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in banking and finance

j3usiness demand for credit has been some- 
what sluggish during most of the past two 
and a half years of rising economic activity. 
For the year ended in mid-1963, for example, 
despite the relatively easy reserve position of 
the banking system, the rise in loans to busi
ness by all commercial banks was one-third 
less than in the comparable year of the previ
ous business expansion, 1959-60. This situa
tion apparently continued in recent months. 
Large banks throughout the nation, for which 
information is available weekly, reported 
third-quarter increases in commercial and in
dustrial loans only half as great as in the 
same period last year despite the apparently 
greater-than-seasonal rise in the month of 
September.

A partial explanation of this sluggish 
credit demand may be found in the rise in 
internal sources of corporate funds (retained 
earnings and depreciation allowances) and 
growing use of credit from nonbank sources. 
The strong cash position of some big firms 
which do business mainly with large banks, 
however, has tended to obscure the fact that

smaller banks have experienced substantial 
credit demand from their business customers.

Business loans concentrated

Large firms account for the bulk of the 
dollar volume of business credit, and these 
concerns normally borrow from large banks. 
Approximately three-fourths of the 50 billion 
dollars in commercial and industrial loans 
outstanding at commercial banks is held by 
less than 400 large institutions in the nation’s 
major cities. It is at these banks that growth 
has been slower, as indicated in the accom
panying chart. In the two-year period from 
mid-1961 to mid-1963, business loans at 
these large banks rose only 12 per cent com
pared with a 26 per cent increase for other 
commercial banks. In the past year, the rate 
of expansion at the large banks was only 
about half as fast as in the comparable 1959- 
60 period while other banks have had a 
record increase.

Besides lending to commercial and indus
trial firms, banks supply business credit 
through loans to finance companies which, in
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Business Conditions, October 1963

turn, extend credit to commercial establish
ments. Loans to financial institutions, which 
are heavily concentrated at the larger banks, 
rose almost as much during the past year as 
they did three years earlier despite the fact 
that the large finance firms also have sub
stantially increased their borrowing by issuing 
open market paper.

Outstanding open market paper, although 
small in relation to other sources of financing, 
has increased almost 50 per cent since mid- 
1961 when interest rates reached their cycli
cal low. Throughout most of this period, 
commercial paper rates have been 1.25 to 
1.50 per cent below the bank lending rate to 
borrowers with prime credit ratings.

There are two principal types of open mar
ket paper: short-term notes of large firms 
sold through dealers, and paper sold by a few 
major sales finance companies directly to in
vestors. More than four-fifths of the total rise 
in outstanding commercial paper since mid- 
1961 has been in the latter category. The 
total growth in all other paper has been less 
than one-half billion dollars over the same 
period of time. While the issuance of com
mercial paper has been an important source 
of funds for a few large companies, this is 
not a practical alternative to bank borrowing 
for most businesses.

The capital market is, of course, a major 
source of long-term financing for business. 
But, while interest rates on long-term corpo
rate bonds have declined during most of the 
past two years, the volume of corporate 
securities issued to raise new money has not 
been heavy.

Corporations as credit suppliers

Treasurers of large corporations have not 
only been calling on bank loan officers less 
frequently, they have also become a signifi
cant source of financing for other businesses.

Business borrow ing at large banks 
had been somewhat sluggish 
through midyear

percent change,June to June
0  10 -10 0  +10 + 2 0

*No change.
fWeekly reporting member banks in major U.S. cities.

With large amounts of cash available and 
relatively slow growth in expenditures for in
ventories and plant and equipment, large 
firms have invested more funds in financial 
assets. Customer net receivables rose more 
than 6 billion dollars in 1962, almost twice 
the increase of the previous year. In addition, 
the relatively high interest rates obtainable in 
the money market have made it attractive for 
corporate treasurers to keep temporary sur
pluses fully invested.

A number of very flexible investment ar
rangements have been developed. Business 
firms have always been the principal holders 
of commercial paper (issued by other firms)
—with maturities of these notes often set to 
suit the needs of the purchaser.

A more recent development has been the 
growing use of corporate funds in financing 
the inventories of Government securities 
dealers. Corporations have been providing 3
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around 1.5 billion dollars for this purpose— 
often more than half of the dealers’ total 
borrowings. Funds are loaned to dealers 
through repurchase agreements ranging in 
maturity from one day to as long as several 
months. Dealers sell securities to corporations 
and agree to repurchase them on specified 
dates at predetermined prices. The corpora
tion earns interest on the “loan” and avoids 
both the cost of buying and selling securities 
and the risk of market loss that would be 
entailed in their outright ownership.

