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T h e  E u r o - D o l l a r  M a r k e t :  

A n  E l e m e n t  i n  M o n e t a r y  P o l i c y

T h e  very  rap id  exp an sion  of th e  E uro-dollar  
m arket during th e  la s t d ecad e  and  its  p resen t 
s ize  h ave  earned  it  a  prom in en t p o sitio n  in  in ter
n a tion a l financia l affairs. A lth ou gh  a var ie ty  of  
factors h ave  figured in  th e  m ark et’s form ation , 
th e  re la tiv e  ab sen ce  of governm enta l regu la tion  
and  freedom  from  in stitu tio n a l r ig id itie s  h ave  
b een  th e  sine qua non for its  ex is ten ce  and  
grow th. C on versely , th e  broad in tern a tion a l char
acter o f th e  m arket and  th e  w id e  freedom  under  
w h ich  it  op erates h ave  ad ded  to  th e  co m p lex ity  
of m on etary  p o licy  d ec is io n s in  m an y  countries. 
T h is  artic le  exp lores som e o f th e  in teraction  o f  
th e  E u ro-dollar m arket w ith  m on etary  p o licy  
variab les in  th e  U n ite d  S ta tes , sp ec ifica lly  bank  
reserves and  cred it a v a ila b ility , in terest rates  
and  in terest ra te  p o licy , b a lan ce  o f p aym en ts  
and  gold  flow s, and  official foreign  exch an ge  
operations.

A D efin ition  o f  E u ro-d o llars

E u ro-d o llars are gen era lly  in terest-b earin g  bank  
d ep osits, d en om in ated  in  U .S . dollars, th a t are  
p laced  w ith  banks o u ts id e  th e  U n ite d  S ta tes. 
S u ch  d ep o sits  are created , for exam p le, w h en  a 
B ritish  exp orter h o ld in g  a  do llar d ep o sit a t a 
bank in  th e  U n ite d  S ta te s  transfers it  to  a foreign  
bank or branch o f a U .S . bank in  L ondon. T h e  ex-
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porter th en  rece ives a  d o llar  c la im  on  th e  L ondon  
bank, u su a lly  as a tim e  d ep osit. T h e  L ondon  bank  
in  turn becom es th e  ow n er o f th e  orig in a l dollar  
d em and  d ep o sit a t  th e  bank  in  th e  U .S . T h e  orig 
inal do llar d ep o sit  rem ain s in  th e  A m erican  ban k
in g  sy stem , b u t a  E uro-d o llar  d ep o sit  is  created  
abroad. T h e  L on don  bank  m a y  e ith er  len d  th e  
fu n d s acqu ired  to  a n onb an k  cu stom er or re
d ep o sit th em  w ith  an oth er  E u ro-d o llar  bank. 
O ften  th e  E u ro-d o llar d ep o sit  is  u sed  for pur
ch asin g  other curren cies to  finance trade or for 
other purp oses. A lth ou gh  th e  num b er o f tim es  
th e  fu n d s are traded  d oes n o t ch an ge  th e  to ta l 
vo lu m e o f d ep o sits  in  th e  U .S ., each  n ew  ow ner  
m ay  sh ift th e  orig in a l d ep o sit  from  o n e  U .S . 
bank to  another.

B a la n ces  d en om in ated  in  oth er  m ajor curren
c ie s  (e .g ., B r itish  p ou n d s an d  S w iss  francs) are 
a lso  d ep o sited  in  bank s o u ts id e  th eir  cou n try  of 
is su e  and  are traded  in  e sse n tia lly  th e  sam e m an 
ner a s  E uro-d ollars. S u ch  fu n d s are  o ften  in ter
tw in ed  w ith  E u ro-d o llar  tran saction s in  th e  
broader E u ro-currency  m arket. H ow ever, do llars  
co n stitu te  th e  d om in an t trad ing  currency . A c
tu a lly , th e  E u ro-dollar m ark et is  n o t s im p ly  a  
E u rop ean  p h en om en on  s in ce  ban ks a ll over the  
globe p articip ate; for exam p le , C an ad ian  and  
J a p a n ese  ban ks are p articu lar ly  active .

O rigin an d  C h a r a c te r is t ic s

T h e  E u ro-dollar m arket is  a h ig h ly  com p etitive , 
flex ib le  m on ey  m arket in  w h ich  short-term  fu n d s  
o ften  m ove very  rap id ly . In  fact, th e  a b ility  to
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b y p a ss in stitu tio n a l an d  regu latory  r ig id itie s  ap 
p ears to  h ave  b een  an  im p ortan t stim u la n t to  th e  
m ark et’s  orig in  and  ear ly  grow th. I t  is  g en era lly  
b e liev ed  th a t th e  E u ro-d o llar m arket started  w h en  
banks from  severa l E a st E u rop ean  cou n tries  
began  p lac in g  dollar d ep o sits  in  C on tin en ta l 
b anks for fear th a t a ccou n ts in  U .S . bank s m ig h t  
be a ttach ed . O ther W estern  E u rop ean s soon  
began  to  p a rtic ip a te  in  th e  m arket b eca u se  o f th e  
co n v en ien t lo ca tio n  and  low er co st o f th ese  funds, 
w h ich  cou ld  be o b ta in ed  m ore ch ea p ly  th an  in  
th e  U n ite d  S ta tes.

T h e  m arket received  a  b oost in  1957 w h en  th e  
U n ite d  K in gd om , to  p rotect ster lin g  from  m ark et  
pressures, restr icted  ster lin g  a ccep tan ce  cred its  
to  financing  o n ly  B ritish  foreign  trade. In  order  
n o t to  lo se  o ther esta b lish ed  b u sin ess, B r itish  
banks sw itch ed  to  offering dollar cred its an d  a c 
quired  th e  fu n d s from  th e  C on tin en ta l do llar  
m arket.

T w o  a sp ects  o f U .S . b an k in g  regu la tion  h a v e  
a lso  g iven  im p etu s to  th e  m ark et’s  grow th. T h e  
in terest rate  ce ilin g s  on  tim e  d ep o sits  im p osed  
un der R eg u la tio n  Q en cou raged  a  flow  o f funds  
in to  th e  E uro-dollar m arket after 1958 w h en  rates  
in  th a t m arket rose su b sta n tia lly  ab ove th e  m ax i
m um  th a t U .S . banks w ere p erm itted  to  p a y  on  
tim e  d ep o sits  in  th is  co u n try .1 T h e  a b ility  o f  
E u ro-d o llar bank s to  p a y  a ttractive  rates on  very  
short m a tu r ities  h a s a lso  draw n fu n d s from  U .S . 
banks, p roh ib ited  from  p a y in g  in terest on  dem and  
and  tim e  d ep o sits  o f le ss  th an  30  d a y s’ m atu rity .

In  a d d itio n  to  th ese  con sid eration s, certa in  as-

lOn October 15, 1962, foreign official time deposits were 
exempted by law from the interest rate regulation provi
sions of Regulation Q for a three-year period. In 1965 the 
exemption was renewed until October 15, 1968.
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p ec ts  o f U .S . bank ing  regu la tion s h ave a lso  s tim 
u la ted  U .S . bank s’ d em and  for E uro-dollar funds. 
T h u s, exem p tion  o f lia b ilit ie s  to  foreign  branches  
o f U .S . b anks from  R eg u la tio n  Q in terest ce ilin g s  
h a s perm itted  banks to  p ay  h igh er rates for E uro
d o llars w h en  lim ited  b y  R eg u la tio n  Q in  b idd in g  
for d om estic  funds. F urtherm ore, even  if  rates on  
relevant d o m estic  in stru m en ts are below  R eg u 
la tio n  Q ce ilin gs , th e  ab sen ce o f reserve require
m en ts and  F D IC  ch arges a ga in st lia b ilit ie s  to  
foreign  b ranches m a y  provide an  in cen tiv e  to  a c
quire such  fu n d s even  a t s lig h tly  h igh er rates.

T h e  return to  n on resid en t co n vertib ility  in  
m an y  E u rop ean  cou n tries in  1958 and  further  
red u ction  in  exch an ge con tro ls a lso  en h an ced  
th e  m arket’s grow th. W ith  th ese  d evelop m en ts, 
in tern ation a l tran saction s cou ld  tran sp ire in  a  
re la tiv e ly  freer atm osp h ere  than  form erly. F ur
therm ore, it  b ecam e p o ss ib le  for som e person s  
to  con d u ct in tern ation a l tran saction s under few er  
con stra in ts th an  characterized  d om estic  opera
tions.

A part from  th e  re la tive  ab sen ce o f govern
m en ta l regu lation , th e  E uro-d ollar m arket h as  
d evelop ed  con sid erab le  in stitu tio n a l flex ib ility . 
T ran saction s am on g  ban ks are u su a lly  m ad e b y  
te lep h on e  or te lex  and  la ter  confirm ed in  w riting. 
T h ese  in terbank  tran saction s are u n secu red  and  
th ereb y  rest on  th e  stren gth  o f a borrow er’s  rep 
u tation . T ran saction s can  be e a s ily  ta ilored  to  
d esired  m atu rities, e sp ec ia lly  in  short-term  ranges. 
W ith  such  fac ilitie s , red ep osits o f E uro-dollar  
fu n d s b etw een  banks can  b u ild  up  very  rap id ly  
in to  a lon g  chain , so m etim es w ith in  a  few  hours.

B orrow ers can  o ften  ob ta in  E uro-dollars a t low 
er rates than  in  d o m estic  m arkets, w h ile  len d ers  
u su a lly  earn h igh er rates on  E u ro-dollar d ep o sits  
th an  on  com p etitiv e  in vestm en ts. T h is  p o ss ib ility  
ex is ts  b ecau se  banks d ea lin g  in  E u ro-dollars o p 
erate on  m uch  narrow er m argin s than  in  their  
a c tiv itie s  in  d o m estic  currencies. T h e y  are ab le  
to  do so  b ecau se  o f th e  w h o lesa le  n atu re o f th e  
m arket and  b ecau se  th e  extra overhead  co st of 
ad d in g  E uro-d ollar op eration s to  a lread y  estab 
lish ed  foreign  exch an ge op eration s is  sm all.

