g m e n t , no j u s t i f i c a t i o n e x i s t s f o r 

a b a n k ' s l i a b i l i t y on such t r a n s a c t i o n s t o be exempt f r o m r u l e s g o v e r n -

i n g r e s e r v e r e q u i r e m e n t s and the l e g a l p r o h i b i t i o n a g a i n s t payment o f 
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i n t e r e s t on demand d e p o s i t s . A c c o r d i n g l y , t h e Board p u b l i s h e d r e c e n t l y 

a p r o p o s e d r e v i s i o n o f i t s R e g u l a t i o n s D and Q t o make s u r e t h a t such 

a r r a n g e m e n t s - - o r a l o r o t h e r w i s e — a r e c o v e r e d . 

I m p a c t o f I n t e r e s t Rate C e i l i n g s 

As I m e n t i o n e d above , much o f t he sc ramb le by U . S . banks t o 

f i n d new s o u r c e s o f f u n d s can be t r a c e d t o t h e sha rp a t t r i t i o n i n l a r g e 

d e n o m i n a t i o n t i m e d e p o s i t s . T h i s a t t r i t i o n i n C D ' s , i n t u r n , r e f l e c t s 

t h e f a c t t h a t t h e maximum i n t e r e s t r a t e p a y a b l e on such money marke t 

i n s t r u m e n t s has been k e p t a t 6 - 1 / 4 p e r c e n t s i n c e A p r i l , 1968. N a t u r a l l y , 

t h e s u g g e s t i o n has been made s t r o n g l y ( n o t o n l y by U . S . banks b u t i n 

Europe as w e l l ) t h a t t h e c e i l i n g be r a i s e d . 

I p e r s o n a l l y w o u l d n o t s u p p o r t such a move i n t o d a y ' s c i r c u m -

s t a n c e s . I f such a s t e p were t a k e n , i n my o p i n i o n , i t w o u l d f u r t h e r 

underm ine t h e e f f e c t s o f m o n e t a r y r e s t r a i n t i n t h e U n i t e d S t a t e s . 

Commerc ia l banks c o u l d be e x p e c t e d t o use any new headroom g i v e n t o 

compete v i g o r o u s l y f o r f u n d s i n t h e d o m e s t i c m a r k e t , and t h i s w o u l d 

r e d u c e t h e i r i n c e n t i v e s f o r e x e r t i n g much needed r e s t r a i n t on l e n d i n g , 

p a r t i c u l a r l y l e n d i n g t o b u s i n e s s . 

L i m i t a t i o n s on t h e a v a i l a b i l i t y o f f u n d s t o l e n d e r s , t h e r e b y 

f o r c i n g them t o r a t i o n l o a n s , a r e a c r i t i c a l e l emen t o f m o n e t a r y r e s t r a i n t , 

e s p e c i a l l y i n an i n f l a t i o n a r y p e r i o d when many b o r r o w e r s a r e w i l l i n g t o 

pay r i s i n g i n t e r e s t r a t e s i n o r d e r t o o b t a i n f u n d s . Banks can be expec ted 

t o bend e v e r y e f f o r t t o o b t a i n l o a n a b l e f unds so as n o t t o l o s e any 

p r o s p e c t i v e c u s t o m e r s . T h u s , i f t h e y were g i v e n leeway under R e g u l a t i o n 
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Q, t h e y w o u l d l i k e l y r u s h t o t a k e a d v a n t a g e o f i t , and t h e r e b y i n c r e a s e 

t h e a v a i l a b i l i t y o f f u n d s t o b o r r o w e r s , i n c l u d i n g t h o s e who do n o t have 

r e a d y access t o o t h e r s o u r c e s o f f u n d s . T h i s e x p e c t e d p a t t e r n o f b e -

h a v i o r ca n be i n f e r r e d f r o m t h e d a t a i n T a b l e 4 , w h i c h p r o v i d e s 

i n f o r m a t i o n on t h e d i s t r i b u t i o n o f CD a t t r i t i o n i n t h r e e p e r i o d s , 

1 9 6 6 - 6 9 , and the speed o f r e c o v e r y f r o m lows i n 1966 and 1968 as CD's 

became c o m p e t i t i v e w i t h m a r k e t r a t e s . 

The r e c o v e r y f r o m r u n o f f s a f t e r t h e 1966 low r e f l e c t e d r a p i d l y 

d e c l i n i n g m a r k e t r a t e s f o l l o w i n g t h e s h i f t t o w a r d e a s i e r m o n e t a r y p o l i c y . 