Another convenient outlet for corporate 
funds is time certificates of deposit issued by 
commercial banks. Such certificates, espe
cially those issued by the large money mar
ket banks, were made attractive by two 
developments—the lifting of the ceiling on 
permissible maximum rates to 4 per cent for 
certificates with maturities of 90 days or

Bank loans account for a large 
portion of the variation in total 
sources of corporate funds

internal
(from retained earnings and 

depreciation bllowonces)

o r W
1952 1954 1956 1958 I96 0 1962

billion dollars 
6 0  '

5 0  -

longer and the growth of a secondary market 
in which certificates could be sold prior to 
maturity. It is estimated that there are up
wards of 8 billion dollars of negotiable time 
certificates now outstanding. Through sales 
of CDs, banks can acquire corporate funds 
that would otherwise be invested in Treasury 
bills or other money market assets, and the 
negotiable certificates of deposit are a more 
liquid type of asset for corporations than con
ventional time deposits which cannot be 
withdrawn until maturity.

The lessened dependence of large busi
nesses upon banks and the increasing role of 
nonfinancial businesses as suppliers of funds, 
combined with pressures to cover the in
creased costs of time deposits, have had an 
important effect on the management of bank 
assets. Most commercial banks have moved 
farther into consumer loans, mortgages and 
municipal securities during the past two and 
one-half years as their deposits rose faster 
than the loan demands of their customers.

In addition, banks are offering a broader 
range of loan services. Many banks have be
come more aggressive in seeking small busi
ness loans as well as mortgage, personal and 
security loans. Also, longer maturities and 
other negotiated features have become more 
common. At the end of August, for example, 
term loans reported by the large New York 
banks were 16 per cent above the level two 
years earlier while loans having original 
maturities of a year or less had not increased 
at all.

Bank liquidity trends

The changing relationship between banks 
and businesses has led to some reduction in 
bank holdings of the major types of highly 
liquid assets (secondary reserves) as cus
tomary views on liquidity needs have been 
reexamined. Secondary reserves traditionally4 SOURCE: Council of Economic Advisers.
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More large District banks have 
low "liquidity ratios" than a year ago

number of banks 
(4 2  total)

liquid assets as a per cent of deposits

have been considered a cushion 
against deposit withdrawals and 
surges in credit demands. More
over, dem and deposits were 
thought to be the principal source 
of potential deposit drains. But 
with both corporations and indi
viduals now tending to keep their 
bank demand balances at mini
mum working levels, the risk of 
large and unexpected declines in 
these deposits may have been re
duced.

A substantial cushion of liquid 
assets against time deposits has 
usually been considered unneces
sary because of the steady upward 
trend of deposits. But a fairly 
large proportion of recent gains 
represent what may be temporary 
surpluses of corporate funds.
Therefore, it is possible that time 
deposits may be much more vola
tile in the future—shrinking when businesses 
need funds to finance equipment and inven
tories, especially if credit availability should 
tighten at the same time.

The extent to which banks can increase or 
even retain these corporate time deposits will 
depend on their ability to keep rates on CDs 
competitive with other outlets for liquid cor
porate funds and, of course, on the volume 
of such funds. The supply of total reserves 
sets a limit to the ability of the commercial 
banks as a group to create additional deposits. 
Individual banks, however, can acquire de
posits by issuing CDs within the limits of the 
rate ceilings.

The continued large flow of corporate cash 
makes it unlikely that business credit de
mands will rise sufficiently in the near future 
to require large-scale liquidation of other 
bank assets. The new corporate practices,

however, have given rise to intensified pres
sures on the money market banks for tempo
rary periods. Since large portions of the credit 
extended by corporations to other business 
firms and to securities dealers mature at 
quarterly tax dates, these firms and dealers 
have heavy needs for bank financing in such 
periods.

While liquidity needs of banks probably 
have not increased on balance, their liquidity 
positions appear fairly high compared with 
past years. Despite the general trend into 
“risk” assets and longer maturities over the 
past year or two and the steady rise in de
posits, liquid asset ratios have remained 
markedly higher than they were in the 1959- 
60 period. At the end of August, for example, 
the average ratio of short-term liquid assets 
to total deposits for the 42 banks in major 
Seventh District cities that report detailed 5
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condition items weekly was 13 per cent— 
down from 16 per cent a year ago but sub
stantially above the 8-9 per cent levels of 
1959 and I960.1

Comparison of such ratios provides a 
rough indication of trends in widely recog
nized liquid assets. Such comparisons, how
ever, do not make adequate allowance for 
other elements that have provided greater

liq u id  asset ratios used here consist of cash 
assets other than reserves plus loans to domestic 
banks and security dealers, and Government securi
ties maturing in less than one year as a per cent of 
total deposits less cash items in process of collection.

flexibility in the management of bank assets 
and consequently have increased effective 
bank liquidity. One of these is the increasing 
volume of cash inflows from instalment and 
amortized loans. Another is the ability of 
individual banks to borrow funds from other 
banks through the Federal funds market. Be
cause of these and other developments affect
ing both sources of and needs for bank 
liquidity, it is likely that liquidity ratios could 
fall considerably without seriously curbing 
the ability of banks to accommodate addi
tional loan demands.