T h e  w id e  v ar ie ty  o f sou rces and  u ses  o f E u ro
dollar fu n d s reflects and  en h an ces th e  versa tility  
o f th e  m arket. F u n d s are contributed  b y  corpora
tio n s and  in d iv id u a ls, com m ercia l banks, central 
banks, and, a t tim es, th e  B an k  for In tern ation a l 
S ettlem en ts. T h e y  are u sed  for financing com 
m ercia l tran saction s and  foreign  in vestm en t of 
U .S . corporations, im provin g  th e  liq u id ity  of head  
offices o f A m erican  banks w ith  overseas branches, 
an d  m aking  lo a n s to  secu r ity  d ea lers and  brokers 
in  th e  U n ite d  S ta tes.
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T h is  in stitu tio n a l fram ew ork and  th e  re la tive  
freed om  from  govern m ental regu la tion  h ave  thu s  
m ad e p o ss ib le  a  m arket in  w hich  fu n d s are read
i ly  a v a ilab le  a t a ttractive  rates to  a  w id e  variety  
o f borrow ers. C on seq u en tly , th e  E uro-dollar m ar
k et h as n o t o n ly  exp osed  bank s in  d om estic  m ar
k ets to  con sid erab le  co m p etitio n  in  th e  borrow 
in g  and  len d in g  o f short-term  fu n d s but h as prob
a b ly  fa c ilita ted  th e  flow  of fun ds from  on e cou n 
try  to  an oth er  a s len d ers search  for h igh er re
turns. T h u s, th e  E u ro-dollar m arket h a s broad
en ed  con sid erab ly  th e  d im en sio n s un der w hich  
m on etary  p o licy  cu stom arily  operates.

In tera ctio n  o f  th e  E uro-dollar  
M arket w ith  U .S . P o licy  V a r ia b les

M o n eta ry  p o licy  seek s to  fu lfill it s  a im s through  
op en  m arket p u rch ases and  sa les, m a in ly  o f U .S . 
G overnm ent secu r itie s , d iscou n t op eration s, and  
ch an ges in  reserve requirem ents. B y  coord in atin g  
th ese  in stru m en ts, th e  F ed era l R eserv e  S y stem  
in flu en ces bank reserves, in terest rates, an d  th e  
general a v a ila b ility  o f cred it in  a  con tin u ou s e f
fort to  a ch iev e  ord erly  econ om ic  grow th and  
stab le  p rices. O pen  m arket an d  d isco u n t opera
tion  and  reserve requ irem ent ch an ges m ay  a lso  
affect th e  in tern a tion a l flow  o f cap ita l and  th e  
b a lan ce  o f p aym en ts. In  ad d ition , th e  S y stem  
a ttem p ts to  in flu en ce short-term  in tern a tion a l 
cap ita l flow s an d  to  sm ooth  o u t abrupt chan ges  
in  foreign  exch an ge rates through  foreign  cur
ren cy  op eration s.

B eca u se  tran saction s in  th e  E u ro-d ollar m ar
k et in flu en ce bank reserves, in terest rates, and  
cred it a v a ila b ility , th ey  are h av in g  an  in creasin g  
effect on  d om estic  cred it co n d itio n s and  m on e
tary  p o licy  d ec is ion s. F urtherm ore, th e  com p lex  
in teraction  o f th e  E u ro-dollar m arket w ith  in ter
n a tion a l cap ita l flow s and  foreign  exch an ge  trans
actio n s h a s m ad e it  a  con sp icu ou s factor in  p o licy  
d ec is io n s  d irected  tow ard in flu en cin g  th e  b a lan ce  
o f p a y m en ts an d  in  cen tra l bank cooperation .

B a n k  R e se rve s and  C red it A va ila b ility  T h e  S y s 
tem  a im s th e  bu lk  o f it s  op eration s a t chan g in g  
bank reserves, a  variab le  w h ich  th e  E uro-dollar  
m arket m a y  affect in  con trastin g  w ays. In  recen t 
y ears th e  practice  o f borrow ing E u ro-dollars  
through  foreign  bran ch es h a s en ab led  som e A m er
ica n  banks to  in crease  their liq u id ity  tem porarily; 
i.e ., th e  E u ro-d o llar m ark et h a s prov id ed  som e  
b anks w ith  an  ad d itio n a l sou rce  o f short-term  
funds. A s p rev iou sly  m en tion ed , foreign  branches  
o f U .S . banks so lic it  E u ro -d ep osits w ith o u t th e  
in terest ra te  restr ic tion s a p p ly in g  to  p rivate ly -

h e ld  tim e d ep o sits  in  th e  U .S ., an d  acq u is itio n s o f 
su ch  fu n d s b y  h ea d  offices are free from  in terest  
restr iction s, reserve requ irem ents, an d  F D IC  
charges. S in ce  U .S . banks can n ot p a y  in terest on  
d ep o sits  o f le s s  th an  30  d a y s ’ m a tu r ity  an d  are  
restr icted  from  p a y in g  in terest ab ove R eg u la tio n  
Q ce ilin g s  on  tim e d ep o sits , th e  ab sen ce  o f th ese  
restr iction s on  lia b ilit ie s  to  foreign  branches g ives  
th ose  banks w ith  bran ch es greater flex ib ility  in  
acqu iring  short-term  funds.

D u r in g  severe  cred it s tr in g en cy  in  th e  la tter  
part o f 1966, banks w ith  foreign  b ranches b id  
h ea v ily  in  th e  E uro-d o llar  m ark et to  o ffset lo sses  
of short-term  fu n d s in  th e  U .S . through  C D  run
offs. In  fact, l ia b il it ie s  to  foreign  bran ch es d ou
b led  to  $4 b illio n  durin g  th e  period . T h u s, th e  
a v a ila b ility  o f E u ro-dollar fu n d s to  som e banks 
served  to  cu sh ion  th em  p artly  from  restr ic tive  
m on etary  p o licy .

A lth ou gh  tak in gs o f E u ro-d o llars fe ll off n ear ly  
$1 b illio n  in  th e  first h a lf  o f 1967 w ith  a  m ore  
stim u la tiv e  m on etary  p o licy , th is  a c tiv ity  seem s  
to  h ave  reached  a  p erm an en tly  h igh er  le v e l than  
th at ex is tin g  prior to  1966 an d  in creased  even  
further in  1968 a g a in st th e  background of t ig h t
en in g  cred it con d ition s. B y  m id year, th ese  tak 
in gs to ta led  a p p rox im ate ly  $6  b illion . A p p aren t
ly , banks ab le  to  acq u ire E u ro-d o llar fu n d s now  
look  a t th is  m arket as a n  im p ortan t a ltern a tive  to  
C D ’s and  F ed era l fu n d s as a  source o f liq u id ity . 
In  fact, th e  d esire  to  ga in  access  to  th is  m arket 
h as stim u la ted  a  rush to  e sta b lish  n ew  foreign  
b ranches b y  banks w h ose  op era tion s h a v e  n o t  
b een  ex ten d ed  abroad p rev iou sly . S o m e reports 
in d ica te  th at banks w ith o u t foreign  branches are 
even  exp lorin g  m eth od s to  acqu ire E uro-dollar

DESPITE SOME WIDE SWINGS. LIABILITIES OF U.S. BANKS TO THEIR 
FOREIGN BRANCHES HAVE ACCELERATED RAPIDLY SINCE 1966.
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fu n d s w ith ou t esta b lish in g  foreign  branches. In  
ad d ition , U .S . bank s borrow  E u ro-d o llars to  k eep  
their  n am e in  th e  m arket or to  o ffse t th e  lo ss  of 
d ep o sits  to  com p etitors w ho m ig h t b e  b id d in g  in  
th e  m arket.

A lth ou gh  th e  a cq u is itio n  o f E u ro-d o llars  
through  foreign  bran ch es m a y  im prove th e  a v a il
a b ility  o f fu n d s to  in d iv id u a l banks, it  d oes n o t 
n ecessa r ily  in crease  to ta l reserves in  th e  U .S . 
bank ing  sy stem . N ev erth e less , i t  d oes red uce re
qu ired  reserves b y  th e am ou n t n eed ed  a g a in st  
ord in ary  d ep osits, th ereb y  en ab lin g  banks to  
u tiliz e  th e ir  reserves m ore fu lly  for acquiring  
earn ing  a ssets. O f course, to ta l reserves m ay  be  
red istr ib u ted  aw ay  from  other ban ks in  favor o f  
ban k s w ith  foreign  branches.

U n d er  certa in  c ircum stan ces, to ta l reserves  
cou ld  increase. F or in stan ce, cen tra l b anks m ay  
draw  d o llars from  th e  F ed era l R eserve  under  
ex is tin g  sw ap  cred it arrangem ents to  in terven e  in  
th e  foreign  exch an ge  m arkets. S om e o f th ese  
fu n d s m a y  en ter  th e  E uro-dollar m arket. S im ila r
ly , th e  B an k  for In tern a tion a l S e tt lem en ts  m ay  
draw  on  it s  sw ap  lin es  w ith  th e  S y stem  for th e  
exp ress p u rpose of p lac in g  fu n d s in  th e  m arket. 
W h en  su ch  op eration s co n stitu te  th e  sou rce  of  
E u ro-d o llar fu n d s acquired  b y  com m ercia l banks  
in  th e  U .S ., to ta l reserves in crease  u n le ss  o ffset  
b y  d o m estic  m on etary  p o licy .