W h i l e 1966 l o s s e s a t New Y o r k banks were n o t r e c o v e r e d f o r o v e r o n e - h a l f 

y e a r , t h e CD i n f l o w t o t h e s e banks was v e r y s t r o n g d u r i n g t h e e a r l y weeks 

when s m a l l e r banks r e c o v e r e d t h e i r l o s s e s f u l l y . 

I n 1968 , i n t e r e s t r a t e c e i l i n g s were r e s t r u c t u r e d upward i n 

A p r i l d u r i n g t h e r u n o f f p e r i o d , b u t the n e t i n f l o w o f CD fs d i d n o t b e g i n 

u n t i l a b o u t m i d - y e a r when e x p e c t a t i o n s i n t h e wake o f t h e s u r t a x 

l e g i s l a t i o n b r o u g h t m a r k e t r a t e s b e l o w CD c e i l i n g s a g a i n . W h i l e t h e 

New Y o r k r e c o v e r y t o t h e e a r l i e r h i g h a g a i n t o o k l o n g e r t h a n s m a l l e r b a n k s , 

i n f l o w s were v e r y s t r o n g i n New Y o r k i n t h e e a r l y weeks o f t h e r e c o v e r y . 

I t i s i n t e r e s t i n g t o n o t e t h a t t h e s m a l l e s t s i z e c a t e g o r i e s 

shown i n T a b l e 4 d i d n o t e x p e r i e n c e any r u n o f f s i n t h e 1966 and 1968 

p e r i o d s o f a t t r i t i o n , and t h e s m a l l e s t s i z e g roup was s t i l l r e p o r t i n g a 

n e t i n c r e a s e i n CD's t h r o u g h A p r i l 3 0 , 1969, t h e l a t e s t d a t e f o r w h i c h 

t h e bank s i z e d a t a a r e a v a i l a b l e . 
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TABLE 4. CD ATTRITION AND RECOVERY BY SIZE OF BANK, 1966-69 

(Amounts are in mill ions of dollars on CD maturity survey dates) 

Total 
Size of ba n k - - t o t a l d eposits ($ ii a i l l ions) 

1,000 and over 
WRBs 200 & 200- 500- Prime Non-

reporting under 500 1,000 Total N.Y. Other prime 

1966 period 

O^^tanding CD's: 
July 27, 1966 18,272 599 1,779 2,381 13,513 6,976 4,178 2,359 
Nov. 30, 1966 15,460 621 1,692 2,367 10,780 5,115 3,419 2,279 

CD change--$ mi l . -2,812 +22 -87 -14 -2,733 -1 ,861 -759 -80 
% -15 .4 3.7 - 4 .9 - 0 . 6 -20 .2 26.7 -18 .2 - 3 . 4 

Number of months a f t e r 
low to recover CD losses: 

90% 2 2 1 4 8 2 2 
100% 3 2 1 4 9 3 2 

1968 period 

Outstanding CD's: 
Feb. 28, 1968 21,085 920 2,421 3,504 14,240 6,222 5,071 2,947 
June 26, 1968 19,268 954 2,424 3,443 12,448 5,406 4,303 2,739 

Cltf*hange--$ mi l . -1,817 34 3 -61 -1,792 -816 -768 -208 
W % - 8 . 6 3.7 0 .1 -1 .7 -12 .6 - 13 .1 -15 .1 - 7 . 1 

Number of months to 
recover CD losses: 1 

90% 1 1 1 4 2 1 
100% 1 1 2 4 2 1 

1969 period 

Outstanding CD's 
Nov. 27, 1968 
Apr. 30, 1969 

(most recent) 

Change: $ mi l . 
% 

MEMO: Number of banks 

24,307 
17,612 

-6,695 
-27.5 

265 

1,102 
1,151 

49 
4.4 

93 

2,871 
2,698 

-173 
- 6 . 0 

85 

4,387 
3,429 

-958 
-21 .8 

50 

15,948 
10,334 

-5 ,614 
-35 .2 

37 

6,985 
3,519 

-3,466 
-49 .6 

7 

5,503 
4,069 

-1 ,434 
- 2 6 . 1 

12 

3,460 
2,747 

-713 
-20 .6 
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The t a b l e a l s o g i v e s an i n d i c a t i o n o f t h e e x t e n t o f g r e a t e r 

d e c l i n e i n CD 's r e l a t i v e t o p r e - a t t r i t i o n h i g h s i n 1969, w i t h a l l 

c a t e g o r i e s s h o w i n g deeper a t t r i t i o n i n t h e r e c e n t p e r i o d t h a n i n 1966 

and 1968. The c u r r e n t a t t r i t i o n has gone on l o n g e r and has been more 

i n t e n s e t h a n i n p r e v i o u s p e r i o d s . 