1964 cars reach the market
I n  September and October the auto indus
try unveiled its 1964 model cars, most of 
which had been in production since mid- 
August. This annual ritual attracted the usual 
widespread interest from the several million 
families and businesses that plan purchases 
of new or used cars some time during the 
ensuing 12 months. The reception of the new 
models will be of interest also for any addi
tional light it may shed on business prospects.

The 1964 models were introduced in a par
ticularly favorable setting. Inventories of 
1963 models had been reduced to relatively 
low levels—some dealers complained of a 
shortage of old model cars. Advance orders 
for the new models were reported to have 
been at the highest levels in years. There has 
been widespread, though reserved, business 
and consumer optimism concerning future 
income prospects.

Production of the new cars has been tenta- 
6 tively scheduled to exceed 2.1 million in the

October-December period. This would be 
greater than in any previous fourth quarter 
and would about equal the record quarterly 
highs reached in the first half of 1955.

The 1963  model year

More than 7.3 million units of the 1963 
model cars were produced in the United 
States, 600,000 above the 1962 model year 
and 200,000 above the 1955 models, the pre
vious record. When imports — of negligible 
importance in 1955—are included, the mar
gin of 1963 models over the 1955s widens to
500,000.

The high level of output of passenger cars 
during the past two years has been accompa
nied by equally strong production of trucks. 
As a result, an atmosphere of prosperity— 
reflected in local measures of employment, 
retail sales, bank debits and construction 
activity—has returned to automotive centers 
in the Midwest, especially in Michigan and
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Cars produced by U. S. makers in 1963 model year exceeded 1955
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Note: Calendar year auto output has exceeded model year output in most recent years because o f the tendency to 
advance the dates at which new models are available in quantity.

Wisconsin, to an extent unmatched since the 
mid-Fifties. Industry experts appear confident 
that a high level of sales and output can be 
maintained in 1964.

Shifts from production of old to new 
models in 1962 and 1963 were concentrated 
in August to a greater extent than in earlier 
years. Assemblies in August of this year num
bered less than 160,000, the lowest for any 
month since 1958. But production rose 
sharply in September to about 500,000 units 
and advance planning called for 800,000 in 
October—a record for any month.

Since 1961 there has been a trend toward 
larger, more fully equipped and therefore 
higher priced cars, reversing the move toward 
“economy” cars that developed in the late 
Fifties. Comparisons of car prices always are 
difficult because of changes in dimensions, 
horsepower and equipment and varying

“over-allowances” for trade-ins. Neverthe
less, price analysts of the Bureau of Labor 
Statistics attempt to take such factors into 
account when adjusting data obtained from 
field reports. New car prices as shown on the 
chart, have been virtually level since 1959 
following a series of yearly increases. Rela
tively small price changes have been posted 
for 1964 models.

Sales of new cars usually are very strong in 
the first month or two after new models are 
introduced. Fleet buyers for business firms 
and leasing companies concentrate their buy
ing in the early months of the model year, and 
many individuals choose to buy at this time 
for the prestige of being among the first to 
possess the new products or because they feel 
that resale value depreciates on the basis of 
model year rather than actual age. Thus they 
get the established resale price for the model
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year when they sell the car, but have had up 
to an extra 12 months use. In addition, there 
are those who have delayed purchase until 
the styling and mechanical changes associated 
with a particular new model can be obtained.

This preference for new models permits 
consumers who are content with “last year’s” 
unused cars to obtain substantial price con
cessions. When it is necessary to liquidate a 
large volume of the old model cars, producers 
often offer rebates to dealers, thus enabling 
them to cut prices. The tendency for new car 
prices at retail to decline from the beginning 
to the end of the model year has become less 
pronounced, mainly because producers have 
held down end-of-year stocks in recent years.

During the past four years, about 60 per 
cent of all new cars have been sold on credit. 
(The peak year was 1956 with 67 per cent.) 
The proportion of credit deals reaches a high 
for the year just before the introduction of 
new models. The ratio then declines as the 
proportion of car buyers represented by busi

ness firms and individuals who do not require 
credit financing rises.

O n  to  the  junk y a rd

One reason for the strong car market of the 
past two years has been the rise in annual 
scrappage. While no record is kept of cars 
junked, the number can be inferred each year 
from the number of cars that are not re
registered with state tax authorities.

There was a sharp jump in the number of 
cars which were scrapped in 1959—4.3 mil
lion from 3.0 million in 1958. In 1962 and 
1963 the number may have been close to 5 
million. With high scrappage, of course, a 
given volume of new car sales results in a 
smaller addition to the total number of cars 
in use. During calendar year 1962, for ex
ample, the number of new car sales was only 
200,000 less than in 1955, but the increase 
in the number of cars on the road was 1.3 
million less than the near-record rise of 3.6 
million in 1955.