N e ith er  d o es th e  flow  o f fun ds in to  th e  E u ro 
d o llar  m arket ch an ge to ta l reserves in  th e  U .S . 
b ank ing  sy stem , s in ce  E uro-dollar banks or their  
cu stom ers s t ill m a in ta in  an  u n d er ly in g  dem and  
d ep o sit  in  banks in  th e  U n ite d  S ta tes . H ow ever, 
in creased  E u ro-d o llar tran saction s m a y  ch an ge  
th e  d ep o sit structure o f som e banks b y  su b stitu t
in g  a  m ore v o la tile  d em and  d ep o sit for a ty p ic a lly  
le s s  v o la tile  tim e  d ep osit. A s a resu lt, bank s m ay  
h ave  to  m a in ta in  a m ore liq u id  p o sitio n  a ga in st  
th e  p o ten tia l increase  in  d ep o sit v o la tility . T h e  
h igh er v o la t ility  stem s from  th e  rap id  rate a t  
w h ich  E uro-dollar fu n d s ch an ge h an d s an d  is  
con seq u en tly  reflected  in  th e  sh ift  o f th e  under
ly in g  b a lan ces from  on e U .S . b ank  to  another.

In te rest R a te s A lth ou gh  in flu en cin g  th e  reserve  
p o sitio n  o f U .S . banks co n stitu tes  th e  m ajor  
th ru st o f U .S . m on etary  p o licy , th e  S y stem  is  
a lso  in stru m en ta l in  m od ify in g  th e  behavior of 
in terest ra tes for both  d om estic  an d  in tern a tion a l 
reasons.

C h an ges in  th e  structure o f in tern a tion a l in 
terest ra tes con cerns m on etary  p o licy  c h ie f ly  
through  its  im p act on  in terest-sen sitiv e  cap ita l 
flow s w h ich  m ay  a ffect th e  b a lan ce o f paym en ts. 
A t lea s t tw o con sid era tion s su g g est th e  E u ro 

dollar m arket m ay  h ave en h an ced  th e  in terest- 
se n s itiv ity  o f in tern ation a l short-term  cap ita l 
flow s. F irst, th e  E uro-dollar m arket p rov id es an  
a d d ition a l ch an n el for in tern a tion a l flow s o f fu nds  
th a t m ay  su p p lem en t rather th an  su b stitu te  for 
other ch an n els . I t  h a s b een  p o in ted  ou t th a t som e  
U .S . resid en t fu n d s th a t probably  w ou ld  n o t h ave  
b een  in v ested  in  oth er  foreign  m o n ey  m arket  
a sse ts  flow ed in to  E uro-dollars, in  part b ecause  
E uro-d ollar in v estm en ts require n o  forw ard cover  
ag a in st foreign  exch an ge  risk s.2 F urtherm ore, 
som e foreign  fu n d s d ep o sited  in  E uro-dollars  
m igh t n o t be d irec tly  in vested  in  th e  U n ite d  
S ta tes  (e .g ., fu n d s h e ld  b y  E a stern  E u rop ean  
ban k s) and  som e borrow ers o f E uro-dollars m igh t  
n o t h ave  equal access  to  th e  U .S . m o n ey  m arket. 
Secon d , th e  s ize , com p etitiven ess, and  flex ib ility  
of th e  E uro-d ollar m arket h ave fa c ilita ted  th e  
m ovem en t o f liq u id  fu n d s b e tw een  countries. 
T h u s, b y  in creasin g  th e  degree o f  fin an cia l in ter
m ed ia tion  b etw een  n a tion a l m on ey  m arkets, th e  
E uro-dollar m ark et m a y  h ave  ad d ed  s ign ifican tly  
to  th e  resp on siven ess o f short-term  cap ita l flow s  
to  in terest d ifferen tia ls b etw een  th e  U n ite d  S ta tes  
and  m on ey  m arkets abroad.

T h e  app aren t in crease  in  th e  se n s itiv ity  of  
short-term  cap ita l flow s to  in terest d ifferen tia ls  
created  con sid erab le d ifficu lty for U .S . m on etary  
m an agem en t in  th e  ear ly  1960’s. In  a d d itio n  to  
several o ther factors, h igh er rates in  th e  E u ro
dollar m ark et than  on  com parable short-term  
in v estm en t m ed ia  in  th e  U n ite d  S ta te s  con 
tr ib u ted  to  th e  d istu rb in g  outflow  o f liq u id  funds  
from  th is  coun try . U .S . m on etary  p o licy  w as d e 
sign ed  to  reduce th ese  in terest in cen tives, in c lu d 
in g  th ose  re la ted  to  con d ition s in  th e  E uro-dollar  
m arket, b y  severa l m eans: F irst, i t  d id  n o t p erm it 
U .S . short-term  in terest rates to  d ec lin e  to  lev e ls  
p erm itted  in  prev iou s U .S . b u sin ess  contractions. 
Secon d , it  ra ised  R eg u la tio n  Q to  d iscourage an  
outflow  of fu n d s abroad from  U .S . C D ’s. F in a lly , 
tim e  d ep o sits  h e ld  b y  foreign  official in s titu tio n s  
w ere exem p ted  from  R eg u la tio n  Q in terest c e il
in gs to  a llow  banks to  p a y  in tern a tion a lly  com 
p e titiv e  rates to  reta in  such  d ep osits.

F lo w s o f fu n d s b etw een  th e  U n ite d  S ta te s  and  
th e  E uro-dollar m arket m a y  h a v e  a  m ore d irect

-An investor selling one currency (e.g., dollars) and pur
chasing another currency (e.g., pounds) for the purpose of 
making a temporary investment in the latter currency will 
ordinarily engage in a parallel transaction to sell forward 
the proceeds of the investment at its maturity date for the 
original currency at a fixed rate. This forward cover thereby 
protects the investor from the risk of loss arising from a 
future change in the exchange rates of the two currencies. 
Because U.S. residents investing in Euro-dollars make no 
currency conversion, no forward cover is needed.
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im p act on  in terest rates in  th e  U n ite d  S ta tes . 
F or in stan ce , w hen  in vestors red u ce h o ld in g s of  
U .S . m on ey  m arket in stru m en ts (e .g ., T reasu ry  
b ills  and  C D ’s )  to  p la ce  fu n d s in  E uro-dollars, 
rates for su ch  in stru m en ts cou ld  co n ce ivab ly  be  
affected .

B a la n ce  of P aym e n ts and  U .S . Gold  F low s T h e
S y stem ’s in tern a tion a l p o licy  is  con cern ed  d i
rec tly  w ith  cap ita l flow s b etw een  th e  U .S . an d  
foreign  cou n tr ies an d  a lso  con sid ers th e  broader  
d evelop m en ts a ffectin g  long-run  b a lan ce  in  our  
in tern a tion a l p a y m en ts an d  ch an ges in  th e  U .S . 
gold  stock .

T h e  im p act o f th e  E u ro-dollar m arket on  th e  
U .S . b a lan ce  o f p a y m en ts and  go ld  flow s h as  
b een  com plex . U n d er  th e  liq u id ity  d efin ition , 
sh ifts  o f A m erican -h eld  fu n d s to  th e  E u ro-dollar  
m arket ad d  to  th e  b a lan ce-o f-p aym en ts deficit, 
s in ce  such  sh ifts  in crease  liq u id  c la im s on  resi
den ts  o f th is  country. For exam p le, h igh er  y ie ld s  
on  E uro-d o llar  d ep o sits  in  the ear ly  1960’s a t
tracted  fun ds from  U .S . resid en ts, p rim arily  cor
porations, an d  ad d ed  to  th e  liq u id ity  deficits . 
S u b seq u en t b a lan ce-o f-p aym en ts program s con 
stra in in g  cap ita l outflow s o f U .S . corporations  
h ave  ten d ed  to  retard  th is  ty p e  o f outflow  sin ce
1965.

T h e  liq u id ity  b alan ce, how ever, rem ains u n 
chan ged  b y  th e  m ovem en t o f foreign -h eld  funds  
from  U .S . m o n ey  m arket a sse ts  in to  E uro-dollars. 
Su ch  m ovem en t m ere ly  transfers ow nersh ip  of 
liq u id  c la im s on  U .S . resid en ts  from  on e foreigner  
to  another. B u t if  a sh ift  o f fu n d s from  U .S . a s 
sets, w hether b y  A m erican  resid en ts  or foreign 
ers, in to  E u ro-d o llars resu lts in  in creased  cen tra l 
bank h o ld in g s o f d o llars, th e  official se ttlem en ts  
d efic it is  en larged .

A n  o ffse ttin g  in flu en ce to short-term  outflow s, 
how ever, h a s b een  th e  su b stitu tio n  o f E u ro-dollar  
fu n d s for U .S . bank  lo a n s to foreigners. T h e  re la 
tiv e ly  low  cost and  read y  a v a ila b ility  o f fu n d s  
h ave  en couraged  foreign  banks, traders, and  over
seas su b sid iar ies  of U .S . corporations to  turn  to  
E u ro-d o llars for short- and  m ed ium -term  fin an c
in g  rather than  ob ta in  fu n d s d irec tly  from  U .S . 
banks. T h e  resu ltin g  red u ction  in  U .S . cap ita l 
ou tflow s red ou n d s to th e  b en efit of th e  U .S . p a y 
m en ts b a la n ce  in  th e  short-run. O f course, earn 
in g s foregone on U .S . bank  loan s to  foreigners, 
w h ich  w ou ld  b en efit th e  b a lan ce o f p a y m en ts in  
th e  long-run, are a lso  lo s t if  E u ro-d o llar banks  
m ak in g  th ese  loan s are n o t branches o f U .S . banks.