The a t t r i t i o n i n CD's and c o n s t r a i n t on o t h e r d e p o s i t s has 

r e s u l t e d i n c o m p r e s s i o n o f bank l i q u i d i t y and a s t i f f e n i n g o f l o a n te rms 

o f f e r e d by b a n k s . These deve lopmen ts s h o u l d h e l p i n c o o l i n g t h e economy 

as b o r r o w e r s f i n d f unds l e s s r e a d i l y a v a i l a b l e and more c o s t l y , and as 

t h e F e d e r a l R e s e r v e ' s i n t e n t i o n s t o c u r b i n f l a t i o n and i n f l a t i o n a r y 

p s y c h o l o g y becomes w h o l l y r e c o g n i z e d . I n t h i s c o n t e x t , one can see 

l i t t l e t o be g a i n e d — and much t o be l o s t - - i f banks a r e p e r m i t t e d 

t o b i d a g g r e s s i v e l y ( w i t h o u t some sense o f c o n s t r a i n t ) f o r f u n d s t o be 

l o a n e d , i n c l u d i n g CD f u n d s . 
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APPENDIX TABLE 

NET CHANGE IN MAJOR BALANCE SHEETS ITEMS FOR WEEKLY REPORTING BANKS, BY SIZE OF BANKS 
(August 17, 1966-December 14, 1966 and December 18, 1968-May 28, 1969) 

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

S i z e o f Banks * 1966 1969 
( T o t a l D e p o s i t s ) 

S e l e c t e d He ld He ld Change He ld He ld Change 
Balance Sheet 8 / 1 7 / 6 6 12 /14 /66 1 2 / 1 8 / 6 8 5 / 2 8 / 6 9 
I tems amount per cen t amount per cen t amount per c e n t amount per cen t amount per c e n t amount per cen t 

(1 ) 
T o t a l D e p o s i t s 

under $0 .5 4 5 . 4 29 .0 42 .7 27 .3 - 2 . 7 900 .0 4 4 . 4 2 3 . 2 44 .7 25 .0 0 .3 -

0 . 5 - 1 . 0 25 .3 1 6 . 1 28 .2 18 .0 2 .9 - 9 6 6 . 7 3 2 . 1 16 .8 31 .2 17 .4 - 0 . 9 7.1 
over 1 . 0 86 .0 54 .9 85 .5 54.7 - 0 . 5 166.7 114.9 60 .0 102.9 57 .6 - 1 2 . 0 95 .2 

T o t a l 156.7 100 .0 156 .4 100.0 - 0 . 3 100 .0 191 .4 100 .0 178.8 100 .0 - 1 2 . 6 100.0 

11 E-D Banks 5 2 . 1 33 .2 48 .5 31 .0 - 3 . 6 1200.0 5 9 . 1 30 .9 52 .4 29 .3 - 6 . 7 53 .2 

(2 ) 
Demand D e p o s i t s 

under $0 .5 20 .6 31 .6 19.5 28 .8 - 1 . 1 - 4 4 . 0 19 .3 24 .4 18 .4 25 .3 - 0 . 9 13.8 
0 . 5 - 1 .0 11 .4 17.5 12.8 18.9 1 . 4 56 .0 14 .2 17.9 13.3 18 .3 - 0 . 9 13.8 
ove r 1 . 0 33 .2 50 .9 35 .4 52 .3 2 . 2 88 .0 45 .7 57 .7 4 1 . 0 56 .4 - 4 . 7 72 .4 

T o t a l 6 5 . 2 100.0 67 .7 100.0 2 .5 100.0 79 .2 100 .0 72 .7 100.0 - 6 . 5 100.0 

11 E-D Banks 21 .9 33 .6 20.9 30 .9 - 1 . 0 - 4 0 . 0 25 .5 32 .2 23 .5 32 .3 - 2 . 0 30.8 

* Number o f banks i n sample 

under $0 .5 261 250 232 235 
0 . 5 - 1 . 0 46 53 57 56 
ove r 1 . 0 35 36 48 45 

T o t a l 342 339 337 336 
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N E T C H A N G E I N M A J O R B A L A N C E S H E E T S I T E M S F O R W E E K L Y R E P O R T I N G B A N K S , B Y S I Z E O F B A N K S 