New car prices have changed little in recent years 
as used car prices have strengthened

per cent, 1957-59 =  100 per cent, 1957-59 =  100
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Changes in volume of auto credit extended 
have paralleled changes in new car sales

per cent change from  previous year 
+ 50

+ 4 0

automobile instalment credit extended 

number of cars sold to U S- customers

n

1
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Very few cars are scrapped in 
the first five years of their lives.
Casualties during this period al
most always are the result of seri
ous accidents. After the fifth year, 
scrappage increases sharply with a 
marked rise in the eighth year and 
about half of the cars of a given 
model year have been junked after 
10 years.

Almost 20 million cars were 
produced in the three model years 
beginning with 1955, still a record 
for any similar period. Although 
production declined in the 1956 
and 1957 model years, it was still 
at a high level and well above any 
previous years except 1955 and 
1950. These cars are now at or 
approaching the age when scrap- 
page rates typically near the maxi
mum. During the 1964 model 
year the number of cars scrapped that were 
built in the 1955-57 period may reach 1.5 
million and help smooth the way for a con
tinued high level of sales of new cars.

The p a ss in g  o f a  b e n ch m ark

Since 1955 auto industry analysts have 
looked back to that year’s performance as un
equaled and perhaps unapproachable, similar 
to the view held, until the late Fifties, about 
the 1929 level of common stock prices. Now 
the mark of distinction as the “best” car year 
belongs to 1963.

A year ago when 1963 models were intro
duced, it was commonly stated that output 
and sales of cars probably would decline from 
the 1962 level, perhaps by as much as 10 per 
cent. One of the principal reasons offered in 
support of this view was the supposedly un
likely prospect of achieving two good years 
“back to back.” The memory of the substan

tial drop between 1955 and 1956 was still 
fresh.

But the special factors that had accounted 
for the 1955-56 performance were not pres
ent in the same degree in 1962-63. In the 
earlier period the economy was recovering 
from the recession of 1953-54, changes in 
new models were substantial and foreign 
competition had not yet become significant. 
More important, however, auto credit terms 
were eased. Maturities on new car loans com
monly were extended to 36 months from a 
previous maximum of 24 months, and it be
came possible for many car buyers to borrow 
the full dealer cost of their purchases. Fur
thermore, production was boosted in 1955 
by the addition of 400,000 cars to dealers’ 
inventories. During the past two years inven
tories have risen very little.

The special nature of the auto market in 
1955 is reflected in the fact that consumer
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outlays on cars and parts, aided by liberal 
credit, reached 6.7 per cent of personal in
come after taxes (disposable income) in that 
year— a proportion never closely approached 
before or since. In 1962 new car sales jumped 
to 7.1 million (from 5.9 million in 1961), 
but consumer outlays on cars and parts 
amounted to only 5.3 per cent of disposable 
income, slightly less than the average for the 
past 10 years. In the first half of 1963 this 
ratio was 5.6 per cent.

Clearly, record car sales in 1963 were not 
aided by the special factors which caused 
1955 to stand out as a temporary peak, and 
there is no reason to assume that a sharp de
cline must occur in 1964. There are many 
favorable signs. Consumer incomes continue 
to rise, car buyers are upgrading their pur
chases, scrappage rates have increased, mul
tiple car ownership is becoming increasingly 
widespread and used car prices remain strong 
thereby permitting liberal trade-ins. (In 1955 
and 1956 used car prices declined substan-

Proportion of new cars bought on 
credit rises at end of model year

per cent

daily.) For these reasons some auto industry 
executives are convinced that the domestic 
market can absorb an average of 7.2 million 
cars for several years to come, assuming 
favorable economic conditions over-all.

On time deposits:
some pertinent data

T h e  spectacular surge in time deposits 
since mid-1960 has raised important ques
tions for many banks. Can the larger volume 
of time deposits be utilized profitably? 
Should changes be made in the kinds of time 
deposit accounts offered to the public or in 
the interest rates paid on such deposits? Are 
the new deposits likely to be fairly permanent 

10 or may they disappear as rapidly as they were

acquired? What are the implications of these 
considerations for bank investment policy?

Obviously these questions must be an
swered by each individual bank and the 
answer will not be the same for all. No pre
tense is made here to provide answers. How
ever, a large amount of information on sav
ings and other time deposits of banks in 
Midwest areas has been assembled by the

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



Business Conditions, October 1963

Federal Reserve Bank of Chicago in coopera
tion with commercial banks in the District. 
Summary tabulations of these data are pre
sented here for several recent periods in the 
belief that they may be helpful to bank 
managements as they review policies of their 
individual institutions.

The data are of special interest since the 
District includes a large part of Indiana, a 
state that has adhered to lower interest rate 
ceilings than those applicable elsewhere. 
Rates paid on savings and other time deposits 
at banks in Indiana have been subject to a 
ceiling of 3 per cent since January 1, 1960. 
The maximum rates for banks in other por
tions of the District are shown in the accom
panying table.