T o  th e  ex ten t th a t E u ro-d o llars h ave  provided  
financin g  for overseas in v estm en ts of U .S . cor
poration s th a t m ig h t o th erw ise  h a v e  been  difficult 
to  ob ta in  in  lig h t o f b a lan ce-o f-p aym en ts pro

gram s, fu ture reflow s o f earn in gs from  d irect in 
vestm en ts  abroad w ill co n tin u e  to  b enefit th e  
U .S . p a y m en ts balan ce.

T h e  E u ro-d o llar  m ark et h as in flu en ced  th e  
com p osition  of U .S . b a lan ce-o f-p aym en ts d efic it  
fin ancing  and  lik e ly  h a s red u ced  th e  U .S . gold  
outflow  in  severa l w ays. W h en  short-term  lia b ili
t ie s  of U .S . resid en ts  fa ll in to  th e  h an d s of  
foreign  official in s titu tio n s , th e y  b ecom e m ore d i
rect p o ten tia l c la im s on  U .S . gold . T h e  E u ro 
dollar m arket h as p rov id ed  a profitab le in vestm en t  
o u tle t for p rivate  liq u id  dollar fu n d s th a t m igh t  
oth erw ise  h a v e  b een  so ld  to  foreign  cen tra l banks  
or u sed  to  acqu ire other foreign  currencies. A d 
d itio n a l do llar fu n d s rem ain  w ith  p rivate  foreign 
ers b ecau se  bank s in  th e  E u ro-d o llar  m ark et 
m ain ta in  d o llar w ork in g  b a lan ces an d  co n tin 
gen cy  reserves for their  E u ro-d o llar  operations.

U .S . b an k s’ a cq u is itio n  o f foreign  dollar h o ld 
in g s v ia  th e  E u ro-d o llar  m arket h a s probably  
been  anoth er factor in  red u cin g  th e  dollar h o ld 
in g s of cen tra l banks. R a p id  in creases in  U .S . 
b an k s’ d em an d  for E u ro-d o llars h a v e  a t tim es  
in d u ced  E u ro-d o llar ban ks to  secu re  ad d ition a l 
dollars from  foreign  cen tra l banks. S in ce  such  
tran saction s sh ift  d o llars from  foreign  centra l 
ban ks to  p riva te  h an d s, th e  b a lan ce  o f p aym en ts  
ca lcu la ted  on  th e  official se ttlem en ts  b asis  
benefits.

Foreign  E xch an ge  O pera tion s S in ce  th e  early  
1960’s, th e  F ed era l R eserve  S y stem  h as a c tiv e ly  
en gaged  in  foreign  exch an ge  op eration s, p rim arily  
through  th e  cen tra l ban k  sw ap  netw ork. T h e  
E uro-d ollar m arket h a s p la y e d  a p rogressively  
m ore im p ortan t ro le  in  th ese  op era tion s in  re 
cen t years. T h e  large s ize  of th e  m arket and  the  
su b stan tia l p artic ip a tion  b y  com m ercia l banks of 
severa l cou n tries m ean s th a t s ign ifican t ch an ges  
in  th e  su p p ly  o f or dem an d  for E u ro-d o llar fun ds  
m ay  p la ce  severe  p ressure on  foreign  exch an ge  
rates, th ereb y  en ta ilin g  cen tra l bank  in terven tion .

F or in stan ce , th e  y ear-en d  “w in d ow -d ressin g” 
op era tion s o f certa in  E u rop ean  com m ercia l banks, 
m a in ly  in  G erm an y an d  S w itzerlan d , a t tim es  
have created  d istu rb in g  sea so n a l p ressu res in  the  
foreign  exch an ge  m arkets. T h ese  banks often  
liq u id a te  tem p orarily  E u ro-d o llar  in v estm en ts  so  
th a t a  h igh  proportion  o f th eir  liq u id  a sse ts  w ill 
be d en om in ated  in  th eir  d o m estic  cu rren cies at 
th e  en d  o f th e  year.

Su ch  liq u id a tio n s u su a lly  p la ce  upw ard stress  
on  th e  exch an ge  ra tes for G erm an m arks and  
S w iss  francs. A t th e  sam e tim e, th e  resu ltin g  
sh ortfa ll in  th e  su p p ly  o f fu n d s to  th e  E u ro 
dollar m ark et p u ts  upw ard  p ressure on  in terest

106 M O N T H LY  R E V IE WDigitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



rates there and  ten d s to  p u ll fu n d s aw ay  from  
in v estm en ts in  o ther currencies.

T o  cou n teract th ese  overa ll pressures, th e  
F ed era l R eserve, a s w ell a s  o ther cen tra l banks, 
h as on  occasion  prov id ed  forw ard cover in  vari
o u s foreign  cu rren cies to  in d u ce  a reflow  o f fun ds  
back in to  th e  E uro-dollar m arket. In  ad d ition , 
th e  B an k  for In tern a tion a l S e tt lem en ts  h as  
draw n d o llars under it s  sw ap  arrangem en t w ith  
th e  S y stem  for p la cem en t in  th e  m arket to  ea se  
som e o f th e  stra in s. Furtherm ore, through  th e  
cen tra l bank sw ap  netw ork, th e  S y stem  h a s pro
v id ed  tem porary  dollar reserves to  cen tra l b anks 
w h ose currencies h ave  com e und er pressure as a 
resu lt o f th e  d eve lop m en ts in  th e  E uro-d ollar  
m arket.

A t tim es fu n d s m ay  be p u lled  o u t of th e  
E u ro-dollar m arket b ecau se  o f p o litica l or finan
c ia l crises. T h e  resu ltin g  pressures in  th e  E u ro
d o llar an d  foreign  exch an ge m ark ets o ften  re
sem b le  th o se  accom p an y in g  w in d ow -d ressing  
operations. C on seq u en tly , th e  F ed era l R eserve

an d  o ther cen tra l b anks h ave cooperated  in  a 
sim ilar  m anner to  m itig a te  stra ins, a lth ou gh  the  
ex a ct form  o f coop eration  is  u su a lly  ta ilored  to  
m eet in d iv id u a l circum stances.

C o n c lu s io n s

B es id es  it s  im portance in  in tern ation a l cap ita l 
flow s and  it s  re la tion  to  th e  U .S . b a lance o f p a y 
m en ts, th e  E u ro-dollar m arket h as in creasin g ly  
m erited  th e  a tten tio n  of U .S . m on etary  au th ori
t ie s  b ecau se  o f its  exp an d in g  e ffect on  the d o
m estic  financia l scen e  as w ell. A p p rox im ately  $6  
b illio n  in  U .S . bank E uro-dollar lia b ilit ie s  to  for
e ign  branches a t th e  en d  o f th e  first h a lf o f 1968  
su ggests  th at th is  in flu en ce is  n o  longer n eg lig ib le . 
D e sp ite  th e  d ifficu lties in  d isen tan g lin g  and  
m easuring  th e  effec ts  o f th e  E uro-d ollar m arket 
on  other fin ancia l variab les, it  h as b ecom e u n 
avo id ab ly  n ecessa ry  to  ap p ra ise  its  in fluence in  
U .S . m on etary  p o licy  d ecision s.

J o h n  E . L e im o n e
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A P P E N D I X
The following T-account analysis traces the creation of 
Euro-dollars, redepositing, liquidation, and their use by head 
offices of U.S. banks with foreign branches.

Exemple I: Creation of Euro-dollars
Step 1.
A London exporter sells goods in the United States and re
ceives payment which is deposited with a bank in the U.S. 
(U.S. Bank A).

Assets
U.S. Bank A

Liabilities
London Exporter 

Assets Liabilities
+ $100 de
mand deposit 
due London 
exporter

+ $100 de
mand deposit 
with U.S. 
Bank A

Step 2.
The London exporter deposits the dollars with a Euro-dollar 
bank (Euro-bank I) to earn an attractive interest rate. He 
receives a dollar-denominated time deposit from Euro-bank I 
and in exchange Euro-bank I receives ownership of the 
original deposit in the United States which it deposits with 
its correspondent, U.S. Bank B.

Assets
U.S. Bank A

Liabilities
London Exporter 

Assets Liabilities
— $100 re
serves lost to 
U.S. Bank B

-$100 de
mand deposit 
to London 
exporter

-  $100 de
mand deposit 
with U.S. 
Bank A 
+ $100 time 
deposit with 
Euro-bank I

Assets
U.S. Bank B

Liabilities Assets
Euro-Bank 1

Liabilities
+ $100 re
serves gained 
from U.S. 
Bank A

+ $100 de
mand deposit 
due Euro
bank I

+ $100 de
mand deposit 
with U.S. 
Bank B

+ $100 time 
deposit due 
London 
exporter

Assets
Euro-bank I

Liabilities
German Importer 

Assets Liabilities
+ $100 loan 
to German 
importer 
-  $100 de
mand deposit 
with U.S. 
Bank B

+ $100 de
mand deposit 
with U.S. 
Bank B

+ $100 loan 
from Euro
bank I

As can be seen, total demand deposits in the United States 
remain unchanged, although the ownership of the U.S. de
mand deposit has shifted from the London exporter to 
Euro-bank I. But a new bank deposit liability in the form 
of a dollar denominated time deposit due the London ex
porter has been created. This time deposit constitutes a Euro
dollar deposit.

Step 3.
Euro-bank I may hold its newly acquired dollar deposit in 
the U.S. for reserves or working balances, redeposit it with 
another Euro-dollar bank, or lend it to a nonbank customer. 
Let us suppose the new deposit is lent to a German importer.

Step 4.
The German importer then uses the loan to pay for the 
goods purchased from an American exporter, who then de
posits the receipts in his account with U.S. Bank C. Total de
mand deposits in U.S. banks still remain unchanged.