( c o n t i n u e d ) 

S i z e o f Banks 
( T o t a l D e p o s i t s ) 

S e l e c t e d He ld 

1966 

He ld Change Held 

1969 

He ld Change 
Balance Sheet 8 / 1 7 / 6 6 12 /14 /66 1 2 / 1 8 / 6 8 5 / 2 8 / 6 9 
I tems amount per cen t amount per c e n t amount per cen t amount per c e n t amount per c e n t amount per cen t 

(3 ) 
T o t a l Time 

and Sav ings 
under $0 .5 24 .8 2 7 . 1 23 .2 2 6 . 1 - 1 . 6 5 7 . 1 2 5 . 1 22 .4 26 .4 24 .8 1 .3 - 2 1 . 7 
0 . 5 - 1 . 0 13 .9 15 .2 15 .4 17.4 1 .5 - 5 3 . 6 17.9 15.9 17.9 16.9 0 0 
ove r 1 . 0 52 .8 57 .7 5 0 . 1 56 .5 - 2 . 7 96 .4 69 .2 61.7 61 .9 58 .3 - 7 . 3 121.7 

T o t a l 91 .5 100.0 88 .7 100.0 - 2 . 8 100.0 112.2 100 .0 106.2 100.0 - 6 . 0 100.0 

11 E-D Banks 30 .2 33 .0 27 .6 3 1 . 1 - 2 . 6 92 .9 33 .6 29 .9 28.9 27 .2 - 4 . 6 76.7 

(4 ) 
Time & Sav ings 

Less CD's 
under $0 .5 21 .9 3 0 . 1 20.9 28.5 - 1 . 0 - 2 0 0 . 0 21 .8 24 .5 22.9 25.7 1 . 1 
0 . 5 - 1 . 0 11 .5 15 .8 12.7 17.3 1 . 2 240.0 14.3 1 6 . 1 14.7 16.5 0 . 4 100.0 
over 1 . 0 3 9 . 4 5 4 . 1 39 .7 54 .2 0 . 3 60 .0 52 .7 59 .4 51 .6 57 .8 - 1 . 1 - 2 7 5 . 0 

T o t a l 72 .8 100.0 73 .3 100.0 0 . 5 100.0 88 .8 100.0 89 .2 100.0 0 . 4 100.0 

11 E-D Banks 2 1 . 1 29 .0 2 1 . 1 28 .8 24 .4 27 .5 24 .2 2 7 . 1 - 0 . 2 - 5 0 . 0 

(5 ) 
Money M a r k e t CD' s 

under $0 .5 2 .9 15.6 2 .3 14.9 - 0 . 6 18 .8 3 .3 1 4 . 1 3 . 4 20 .0 0 . 1 - 1 . 6 
0 . 5 - 1 . 0 2 .3 12 .4 2 .7 17.5 0 . 4 - 1 2 . 5 3 .6 15 .3 3 . 2 18 .8 - 0 . 4 6 .2 
over 1 . 0 13 .4 72 .0 10 .4 67 .6 - 3 . 0 93 .7 16 .6 70 .6 10 .4 61 .2 - 6 . 2 95 .4 

T o t a l 18 .6 100.0 15 .4 100.0 - 3 . 2 100.0 23.5 100.0 17 .0 100.0 - 6 . 5 100.0 

11 E-D Banks 9 . 4 50 .5 6 . 8 4 4 . 2 - 2 . 6 81 .3 8 . 4 35 .7 4 . 6 2 7 . 1 - 3 . 8 58.5 
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N E T C H A N G E I N M A J O R B A L A N C E S H E E T S I T E M S F O R W E E K L Y R E P O R T I N G B A N K S , B Y S I Z E O F B A N K S 

( c o n t i n u e d ) 

S i z e o f Banks 1966 1969 
( T o t a l D e p o s i t s ) 

S e l e c t e d He ld He ld Change He ld He ld Change 
Ba lance Sheet 8 / 1 7 / 6 6 12 /14 /66 1 2 / 1 8 / 6 8 5 / 2 8 / 6 9 
I tems amount per c e n t amount per c e n t amount per cen t amount per cen t amount per cen t amount per cen t 