The data are presented for individual 
metropolitan areas (and certain smaller cen
ters similarly defined) since, in all but the 
largest cities, the metropolitan community 
probably is the relevant market area for the 
individual bank. Some data are presented for 
sales of Series E and H savings bonds and 
for the share capital of savings and loan 
associations inasmuch as these are important 
alternative outlets for personal savings.

While the totals and subtotals for various 
groups of metropolitan areas tend to show 
fairly clear-cut tendencies, it is evident that 
there is substantial variation in experience 
among individual areas where interest rate 
changes have been similar. This indicates 
that bank managements must consider a num
ber of factors in addition to those presented 
here when attempting to evaluate the alterna
tives available. These include, among others, 
the actions of competing banks and other 
financial institutions, employment and in
come trends in the areas, prospective credit 
demands and interest rate trends.

In table 1, District areas are grouped ac
cording to the types of changes (if any) that

M ax im um  rates permitted for insured com
mercial banks on savings and other time 
deposits under the Federal Reserve-FDIC regu
lations1

Effective date

January 1, July 17,
1936 1957 1962 1963

Savings deposits
(per cent)

H e ld  1 y e a r  o r  m o r e ........... 2 .5 3 4 4
H e ld  less than  1 y e a r .  . . . 2 .5 3 3 .5 3 .5

Other time deposits3

P a y a b le  in 1 y e a r  o r  m o re  
P a y a b le  in 6 m onths to

2 .5 3 4 4

1 y e a r ....................................... 2 .5 3 3 .5 4
P a y a b le  in 3  to  6  m on ths . . 2 2 .5 2 .5 4
P a y a b le  in less th an  9 0  d ays 1 1 1 1

’ N o t  sh ow n a r e  c e r ta in  p ro v is io n s  a p p lic a b le  
to  fo re ig n -h e ld  tim e d e p o s its .

2T im e c e r t if ic a te s  o f  d e p o s it  an d  o p e n  a c c o u n t  
tim e d e p o sits .

N o te :  S av ings d e p o s its  a re  in p ra c tic e  w ith 
d r a w a b le  on d e m a n d . T im e c e r t if ic a te s  o f  d e p o s it  
a re  p a y a b le  o n ly  a t  th e  e x p ira t io n  o f  a  s p e c ifie d  
tim e n o t less than  X  days  a f te r  the  d a te  o f  issue, 
o r  X  d ays  a f te r  n o tic e  o f  w ith d ra w a l.  W i t h 
d ra w a ls  fro m  o p e n  a c c o u n t tim e d e p o s its  simi
la r ly  re q u ire  a t  le a s t 3 0  d a y s ’ a d v a n c e  n o t if ic a 
tio n  unless o th e r  a rra n g e m e n ts  a r e  sp e c ifie d  
b e fo re h a n d  b y  c o n tra c tu a l a g re e m e n t.

were made in interest rates on savings and 
time deposits in 1962. The interest rates as of 
January 1, 1961, 1962 and 1963 are aver
ages of maximum savings deposit rates of
fered by the individual banks in each area, 
weighted by the amounts of savings deposits.
In all but three areas, as noted in the table, 
interest rates were the same at the beginning 
of 1963 as in early 1962. While not presented 
here, tabulations show that in more than two- 
thirds of the District areas, interest rates paid 
on savings deposits since 1960 were the same

— continued on page 14 11
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Table 1. Changes in interest rates and the grow th of personal sav ings and time 
deposits in District areas.

Average in terest ra te  
on savings deposits 

January 1,

U rba n a reas 1961
1 9 6 2  &  

1 9 6 3

Savings deposit balapces

Per cent change

December
3 1 , 1 9 6 0

Personal holdings o f time 
certificates o f deposit*1

December 3 1 ,_______

1961 1 9 6 2 1 9 6 0 1961 1 9 6 2

(per cent) (million dollars) (million do lla rs)

I. Areas with increases in prevailing interest rates during 1962 on both savings and time certificates

A. Areas with lo w e r  rates on savings deposits than time certificates

I l l in o is
Peoria............................ 3 .0 3 .5 8 9 .2 +  11 +  8 2 .3 4 .4 11.4
Rockford........................ 3 .0 3 .5 8 0 .8 +  6 +  5 0 .3 0.1 7 .6
Io w a
Burlington..................... 2 .0 2 .5 9 .4 -  4 -  5 6 .6 6 .8 7.9
Dubuque........................ 2 .0 2 .5 34 .9 +  1 -  3 3 .3 5.2 7.1