Assets
U.S. Bank B

Liabilities
German Importer 

Assets Liabilities
— $100 re
serves lost to 
U.S. Bank C

-  $100 de
mand deposit 
due German 
importer

-  $100 de
mand deposit 
with U.S. 
Bank B

— $100 due
American
exporter

Assets
U.S. Bank C

Liabilities
American Exporter 

Assets Liabilities
+ $100 re- + $100 de- + $100 de
serves gained mand deposit mand deposit 
from U.S. due Ameri- with U.S.
Bank B can exporter Bank C

— $100 claim 
on German 
importer

Of course, the loan could have been used by the German 
importer to pay a non-American resident—for instance, a 
French exporter. The French exporter could still have de
posited the dollars with a bank in the U.S. or, alternatively, 
with another Euro-dollar bank. For various reasons, how
ever, the latter instance appears to be limited in reality.

Example II: Liquidation of Euro-dollars
Step 1.
The German importer acquires dollars in the foreign ex
change market with which to pay off its Euro-dollar loan 
from Euro-bank I. These dollars are in the form of a de
mand deposit at U.S. Bank D.

Assets
U.S. Bank D

Liabilities
German Importer 

Assets Liabilities
+ $100 de
mand deposit 
due German 
importer

+ $100 de
mand deposit 
with U.S. 
Bank D

Step 2. The German importer pays his Euro-dollar loan.
German Importer

Assets
Euro-bank I

Liabilities Assets Liabilities
— $100 loan 
to German 
importer 
+ $100 de
mand deposit 
with U.S. 
Bank D

-  $100 de
mand deposit 
with U.S. 
Bank D

— $100 loan 
from Euro
bank I
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Step 3.
Euro-bank I repays its deposit liability to the London ex
porter who redeposits the funds with its bank in the U.S. 
(U.S. Bank A). The funds are kept in the United States for 
working balances.

U.S. Bank D Euro-bank I
Assets Liabilities Assets Liabilities
— $100 re -  $100 de -  $100 de — $100 time
serves lost to mand deposit mand deposit deposit due
U.S. Bank A due Euro with U.S. London

bank I Bank D exporter

U.S. Bank A London Exporter
Assets Liabilities Assets Liabilities
+ $100 re + $100 de -  $100 time
serves gained mand deposit deposit with
from U.S. due London Euro-bank I
Bank D exporter + $100 de

Step 1.
Following step

Example III 

2 in example

mand deposit 
with U.S. 
Bank A

: Redeposits 

1, Euro-bank I may have re-
deposited the Euro-dollar funds with Euro-bank II instead of 
lending them to a nonbank customer. It would then acquire 
a dollar-denominated time deposit on Euro-Bank II which 
in exchange would acquire ownership of the dollar-deposit 
in the United States. Euro-bank II would then shift the 
deposit to its own correspondent in the United States (U.S. 
Bank E) until it decides to redeposit the funds with still 
another Euro-bank or lend them to a nonbank customer.

U.S. 3ank B Euro-bank I
Assets Liabilities Assets Liabilities
-  $100 re -  $100 de — $100 de
serves lost to mand deposit mand deposit
U.S. Bank E due Euro with U.S.

bank I Bank B
+ $100 time
deposit with
Euro-bank 11

U.S. Bank E Euro-bank 11
Assets Liabilities Assets Liabilities
+ $100 re + $100 de + $100 de + $100 time
serves gained mand deposit mand deposit deposit due
from U.S. due Euro with U.S. Euro-bank I
Bank B bank II Bank E

Example IV: Use of Euro-dollars by Head Offices of 
U.S. Banks

Step 1.
A London exporter sells goods in the United States and 
receives payment which is deposited with U.S. Bank A.

Assets
U.S. Bank A

Liabilities
London Exporter 

Assets Liabilities
+ $100 de
mand deposit 
due London 
exporter

+ $100 de
mand deposit 
with U.S. 
Bank A

Step 2.
The London exporter deposits the dollars with a Euro-dollar 
bank which is actually a foreign branch of U.S. Bank B. He 
receives a dollar-denominated time deposit on the foreign 
branch which in turn receives the ownership of the deposit 
at U.S. Bank A.

Assets
U.S. Bank A

Liabilities
-  $100 de
mand deposit 
due London 
exporter 
+ $100 de
mand deposit 
due foreign 
branch of 
U.S. Bank B

London Exporter 
Assets Liabilities
-  $100 de
mand deposit 
with U.S.
Bank A 
+ $100 time 
deposit with 
foreign 
branch of 
U.S. Bank B

Foreign branch of 
U.S. Bank B 

Assets Liabilities
+ $100 de
mand deposit 
with U.S. 
Bank A

+ $100 time 
deposit due 
London 
exporter

Step 3.
The foreign branch lends the Euro-dollar funds to its head 
office in the United States. Thus, the original deposit is 
shifted from U.S. Bank A to U.S. Bank B. Although total 
deposits in the U.S. remain unchanged, one important change 
has occurred. Whereas, U.S. Bank A had to hold required 
reserves against the original deposit (e.g., 15 percent), U.S. 
Bank B does not need to hold required reserves against its 
newly acquired deposit because it constitutes a liability to 
its own foreign branch. Consequently, free reserves in the 
U.S. banking system increase by the amount of reserves that 
would be required on an ordinary deposit of an equivalent 
amount (e.g., $15), although total reserves in the system 
remain unchanged.

Assets
U.S. Bank A

Liabilities
— $100 re
serves ($85 
free reserves 
+ $15 re
quired re
serves) to 
U.S. Bank B

-  $100 de
mand deposit 
due foreign 
branch of 
U.S. Bank B

Foreign branch of 
U.S. Bank B 

Assets Liabilities
-  $100 de
mand deposit 
with U.S.
Bank A 
+ $100 claim 
on U.S.
Bank B

Assets
U.S. Bank B

Liabilities
+ $100 re
serves gained 
from U.S. 
Bank A 
($100 free 
reserves)

+ $100 de
posit liability 
with foreign 
branch
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O u r  C h a l l e n g e d  F i n a n c i a l  I n s t i t u t i o n s

“W ill th e  h ea v y  cash in g  in  o f certifica tes of d e 
p o sit and  th e  w ithd raw al of sav in gs from  our  
finan cia l in s titu tio n s  exp er ien ced  in  1966 be re
p ea ted  in  1968?” R ecen t d iscu ssio n s th rive on  th is  
top ic. T h e  longer-run  d ep o sit flow s a t th rift in 
st itu tio n s— so  re levan t to  a thorough u n d erstan d 
in g  of cu rrent d eve lop m en ts— h ave  b een  large ly  
ignored. Y e t every  now  and  th en  h istor ica l trends  
and  sh ifts  aw ay  from  th em  m ak e for in terestin g  
review .

A  case  in  p o in t is  th e  ch an g in g  ro le  o f th e  lea d 
in g  finan cia l in s titu tio n s  in  th e  S ou th east. L ong  
an  im p ortan t source o f fu n d s for financing  th e  
reg ion ’s  grow ing econ om y, th ese  in stitu tio n s  h ave  
u n d ergon e som e rather d ram atic  ch an ges in  their  
d ev e lo p m en t s in ce  1963. H ere  again , th e  ch an ges  
can  be b est un d erstood  b y  rev iew in g  th e  longer- 
run d ev e lo p m en ts in  in su red  com m ercia l banks, 
in su red  sav in g s an d  loan  a ssoc ia tion s, d om estic  
l ife  in su ran ce com p an ies, an d  cred it u n ion s in  
S ix th  D is tr ic t  sta tes.

O ver th e  L ast T w o D e c a d e s

In  a n u tsh e ll, fin ancia l in s titu tio n s  in  th e  D is tr ic t  
sta te s  h a v e  grow n from  a to ta l o f 2 ,415 in s t itu 
tio n s w ith  a sse ts  o f $11 .2  b illio n  in  1947 to  5,025  
in s titu tio n s  w ith  a sse ts  o f $52 .7  b illio n  in  1966. 
In  m ore general term s, th e  n um ber o f fin ancia l 
in s titu tio n s  h a s d oub led , and  th eir  a sse ts  h ave  
in creased  a lm o st five tim es s in ce  1947.

Credit U nions

If an  aw ard for th e  m o st o u tsta n d in g  ad van ce
m en t in  fin an cia l in s titu tio n s  w ere g iven , it  w ou ld  
go to  cred it un ion s. T h e  su ccessfu l p rom otion  of 
sav in gs and  th e  p rov is ion  o f short- to  in term ed i
ate-term  cash  in sta lm en t lo a n s h a v e  con tribu ted  
to  th eir  grow ing p o p u lar ity . A lth o u g h  cred it 
u n ion s s t ill h o ld  o n ly  a  very  sm a ll p ortion  o f th e  
to ta l a sse ts  in  fin an cia l in s titu tio n s , th ey  in 
creased  th eir  sh are  from  le s s  th an  on e-th ird  of 
on e percen t in  1947 to  ju s t over tw o p ercen t in
1966. T h e  n u m b ers m ay  be sm a ll, b u t rep resen t  
an  o u ts ta n d in g  grow th rate. T h ere  are n ow  over  
three and  on e-h a lf tim es  as m a n y  cred it u n ion s  
in  th e  D is tr ic t  s ta te s  w ith  over 31 tim es  a s  m an y  
a sse ts  a s in  1947.