(6) 
Other L i a b i l i t i e s 

under $0 .5 1 .6 15 .8 1 .6 13 .6 0 0 1 .7 9 . 1 1 .9 8 .5 0 . 2 5 .3 
0 . 5 - 1 . 0 1 . 0 9 .9 1 . 1 9 . 3 0 . 1 5 . 9 1 . 4 7 .5 1 .5 6 . 7 0 . 1 ? * 
over 1 . 0 7 .5 74 .3 9 . 1 7 7 . 1 1 .6 9 4 . 1 15 .5 83 .4 19 .0 84 .8 3 .5 91 

T o t a l 1 0 . 1 100.0 11 .8 100.0 1 .7 100 .0 18 .6 100.0 22 .4 100.0 3 .8 100.0 

11 E-D Banks 6 . 2 61 .4 7 .7 65 .3 1 .5 88 .2 10 .0 53 .8 15.7 7 0 . 1 5 .7 150.0 

(7) 
L i a b i l i t i e s t o 

F o r e i g n Branches 
under $0 .5 - - - - - -

0 . 5 - 1 . 0 - - - - - -

over 1 . 0 2 .9 4 . 3 1 . 4 7 .3 10 .3 3 . 0 
T o t a l 2 . 9 4 . 3 1 . 4 7 .3 10.3 3 . 0 

11 E-D Banks 2 .9 4 . 3 1 . 4 7 .3 10 .3 3 .0 

(8 ) 
O the r L i a b i l i t i e s 

Less those t o 
F o r e i g n Branches 

25 .0 under $0 .5 1 . 6 22 .2 1 .6 21 .3 0 0 1 .7 15 .0 1 .9 15 .7 0 . 2 25 .0 
0 . 5 - 1 . 0 1 . 0 13 .9 1 . 1 14 .7 0 . 1 33 .3 1 . 4 12 .4 1 .5 12 .4 0 . 1 12.5 
ove r 1 . 0 4 . 6 63 .9 4 . 8 64 .0 0 . 2 66 .7 8 . 2 72.6 8 .7 71 .9 0 .5 62.5 

T o t a l 7 . 2 100.0 7 .5 100 .0 0 . 3 100 .0 11.3 100.0 1 2 . 1 100.0 0 . 8 100.0 

11 E-D Banks 3 . 3 4 5 . 8 3 . 4 4 5 . 3 0 . 1 33 .3 2 .7 23 .9 5 . 4 4 4 . 6 2 .7 337.5 
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NET CHANGE IN MAJOR BALANCE SHEETS ITEMS FOR WEEKLY REPORTING BANKS, BY SIZE OF BANKS 
( c o n t i n u e d ) 

S i z e o f Banks 1966 1969 
( T o t a l D e p o s i t s ) 

S e l e c t e d He ld He ld Change He ld He ld Change 
Ba lance Sheet 8 / 1 7 / 6 6 1 2 / 1 4 / 6 6 1 2 / 1 8 / 6 8 5 / 2 8 / 6 9 
I tems amount pe r c e n t amount per cen t amount per c e n t amount per c e n t amount pe r c e n t amount per cen t 

(9 ) 
T o t a l Bo r row ings 

under $0 .5 1 . 1 17 .2 0 . 8 11 .4 - 0 . 3 - 5 0 . 0 1 . 1 8 .9 2 . 0 13 .0 0 . 9 30 .0 
0 . 5 - 1 . 0 0 . 9 1 4 . 1 1 . 0 14 .3 0 . 1 16 .7 1 .7 13 .7 2 .3 14 .9 0 . 6 20 .0 
ove r 1 . 0 4 . 4 68 .7 5 . 2 74 .3 0 . 8 133.3 9 . 6 77 .4 1 1 . 1 7 2 . 1 1 .5 50 .0 

T o t a l 6 . 4 100 .0 7 . 0 100.0 0 . 6 100.0 12 .4 100.0 15 .4 100.0 3 . 0 100.0 

11 E-D Banks 3 . 2 50 .0 3 .7 52 .9 0 . 5 83 .3 5 . 5 4 4 . 4 6 . 4 41 .6 0 . 9 30 .0 

(10) 
T o t a l Loans 

under $0 .5 34 .7 26 .3 3 2 . 1 24 .3 - 2 . 6 - 3 7 1 . 4 3 2 . 1 20 .0 34 .5 21 .3 2 . 4 133.3 
0 . 5 - 1 . 0 20 .9 15.9 23 .2 17.5 2 .3 328 .6 24 .8 15.5 26 .0 16 .0 1 .2 66.7' 
ove r 1 . 0 7 6 . 1 57 .8 7 7 . 1 58 .2 1 .0 142.9 103.3 64 .5 101.5 62 .7 - 1 . 8 - l ^ V ) 