M ic h ig a n
Ann A rbo r*.................. 3 .0 3 .0 51 .6 +  8 +  10 0 .5 1.7 5.1
Detro it........................... 2.7 3.7 1,560 .0 + 3 0 +  13 193.9 4 5 .4 126.4
F lin t................................. 3.0 3 .6 2 0 0 .9 +  10 +  8 8 .2 8 .7 2 5 .2
Grand Rapids.............. 3 .0 3 .6 23 6 .0 +  10 +  4 8 .6 9 .2 4 3 .5
Lansing........................... 3 .0 3 .5 114.9 +  11 +  6 4 .2 1.1 11.3
Saginaw........................ 3 .0 3.7 74 .9 +  6 +  10 6 .5 5 .8 11.5

W is c o n s in
Oshkosh........................ 1.7 3 .0 21 .0 +  1 +  1 4 .6 4 .7 8 .9
T o t a l ...................................... 2 ,473 .6 +  22 +  11 239 .0 93.1 265 .9

B. Areas with same maximum rates on both types of accounts

I l lin o is
Bloomington................. 3.0 3.9 15.0 +  16 + 3 7 0 .3 1.4 3 .0
Champaign-Urbana . . 2 .5 3.7 15.7 +  8 + 4 0 a 0 .3 1.2
Chicago........................ 3 .0 3 .8 3 ,5 8 4 .5 +  7 + 2 1 36 .4 4 2 .0 141.4
Decatur......................... 3 .0 4 .0 13.0 + 5 3 + 6 1 0 .4 2 .6 2 .6
Springfie ld.................... 3 .0 4 .0 73 .3 +  9 + 2 0 2 .0 2 .4 3 .4

Io w a
Sioux C ity .................... 3 .0 4 .0 39 .5 +  4 +  19 1.1 2 .0 2 .7

M ic h ig a n
Port Huron................... 3 .0 4 .0 4 2 .3 +  5 +  10 1.9 1.4 3 .4
T o t a l ...................................... 3,783.3 +  7 +  21 42.1 52.1 157.7

II. Areas with increases in prevailing interest rates during 1962 only on time certificates: rates paid on
savings deposits lower than on time certificates

Il l in o is
Quad C itie s................. 3 .0 3.0 108.1 +  12 -  2 30.1 3 0 .4 5 4 .2

Io w a
Cedar Rapids............... 3.0 3 .0 50 .7 +  8 -  6 3 .0 2.1 10.0
Clinton........................... 2 .0 3.0 12.0 +  2 -  3 3 .5 3 .8 5 .9
Council B lu ff................ 3.0 3.0 19.8 +  7 -  6 0 .4 0 .5 5.4
Des M oines.................. 3.0 3.1 7 0 .3 +  6 -  2 1.4 1.6 18 .5
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Average interest rate Personal holdings of time
on savings deposits Savings deposit balances certificates of depositb

Urban areas

January 1,

1962 & 
1961 1963

December 
31,1960

Per cent change 

1961 1962

December 31, 
1960 1961 1962

(per cent) (million dollars) (million dollars)

Marshalltown. . ........... 3.0 3.0 10.8 +  12 - 1 2 0.6 0.5 3.6
Mason C ity. . . . . . . .  3.0 3.0 8.5 +  14 -  8 6.3 5.5 9.6
Muscatine............ . . . .  3.0 3.0 10.6 +  17 -  1 1.2 1.5 3.6
Ottumwa............. .........  2.0 2.0 9.4 -  6 - 1 9 2.0 2.6 6.6
W a te rlo o ............

Michigan

.........  3.0 3.0 15.0 +  8 -  1 1.9 1.5 5.6

Adrian............................ 3.0 3.0 11.6 +  9 +  1 1.3 1.9 3.8
Bay C ity .............. .......... 3.0 3.0 39.3 +  6 +  2 2.9 2.3 5.9
Jackson.............. .......... 3.0 3.0 45.6 +  4 +  2 4.9 4.5 9.5
Kalamazoo. . . . .......... 3.0 3.0 49.7 +  14 -  4 2.6 3.2 9.1
Muskegon...........

Wisconsin
.......... 3.0 3.0 49.9 +  8 +  1 3.6 3.6 9.5

Appleton........... .......... 3.0 3.0 26.9 +  7 -  5 1.9 2.5 8.7
Green Bay. . . . .......... 3.0 3.0 55.7 +  9 -  7 2.3 1.9 11.6
Kenosha............ .......... 3.0 3.0 44.1 +  3 0 0 0 4.9
Madison............ .......... 2.9 2.9 45.1 +  11 -  7 5.1 4.4 18.8
M anitowoc.. .  . .......... 3.0 3.0 19.0 +  8 -  2 a a 2.9
Milwaukee®. . . . . . . .  3.0 3.0 549.7 +  4 -  2 12.7 8.3 71.7
Racine................ ..........  1.9 1.9 50.4 -  5 - 1 1 5.0 5.5 15.2
Sheboygan. . . . .......... 3.0 3.0 35.7 +  16 -  9 5.7 3.2 11.8
To ta l................... 1,337.9 +  6 -  3 98.4 91.3 306.4