D om estic Life Insurance C om panies

D o m e stic  life  in su ran ce  com p an ies h a v e  n o t o n ly  
h e lp ed  m a n y  p eo p le  to  assu re  th e ir  fu tu re eco 
n om ic  secu r ity  b u t h a v e  b een  an  im p ortan t source  
of long-term  fu n d s for fin an cin g  th e  D is tr ic t ’s 
exp an d in g  econ om y. L ik e cred it u n ion s, d om estic  
life  in su ran ce co m p a n ies  h a v e  ex p er ien ced  a  rela
t iv e ly  co n sisten t p attern  o f grow th th roughout 
th e  en tire  period . W h ile  th e y  h ave  increased  
th eir  share o f to ta l a sse ts  in  th ese  se le c te d  finan
c ia l in s titu tio n s  from  8 p ercen t in  1947 to  12 per
cen t in  1966, th e y  h a v e  d ou b led  in  num ber and  
m u ltip lied  th eir  a sse ts  seven fo ld .
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A s s e t  V a l u e  a n d  N u m b e r  o f  
S e l e c t e d  F i n a n c i a l  I n s t i t u t i o n s

in Sixth District S tates 19471957 1966

IN S U R E D  C O M M E R C IA L  B A N K S ,  IN S U R E D  S A V IN G S  A N D  LO AN  
A SS O C IA T IO N S ,  D O M E S T IC  L IF E  IN S U R A N C E  C O M P A N IE S  A N D  C R E D IT  U N IO N S

A sse t  Va lue 
($ M illio n s)

N um ber of 
In stitu tions

1947 1957 1966 1947 1957 1966

Alabam a 1,499.1 2,712.2 6,248.6 334 540 713

Florida 2,124.2 6,750.0 16,324.2 419 872 1,218

Georgia 2,026.0 3,864.3 8,737.9 508 762 905

Lou is iana 2,012.2 3,995.9 7,821.2 440 734 879

M is s is s ip p i 897.6 1,473.6 3,358.2 261 343 434

Tenne ssee 2,600.7 4,892.2 10,251.0 453 669 876

D istrict states 11,159.8 23,688.2 52,741.1 2,415 3,920 5,025

IN S U R E D  CO M M ERCIAL BA N K S

A s s e t  V a lu e  
($  M illio n s)

N u m b e r  o f 
I n s t i tu t io n s

1 947 1 957 1 9 6 6 194 7 195 7 1 9 6 6

A la b a m a 1 ,3 4 1 .2 1 ,9 4 9 .2 3 ,9 3 6 .2 2 1 9 2 3 9 2 6 7

F lo rid a 1 ,8 1 6 .7 4 ,3 9 3 .7 9 ,2 4 6 .6 180 26 5 4 4 4

G e o rg ia 1 ,8 0 1 .5 2 ,7 5 1 .1 5 ,7 4 5 .9 311 353 3 9 4

L o u is ia n a 1 ,7 3 5 .8 3 ,0 0 2 .1 5 ,3 2 7 .7 1 59 181 2 1 9

M iss is s ip p i 8 3 4 .6 1 ,1 6 5 .2 2 ,4 6 5 .3 2 02 192 190

T e n n e s s e e 2 ,0 5 8 .5 3 ,0 5 4 .4 6 ,0 3 1 .4 2 8 9 2 9 1 2 9 4

D is tr ic t  s t a t e s 9 ,5 8 8 .3 1 6 ,3 1 5 .7 3 2 ,7 5 3 .1 1 ,3 6 0 1 ,521 1 ,8 0 8

IN S U R E D  SA V IN G S AND LOAN A SSO C IA T IO N S

A s s e t  V a lu e  
($  M illio n s)

N u m b e r  of 
I n s t i tu t io n s

194 7 195 7 1966 1 947 1957 1 9 6 6

A la b a m a 4 1 .4 2 8 1 .0 9 3 5 .7 26 35 55

F lo rid a 2 2 9 .9 1 ,9 7 7 .7 5 ,9 8 2 .7 4 9 9 4 13 5

G e o rg ia 1 4 7 .0 7 5 2 .4 2 ,1 0 3 .1 51 83 104

L o u is ia n a 163 .1 6 3 9 .3 1 ,7 5 5 .4 67 81 10 2

M is s is s ip p i 2 2 .9 1 8 8 .5 534 .4 23 34 37

T e n n e s s e e 97 .3 4 9 2 .1 1 ,3 7 5 .3 35 46 6 6

D is tr ic t  s t a t e s 7 0 1 .6 4 ,3 3 1 .0 12 ,6 8 6 .6 251 3 73 4 9 9

D O M ESTIC L IFE IN S U R A N C E  C O M PA N IE S

A s s e t  V a lu e  
($  M illio n s)

N u m b e r  o f 
I n s t i tu t io n s

194 7 1957 1966 194 7 1 957 1 9 6 6

A la b a m a 11 0 .2 4 3 2 .4 1 ,1 9 5 .4 11 43 50

F lo rid a 6 9 .2 2 9 7 .7 7 8 2 .2 20 26 31

G e o rg ia 7 0 .2 3 1 2 .0 7 1 2 .7 13 33 30

L o u is ia n a 10 8 .4 3 0 5 .5 5 9 2 .3 77 112 10 9

M is s is s ip p i 3 9 .3 1 0 9 .0 3 0 8 .4 11 24 2 6

T e n n e s s e e 4 3 7 .5 1 ,280 .1 2 ,6 1 7 .0 10 22 29

D is tr ic t  s t a t e s 8 3 4 .8 2 ,7 3 6 .7 6 ,2 0 8 .0 142 2 6 0 2 7 5

C R E D IT  U N IO N S

A s s e t  V a lu e
($  M illio n s)

N u m b e r  o f 
I n s t i tu t io n s

1 947 1 957 1 9 6 6 194 7 1 9 5 7 1 9 6 6

A la b a m a 6 .3 4 9 .6 1 8 1 .3 78 2 23 3 4 1

F lo rid a 8 .4 8 0 .9 3 1 2 .7 170 4 8 7 6 0 8

G eo rg ia 7 .3 4 8 .8 1 7 6 .2 133 2 9 3 3 7 7

L o u is ia n a 4 .9 4 9 .0 1 4 5 .8 137 3 6 0 4 4 9

M is s is s ip p i 0 .8 1 0 .9 50 .1 25 93 181

T e n n e s s e e 7 .4 6 5 .6 2 2 7 .3 11 9 310 4 87

D is tr ic t  s t a t e s 3 5 .1 3 0 4 .8 1 ,0 9 3 .4 66 2 1 ,766 2 ,4 4 3
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In su re d  C om m ercia l B a n k s

The most dominant financial institution offering 
the most diverse line of financial services is the 
commercial bank. Since 1947 insured commercial 
banks in the District states have more than 
tripled their assets, but their share of total assets 
in all four types of financial institutions has 
dropped from 86 to 62 percent. Partially behind 
these seemingly unlikely results lies the fact that 
in 1947 commercial banks were already an estab
lished and accepted part of our financial struc
ture, while most other institutions were still 
struggling to become an integral part.

More important in the long run is that com
mercial banks have demonstrated their adapt
ability to a changing environment. They have 
offered new and more attractive ways to save, 
changed the composition of their asset portfolio 
to meet the needs of an expanding economy, and 
increased their customer services. Especially 
since 1963, they have taken a more competitive 
attitude toward attracting savings funds, and 
the effect on their growth is impressive.

In su re d  S a v in g s  and  Loan  A sso c ia t io n s

Insured savings and loan associations, with over 
three-fourths of their asset portfolio in high yield
ing mortgages, have typically been able to offer 
a relatively high return to their depositors. They 
have also shown a much better rate of asset 
growth than commercial banks, their share of 
total financial assets in the District states climb
ing from 6 to 24 percent since 1947. In brief, 
their growth over the last 20 years has been 
nothing short of fantastic—from 251 associations

ASSET GROWTH WAS MORE RAPID AT SAVINGS AND LOAN 
ASSOCIATIONS THROUGH 1963; THEN BANKS TOOK THE LEAD.

Percent Growth in Assets 20“  “ 20

INSURED COM M ERCIAL RANKS REMAIN NUMBER ONE IN 

A SSETS, BUT THEIR SHARE HAS DIMINISHED.

tin# Domestic Life f 100
Insurance Companies Credit Unions

80 80
Insured Savinas and

1 '
Loan Associations

6 0 - -------------- - 60

Insured Commercial Banks
40 40

20 — 20

Oi__i i i 1 1 1 1 1 I I  l I I I I I  0
48 ’50 '52 ’54 '56 '58 '60 '62 '64 '66

with total assets of just over $700 million in 1947 
to 499 associations with total assets of over $12 
billion in 1966.

During much of this period savings and loan 
associations paid a substantially higher return to 
their depositors than commercial banks, were less 
vulnerable to deposit losses during periods of 
restrictive monetary policy, and were not subject 
to regulatory ceilings on deposit rates. However, 
these advantageous aspects of the savings and 
loan association over the commercial bank have 
been sharply reduced in the last few years.

The Picture Changes
During the 1963-66 period credit unions and do
mestic life insurance companies have continued 
to grow and expand, following the path begun in 
1947. But in the realm of commercial banks and 
savings and loan associations, the scene is quite 
changed.

Since 1963 commercial banks in the District 
states have consistently shown a greater rate of 
asset growth than savings and loan associations. 
In fact, commercial banks have increased slightly 
their share of total assets in selected District 
state financial institutions, while the share held 
by savings and loan associations slipped some
what.

How can the turnabout in the relative growth 
patterns of savings and loan associations and 
commercial banks be explained? First of all, it 
did not happen overnight. Several rather obvious 
trends in the relationship between commercial 
banks and savings and loan associations which, 
as they developed, tended to bring about this 
change.

For some time the historical differential be
tween rates paid by savings and loan associa
tions and those offered by commercial banks had 
been shrinking. By 1966 this differential was 
almost nonexistent, and in some cases commer
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cial banks were offering higher returns on certain 
forms of time deposits than savings and loan as
sociations. This intensified competition for sav
ing was the continuation of a longer-range trend, 
an influencing factor in the slowdown of savings 
flows into savings and loan institutions during 
1964 and 1965.