T o t a l 131.7 100.0 132.4 100.0 0 . 7 100 .0 160.2 100.0 162.0 100.0 1 .8 l c M b 

11 E-D Banks 4 7 . 8 36 .3 4 5 . 1 3 4 . 1 - 2 . 7 - 3 8 5 . 7 5 8 . 1 36 .3 57 .2 35 .3 - 0 . 9 - 5 0 . 0 

(11) 
Rea l E s t a t e Loans 

under $0 .5 8 . 5 31 .5 8 . 3 30.3 - 0 . 2 - 5 0 . 0 8 . 2 25 .6 8 . 9 27 .0 0 .7 70.0 
0 . 5 - 1 . 0 4 . 8 17 .8 5 . 4 19 .7 0 . 6 150 .0 6 . 0 18 .8 6 . 0 18 .2 0 0 
over 1 . 0 13 .7 50 .7 13 .7 50 .0 0 0 17 .8 55 .6 1 8 . 1 54 .8 0 . 3 30 .0 

T o t a l 27 .0 100 .0 27 .4 100.0 0 . 4 100 .0 32 .0 100 .0 33 .0 100 .0 1 . 0 100.0 

11 E-D Banks 7 . 2 26 .7 7 . 2 26.3 - 0 . 2 - 5 0 . 0 7 . 2 22.5 7 .6 23 .0 0 . 4 40 .0 
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NET CHANGE IN MAJOR BALANCE SHEETS ITEMS FOR WEEKLY REPORTING BANKS, BY SIZE OF BANKS 
( c o n t i n u e d ) 

S i z e o f Banks 1966 1969 
( T o t a l D e p o s i t s ) 
and S e l e c t e d H e l d He ld Change He ld He ld Change 
Ba lance Sheet 8 / 1 7 / 6 6 1 2 / 1 4 / 6 6 1 2 / 1 8 / 6 8 5 / 2 8 / 6 9 
I t e m s amount pe r c e n t amount per c e n t amount per c e n t amount per cen t amount pe r c e n t amount per cen t 

(12) 
B u s i n e s s Loans 

under $ 0 . 5 1 2 . 1 20 .5 10.9 18 .0 - 1 . 2 - 8 5 . 7 1 1 . 1 15 .2 1 2 . 1 15 .8 1 .0 2 P r-> 
0 . 5 - 1 . 0 8 . 0 13 .6 9 . 0 14.-9 1 . 0 71 .4 9 . 8 13 .4 10 .6 13 .8 0 . 8 2. J 

o v e r 1 . 0 3 8 . 9 65 .9 40 .5 6 7 . 1 1 .6 114.3 5 2 . 2 71 .4 53 .9 70 .4 1 .7 48 .6 
T o t a l 5 9 . 0 100 .0 60 .4 100 .0 1 . 4 100 .0 7 3 . 1 100 .0 76 .6 100 .0 3 .5 100.0 

11 E-D Banks 2 7 . 0 4 5 . 8 2 8 . 1 4 6 . 5 1 . 1 78 .6 33 .2 4 5 . 4 34 .4 4 4 . 9 1 .2 34 .3 

(13 ) 
O t h e r Loans 

under $ 0 . 5 1 4 . 1 30 .9 12 .9 28 .9 - 1 . 2 109 .0 12 .8 23 .3 13 .5 25 .8 0 .7 - 2 5 . 9 
0 . 5 - 1 . 0 8 . 1 17 .7 8 . 8 19 .7 0 . 7 - 6 3 . 6 9 . 0 16 .3 9 . 4 17.9 0 . 4 - 1 4 . 8 
o v e r 1 . 0 2 3 . 5 5 1 . 4 22.9 5 1 . 4 - 0 . 6 54 .6 33 .3 6 0 . 4 29.5 56 .3 - 3 . 8 140.7 

T o t a l 4 5 . 7 100 .0 44 .6 100 .0 - 1 . 1 100 .0 5 5 . 1 100 .0 52 .4 100 .0 - 2 . 7 100.0 

11 E-D Banks 13 .6 29 .8 9 . 8 22 .0 - 3 . 8 345 .5 17 .7 3 2 . 1 15 .2 29 .0 - 2 . 5 92.6 
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