III. Areas with increases in prevailing interest rates during 1962 only on 
savings deposits lo w e r  than on time certificates

savings deposits: rate paid on

Indiana
Lafayette®.....................  2.0 2.5 19.2 +  2 +  14 10.3 11.7 10.3

IV. Areas with 
of accounts

prevailing interest rates unchanged during 1962: s a m e maximum rates on both types

Illinois
Danville.............
Indiana

.......... 3.0 3.0 17.0 + 2 8 +  13 0 0 0

Anderson.......... .......... 3.0 3.0 10.7 +  15 +  13 0.8 0.8 0.7
Fort W ayne. . . .......... 3.0 3.0 114.0 +  8 +  5 3.8 4.1 3.4
Gary-Hammond .......... 2.5 2.5 129.2 +  3 +  2 8.1 10.3 12.3
Indianapolis. . . .......... 3.0 3.0 227.2 +  9 +  8 1.4 1.3 0.7
Muncie............... .......... 3.0 3.0 20.3 +  5 +  6 1.7 3.6 4.9
South Bend. . . . .......... 2.5 3.0 125.8 +  10 +  10 7.5 8.7 6.9
Terre Haute. . . .......... 3.0 3.0 49.4 +  7 +  10 1.6 0.9 0.8
To ta l................... 693 .6 +  8 +  7 24 .9 29 .7 29 .7

Hess than $50,000.

bPer cent changes not shown owing to small amounts in 1960 in many instances.

‘Average interest rate on savings deposits in this area as of January 1963 was slightly higher than in early 1962.

Note: The interest rates shown are weighted. The most prevalent interest rates on savings deposits reported by individual 
banks in the area are weighted by the dollar volume of their deposits.
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Federal Reserve Bank o f Chicago

— continued from page 11 
at all banks within a given area. With few 
exceptions this was the case in areas having 
relatively small numbers of banks. In the 
large metropolitan areas which have many 
banks, however, rates varied among the 
banks, and this was true also in certain of 
the smaller areas.

For each area the total amount of savings 
deposits as of December 31, 1960, and rela
tive changes in 1961 and 1962 are shown. 
Only dollar amounts are given for personal 
holdings of time certificates, since in many 
areas these were so small in 1960 as to pro

duce misleadingly large percentage changes. 
Variations in the volume of time certificates 
held by individuals should be noted along 
with movements in savings deposit balances 
since there have been sizable transfers of 
funds between these accounts in some areas— 
Detroit and some other Michigan areas in 
1961, for example.

The data shown in table 2 are illustrative 
of a general tendency for the response to 
higher interest rates to diminish with the lapse 
of time after the interest rate change. As 
noted above, the most widespread changes in 
interest rates became effective January 1,

Table 2. Grow th of personal sav ings and time deposits tends to spurt after interest 
rate increase, then recede toward earlier growth rates

_________________ Personal time deposit balances*________________

December
Urban areas_________________ 31, 1960

(million dollars)

20 areas with increases in prevailing 
interest rates during 1962 on both 
savings and time certificates^............ 6,622.7

23 areas with increases in prevailing 
interest rates during 1962 only on 
time certificates.....................................  1,436.6

8 areas with prevailing interest rates 
unchanged during 1962........................ 718.5

Illinois, 9 areas.......................................  4,068.2

Indiana, 8 areas..................................... 731.0

Iowa, 12 areas.......................................  322.5

Michigan, 13 areas...............................  2,771.1

Wisconsin, 9 areas................................  885.0

Seventh District, 51 areas................. 8,777.8

Relative change
Full year First half

1961 1962 1961 

(per cent)
1962 1963

11 20 6 11 6

5 12 2 6 4

9 7 4 3 2
f t  I f

8

* *

22 4 13 6

8 7 4 3 2

6 14 5 10 5

14 16 9 8 6
4 10 0 4 4

* *

10

* *

17 5 9 6

14

“Savings deposits, plus personal holdings of certificates of deposit.

includes Lafayette, where prevailing interest rate increased during 1962 only on savings deposits. 

'Less than + 0 .5  per cent.
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Business Conditions, October 1963

Table 3. In flow s into personal time deposits related to sales of savings bonds and savings
and loan shares 

Major Gross inflow into Sales of
Gross inflow into share 

accounts of insured
urban areas® personal time deposits savings bonds savings and loans

1960 1961 1962 1960 1961 1962 19 6 0 b 1961 1962
(million dollars)

Areas with increases in prevailing interest rates during 1962 on commercial bank savings deposits, 
time certificates or both
Ann Arbor....................... ............ 29 32 42 3 4 2 20 28
Bay City.......................... ............  22 20 27 2 2 2 11 15
Cedar Rapids................... ............ 29 28 34 5 6 5 17 17
Champaign-Urbana.......... ............ 10 12 19 4 4 3 13 13
Chicago.......................... ............  1,797 1,967 2,730 200 215 192 1,884 2,072 2,218
Decatur........................... ............ 10 20 27 5 4 3 18 19
Des Moines...................... ............ 43 49 71 9 10 10 78 88 84
Detroit............................. ............  1,175 1,620 1,903 169 163 144 372 373 494
Dubuque.......................... ............  15 17 18 3 4 4 4 4