Rates on time and savings deposits increased 
sharply in 1966, as financial institutions fought 
to maintain their competitive position in a period 
of “tight” money and rising market interest rates. 
Under these circumstances savings and loan as
sociations were put to a disadvantage. Why? Be
cause commercial banks, which hold a relatively 
larger portion of their portfolio in short-term as
sets, could adapt their investments more rapidly 
to current market interest rates. Consequently, 
savings and loan associations lost funds to both 
the security markets and to commercial banks. 
However, a good part of the impact apparently 
came from the high return certificates of deposits 
offered by commercial banks.

Despite the Federal Home Loan Bank Board’s 
disapproval and savings and loan associations’ 
limited ability to adapt their portfolios to cover 
increased dividend costs, many continued to raise 
dividend rates. As the situation worsened, it be

came more and more obvious that stronger and 
more direct controls were needed. In September
1966 Congress directed the Federal Reserve 
Board, the Federal Deposit Insurance Corpora
tion, and the Federal Home Loan Bank Board 
to pursue policies aimed at restraining the es
calation of rates and re-establishing a more nor
mal inflow of savings to financial institutions. 
At the same time they gave the Federal Home 
Loan Bank Board the power to fix the maximum 
rates payable on different types of savings de
posits by savings and loans associations.

Before 1966 closed, the flow of savings to our 
financial institutions had improved considerably. 
In 1967 both savings and loan associations and 
commercial banks enjoyed a healthy rate of asset 
growth. With the prevailing financial conditions 
of early 1968, however, saving inflows began to 
slow down, and a repeat of the 1966 performance 
was feared. Presently, this fear has subsided, as 
savings flows have been better than expected 
originally. What the future will bring in this re
gard remains to be seen. But past experience in
dicates that we can expect our financial institu
tions to continue meeting the challenges and 
needs of an expanding District economy.

D or o th y  F. A rp

B a n k  A n n o u n c e m e n t s

The Fort Rucker National Bank, Fort Rucker, Alabama, 
opened for business on July 1 as a member bank and 
began to remit at par for checks drawn on it when re
ceived from the Federal Reserve Bank. Officers include 
James D. Phillips, president, and Walter Rex Blount, 
assistant vice president and cashier. Capital is 
$300,000; surplus and other capital funds, $500,000.

On the same date, July 1, two nonmember banks—  
Farmers and Merchants Bank, Monticello, Florida, and

The Citizens Bank, Tifton, Georgia— began to remit 
at par.

The Regency Square Barnett Bank, Jacksonville, 
Florida, opened on July 16 as a newly organized non
member bank and began to remit at par. William M. 
White is president; James C. Griffis, vice president 
and cashier. Capital is $350,000; surplus and other 
capital funds, $185,000.
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D i s t r i c t  B u s i n e s s  C o n d i t i o n s
S e a so n a lly  A d ju sted

(All data are indexes, 1957-59 =  100, unless indicated otherwise.)

One Two One
Latest Month Month Months Year

(1968) Ago Ago Ago
SIXTH DISTRICT "

INCOME AND SPENDING

Personal Income (Mil. $, Annual Rate) . May 64,760 64,198r 63,963r 58,863
Manufacturing Payro lls....................June 229 226 219 203
Farm Cash R e c e ip ts .......................May 135 148 154 132

C r o p s ....................................... May 170 152 183 119
L ivestock....................................May 151 154 148 140

Instalment Credit at Banks* (Mil. $)
New L o a n s .................................June 316 317 322 308
Repayments ............................. June 278 270 293 277

Retail Sales .................................June 183p 180r 168r 170

PRODUCTION AND EMPLOYMENT

Nonfarm E m p lo ym e n t....................June 141 141 140 138
Manufacturing .......................... June 140 140 139 137
Apparel ....................................June 171 172 170 168
C h e m ic a ls .................................June 134 133 133 131
Fabricated M e t a ls .......................June 159 156 156 152
F o o d .......................................... June 116 114 113 115
Lbr., Wood Prod., Furn. & Fix. . . . June 104 104 104 104
P a p e r ....................................... June 123 122 121 120
Primary M e t a l s .......................... June 126 131 130 129
Textiles ....................................June 110 109 109 108
Transportation Equipment . . . .  June 187 181 177 183

Nonmanufacturing.......................... June 141 141 141 138
C o n stru c t io n ............................. June 127 129 132 123

Farm Employment.......................... June 62 62 61 65
Unemployment Rate

(Percent of Work F o r c e ) ............. June 4.0 3.7 3.7 4.1
Insured Unemployment

(Percent of Cov. E m p .)................ June 1.8 1.8 1.9 2.2
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . June 41.3 41.1 40.3 40.9
Construction C o n t r a c t s * ................ June 194 207 147 181r

Res ide n tia l.................................June 202 240 194 193r
All O th e r....................................June 187 180 107 171

Electric Power Production** . . . .  May 153 151 149 143
Cotton Consum ption**................... June 108 107 109 111
Petrol. Prod, in Coastal La. and Miss.**June 225 227 219 223

FINANCE AND BANKING  

Loans*
All Member B a n k s .......................June 276 273 274 251
Large B a n k s ............................. June 242 241 242 225

Deposits*
All Member B a n k s .......................June 208 208 207 189
Large B a n k s ............................. June 178 181 182 169

Bank D eb its*/** ............................. June 238 223 227 200

ALABAMA

INCOME

Personal Income (Mil. $, Annual Rate) . May 8,417 8,395r 8,374r 7,900
Manufacturing Payro lls....................June 201 199 200 180
Farm Cash R e c e ip ts .......................May 132 144 150 136

PRODUCTION AND EMPLOYMENT

Nonfarm E m p lo y m e n t....................June 126 127 126 125
Manufacturing .......................... June 125 128 127 125
Nonmanufacturing.......................June 126 126 126 125

C o n stru c tio n .......................... June 113 115 114 115
Farm Employment.......................... June 64 66 69 66
Unemployment Rate

(Percent of Work F o r c e ) ............. June 4.9 4.6 4.5 4.6
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . June 41.8 40.7 41.1 40.9

FINANCE AND BANKING

Member Bank L o a n s .......................June 256 251 254 235
Member Bank D e p o s it s ................ June 197 199 200 183
Bank Debits** ............................. June 213 202 211 184

FLORIDA

INCOME

Personal Income (Mil. $, Annual Rate) . May 18,694
Manufacturing P a y ro lls .................................. June 285
Farm Cash R e c e ip t s ........................................May 188

PRODUCTION AND EMPLOYMENT

Nonfarm E m p lo y m e n t .................................. June 158

18,265r 18,083r 16,485 
277 264 259 
165 188 128

Latest Month 
(1968)

One Two 
Month Months 

Ago Ago

One
Year
Ago

163 160 160 159
157 156 155 151
108 107 105 102

91 88 80 95

2.9 2.6 2.7 3.0
. June 41.9 41.5 40.2 42.9

295 289 289 261
227 223 221 198
241 222 228 190

Unemployment Rate 
(Percent of Work Force) . . 

Avg. Weekly Hrs. in Mfg. (Hrs.)

FINANCE AND BANKING

GEORGIA

INCOME

Personal Income (Mil. $, Annual Rate) . May 12,563 12,496r 12,415r 11,393
Manufacturing P a y ro lls .................................. June 233 229 216 206
Farm Cash R e c e ip t s ........................................May 145 152 147 133

PRODUCTION AND EMPLOYMENT

Nonfarm E m p lo y m e n t ...................................June 140 141 140 138
Manufacturing ..............................................June 135 134 133 133
Nonm anufacturing ........................................ June 143 144 144 141

C o n s t ru c t io n ..............................................June 144 143 148 139
Farm Em p loym ent.............................................. June 52 52 52 59
Unemployment Rate

(Percent of Work F o r c e ) ....................... June 3.9 3.3 3.3 3.8
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . June 40.9 40.8 40.1 40.5

FINANCE AND BANKING

Member Bank L o a n s ........................................ June 288 284 288 260
Member Bank D e p o sits .................................. June 225 227 226 203
Bank D e b its * * ......................................................... June 274 251 249 232

LOUISIANA

INCOME

Personal Income (Mil. $, Annual Rate) . May 9,963
Manufacturing P a y ro lls ...................................June 201
Farm Cash R e c e ip t s ........................................May 155

PRODUCTION AND EMPLOYMENT

Nonfarm E m p lo y m e n t .................................. June 130
Manufacturing ..............................................June 121
N onm anufacturing ........................................ June 132

C o n s t ru c t io n ..............................................June 138
Farm Em p loym ent..............................................June 62
Unemployment Rate

(Percent of Work F o r c e ) ....................... June 4.9
Avg. Weekly Hrs. in Mfg. (Hrs.) . . . June 42.3

FINANCE AND BANKING

Member Bank L o a n s * .................................. June 233
Member Bank D e p o s it s * .............................June 170
Bank D e b its * /** ....................................................June 192

9,952r 9,927r 9,176 
201 194 186 

151170

131
121
133
149

64

4.7
43.1

232
169
182

131
121
133
160
59

4.5
41.2

235
169
184

MISSISSIPPI

INCOME
Personal Income (Mil. $, Annual Rate) . May

Manufacturing P a y ro lls ...................................June
Farm Cash R e c e ip t s ........................................ May

PRODUCTION AND EMPLOYMENT

Unemployment Rate 
(Percent of Work Force) . . 

Avg. Weekly Hrs. in Mfg. (Hrs.)

FINANCE AND BANKING

Member Bank Loans* . . . .