Flint................................ ............  116 137 178 22 20 30 10 15
Grand Rapids.................. ............ 164 191 261 7 7 8 25 30
Green B a y ...................... ............ 32 32 40 2 2 2 11 10
Jackson........................... ............ 34 29 33 3 3 4 11 12
Kalamazoo...................... ............ 66 67 66 2 2 2 49 46
Kenosha .......................... ............ 25 22 27 5 4 3 10 10
Lansing........................... ............  72 91 133 7 7 5 7 9
Madison.......................... ............ 30 31 44 4 4 4 48 45
Milwaukee....................... ............ 295 294 373 33 34 33 253 268 291

Muskegon........................ ............ 29 33 39 2 2 2 12 13
Peoria............................. ............  47 61 84 4 4 5 67 69
Quad Cities..................... ............ 66 77 103 9 9 7 30 31
Racine............................. ............  28 29 35 3 3 2 22 23
Rockford.......................... ............  47 47 55 5 5 5 32 36
Saginaw ......................... ............ 39 40 56 5 5 5 28 27
Sioux City........................ .................  16 19 23 4 4 4 19 18
Springfield...................... ............  37 40 49 4 5 4 18 20
W aterloo........................ ............ 10 20 15 4 4 3 23 22

To ta l........................................ ................ 4,285 5,023 6,482 523 534 492 3,305 3,617

A re a s  w ith  p re v a il in g  

Fort W ayne .....................

in te re s t  ra te  u n c h a n g e d  d u r in g  1962 
.............  58 58 57  6 7 6 25 32

Gary-Hammond............... ............  75 75 76 16 15 15 107 113
Indianapolis..................................  119 123 132 20 20 24 90 94 107
Muncie.........................................  13 15 14 2 2 3 25 26
South Bend...................... .............  69 7 7 79 12 11 13 29 30
Terre Haute..................................  20 19 23 3 3 4 10 10

To ta l.......................................................... 354 366 381 60 58 65 291 317

includes only metropolitan areas for which bond sales and savings and loan data are available. 
b1960 data available only for five large areas. 15
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Federal Reserve Bank of Chicago

1962. The major impact on rate of growth of 
personal savings and time deposits occurred 
in the next few months. This is evident when 
rates of growth for individual groups of urban 
areas are compared for the first six months 
of each of the past three years.

The greater inflow of funds into savings 
and time deposits in areas where rates were 
boosted in 1962 appears to have been related

in part to reduced sales of savings bonds and 
possibly to a smaller growth of inflow to sav
ings and loan associations than would have 
occurred otherwise (table 3). Corporate 
holdings of time deposits increased relatively 
more than personal savings and time deposits 
in 1962 but, like the personal holdings, rose 
less rapidly in the first half of 1963 than in the 
year-earlier period ( table 4 ).

Table 4. Corporate ho ld ings of tim e deposits at banks in Chicago more than doubled 
during 1962; large gains in corporate deposits were reported also by banks in other major 
cities—Detroit, Milwaukee and Des Moines.

_________________________________ Corporate time deposit balances___________
Dollar change

Urban areas
December 
3 1 ,1 9 6 0

Full
1961

year
1962 1961

First half 
1962 1963

(million dollars) (million dollars)

Illinois
Chicago....................................... 28 298 344 219* 250 133
Total, excluding Chicago. . . . 10 12 12 8 8 3
Total, 9 areas............................. 37 311 356 227 258 136

Indiana
Indianapolis................................. 9 3 -  3 4 1 2
Total, excluding Indianapolis. 10 7 b 5 -  1 1
Total, 8 areas............................. 18 9 -  3 9 -  1 3

Iowa
Des M oines................................. 2 b 6 2 5 -  1
Total, excluding Des Moines. 11 6 5 4 6 3
Total, 12 areas........................... 13 6 11 6 12 2

Michigan
D etro it.......................................... 26 48 96 36* 68 98
Total, excluding D etro it.......... 27 10 37 10 26 5
Total, 12 areas.......................... 53 59 133 47 93 103

Wisconsin
Milwaukee................................... 8 30 23 21* 7 -  2
Total, excluding Milwaukee. . 7 6 8 4 5 5
Total, 9 areas............................. 15 36 32 26 12 3

Seventh District, 51 areas. . . . . 137 422 528 314 375 246

•Excludes the issuance of time certificates to a large nonfinancial corporation and the subsequent maturing o f these 
certificates— a transaction not primarily motivated by interest rate considerations.

bLess than 0.5  million dollars.
16

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