5,038
264
153 146

142

128
119
130
135
66

4.8
42.0

224
160
168

5,005r 5,041r 4,643 
260 256 224 

132 139

Bank Debits*/*

June 142 142 142 139
June 151 151 150 146
June 138 138 138 136
June 134 141 143 137
June 53 49 51 56

June 4.8 4.7 4.3 5.1
June 41.1 40.8 39.8 40.8

June 328 327 327 298
June 239 240 237 222
June 235 211 228 203
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One Two One One Two One
Latest Month Month Months Year Latest Month Month Months Year

(1968) Ago Ago Ago (1968) Ago Ago Ago

TENNESSEE Nonmanufacturing................ 134 134 135 132
C o n stru c tio n ................... . . June 162 164 172 153

INCOME Farm Employment.................... . . June 62 66 66 65
Personal Income (Mil. $, Ann. Rate) May 10,085 10,085r 10,123r 9,266 Unemployment Rate
Manufacturing P ayro lls................ . June 219 216 213 189 (Percent of Work Force) . . . 3.8 3.6 4.0 4.7

Farm Cash R e c e ip ts .................... . May 124 131 144 118 Avg. Weekly Hrs. in Mfg. (Hrs.) . . . June 40.5 40.7 39.7 39.8

FINANCE AND BANKING
PRODUCTION AND EMPLOYMENT Member Bank L o a n s * ............. . . June 272 271 266 248

Nonfarm E m p lo y m e n t................ . June 139 139 139 136 Member Bank Deposits* . . . . 191 194 194 181
Manufacturing ....................... . June 148 148 148 144 Bank D e b i t s * / * * ................... . . June 253 252 252 219

*For Sixth District area only. Other totals for entire six states. ‘ Daily average basis. p-Preliminary estimate.

D e b i t s  t o  D e m a n d  D e p o s i t  A c c o u n t s
Insured Commercial Banks in the Sixth District

(In  T h o u sa n d s  o f D o lla rs)

Percent Change

Year-to-Date 
6 mos.

June 1968 from 1968

OTHER CENTERS

June
1968

May
1968

June
1967

May
1968

June
1967

from
1967

TANDARD METROPOLITAN 
TATISTICAL AREASt

Birmingham . . . .  1,628,938 1,712,518 l,554,774r - 5 +  5 +7
Gadsden ............. 66,728 66,519 60,567 +0 +  10 +8
Huntsville . . . . 182,980 192,494 180,861 - 5 +  1 +4
Mobile ............. 494,140 566,870 474,758 -1 3 +4 +  10
Montgomery . . . 293,039 354,149 297,788 -1 7 - 2 +10
Tuscaloosa . . . . 97,071 116,406 95,342 -1 7 +2 +9

Ft. Lauderdale—
Hollywood . . . 775,910 827,759 619,595 -6 +25 +21

Jacksonville . . . 1,556,183 1,653,747 1,540,194 - 6 +  1 +  6
M i a m i ................ 2,767,338 2,860,487 2,215,493 -3 +25 +23
O r la n d o ............. 611,588 639,764 561,730 - 4 +9 +  14
Pensacola . . . . 207,983 225,175 213,244 - 8 - 2 +8
Tallahassee . . . 150,213 168,022 136,626 -11 +10 +  10
Tam pa-

St. Petersburg 1,461,115 1,603,757 1,308,491 - 9 +  12 +  19
W. Palm Beach . . 485,686 504,521 392,177 - 4 +24 +  19

Albany ............. 97,782 100,542 84,381 - 3 +  16 +  14
Atlanta ............. 5,530,541 5,776,176 5,215,702 - 4 +6 +  13
A u g u s t a ............. 295,369 334,140 293,979 -1 2 +  0 +9
Columbus . . . . 235,089 249,277 218,494 - 6 +8 +  12
Macon ............. 261,417 278,998 252,092 - 6 +4 +  11
Savannah . . . . 281,397 326,651 269,439 -1 4 +4 +  10

Baton Rouge . . . 610,404 642,031 562,703 - 5 +  8 +  10
Lafayette . . . . 132,758 143,018 116,017 - 7 +  14 +  13
Lake Charles . . . 141,977 161,850 144,953 -1 2 - 2 +8
New Orleans . . . 2,389,935 2,659,028 2,431,359 -1 0 -2 +  5

Jackson ............. 663,706 624,512 609,962 + 6 +9 +  10

Chattanooga . . . 624,345 660,204 601,845 - 5 +4 +8
Knoxville . . . . 482,369 526,793 464,594 - 8 +4 +9
Nashville . . . . 1,707,472 1,999,288 1,651,008 -1 5 +3 + 12

A n n is to n ............. 70,059 77,691 67,454 -1 0 +4 +  12
Dothan ............. 63,598 70,142 61,108 - 9 +4 +9
S e l m a ................ 45,777 47,519 45,735 - 4 +0 +7

Bartow ............. 34,265 40,643 35,327 -1 6 - 3 - 2
Bradenton . . . . 74,306 78,513 76,953 - 5 -3 +  14
Brevard County . . 230,704 242,011 221,857 - 5 +4 +8
Daytona Beach . . 91,129 100,727 94,708 -1 0 - 4 +6
Ft. Myers—

N. Ft. Myers . . 95,091 107,914 79,596 -1 2 +  19 +30
Gainesville . . . 94,124 101,935 84,423 - 8 +  11 +  15

June
1968

May
1968

Percent Change

Year-to-Date 
6 mos.

June 1968 from 1968 
June May June from 
1967 1968 1967 1967

Lakeland . . . . 118,870 130,921 122,566 - 9 - 3 +6
Monroe County . . 36,593 40,155 33,977 - 9 +8 +8
O c a l a ................ 60,658 61,694 55,784 - 2 +9 +9
St. Augustine . . . 22,269 23,955 19,862 - 7 +12 +8
St. Petersburg . . 322,810 366,895 313,140 -1 2 +9 +3
S a ra s o ta ............. 114,083 124,009 96,769 - 8 +18 +25
Tampa ............. 779,164 852,483 683,107 - 9 +14 +23
Winter Haven . . 65,886 77,813 57,545 -1 5 +14 +13

Athens ............. 84,794 86,312 72,170 - 2 +17 +17
Brunswick . . . . 44,177 45,159 43,538 - 2 +1 +12
Dalton ............. 100,488 103,001 78,741 - 2 +28 +25
E lb e r to n ............. 15,098 15,697 17,041 - 4 -11 - 7
Gainesville . . . . 68,325 73,709 76,151 - 7 -1 0 - 2
G r if f in ................ 35,181 29,989 32,279 +17 +9 +6
LaGrange . . . . 22,832 23,279 22,627 - 2 +1 - 1
Newnan ............. 25,171 25,855 24,299 - 3 +4 +6
R o m e ................ 77,051 79,749 71,011 - 3 +9 +10
V a ld o s ta ............. 62,765 59,167 53,896 +6 +16 +  10

Abbeville . . . . 11,414 10,928 11,742 +4 - 3 +8
Alexandria . . . . 141,819 149,012 130,404 - 5 +9 +5
Bunkie ............. 6,267 6,697 7,160 - 6 -1 2 +2
Hammond . . 35,653 40,942 38,309 -1 3 - 7 - 0
New Iberia . . . . 33,053 35,697 30,879 - 7 +7 +4
Plaquemine . . . 11,941 20,252 11,223 -41 +6 +21
Thibodaux . . . . 22,312 26,278 24,014 -1 5 - 7 +7

Biloxi-Gulfport . . 108,011 113,005 100,794 - 4 +7 +10
Hattiesburg . . . 61,906 64,259 54,361 - 4 +  14 +  10
L a u r e l................ 37,933 42,678 36,133 -11 +5 +  16
M e r id ian ............. 66,384 69,877 63,030 - 5 +5 +4
N a t c h e z ............. 36,422 40,237 39,355 - 9 - 2 +6
Pascagoula—

Moss Point . . . 60,774 67,088 53,430 - 9 +14 +20
Vicksburg . . . . 38,529 40,651 39,773 - 5 - 3 +4
Yazoo City . . . . 29,736 35,962 30,474 -1 7 - 2 +6

Bristol ............. 77,529 80,403 77,814 - 4 - 0 +  16
Johnson City . . . 77,952 85,547 77,925 - 9 +0 +6
Kingsport . . . . 148,908 176,367 149,059 -1 6 - 0 +9

SIXTH DISTRICT, Total 33,069,072 35,138,382r 30,457,180r - 6 +9 +  12

Alabama! . . . . 4,120,519 4,504,409 3,904,801 - 9 +6 +11
F lo r id a ! ............. 10,419,807 10,769,734 9,036,827r - 3 +  15 +  17
G e o rg ia ! ............. 8,652,483 9,087,249 8,068,735r -5 +7 +  12
Louisiana*! . . . 4,102,403 4,494,855 3,949,307r - 9 +4 +7
Mississippi*! • . . 1,443,927 1,481,577 1,373,539 - 3 +5 +9
Tennessee*! • • • 4,329,993 4,800,558 4,123,971 -1 0 +5 +  10

♦Includes only banks in the Sixth District portion of the state. tPartially estimated. ^Estimated. r-Revised. 
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D i s t r i c t  B u s i n e s s  C o n d i t i o n s

W id espread  d isc u ss io n  of a p robable  slow dow n in the n a tion ’s  b u s in e s s  activ ity  is not su p ported  so  far by 

D istr ic t  econ om ic  data. A  rise in the D istr ic t ’s and the  n a tion ’s  u ne m p loym e nt rate can  be exp la ined  by 

the entry of an u n u su a lly  large num ber of te en age rs into the labor force  at the c lo se  of the sch oo l term. 
M o st  other m e asu re s rem ained  healthy d u rin g  M a y  and  June. Em p loym ent, retail sa le s, p ersona l in 
com e, and  bank  d e p o sits  con tinued  to advance, and  the D istr ic t ’s con stru ction  activ ity  w as stronger  

than  the n a tion ’s. The outlook  for livestock  p rices and  crop  production  is favorable .

N o n agricu ltu ra l em p loym ent con tinued  to rise  

in June, but the u nem p loym ent rate jum ped  

m arkedly. Both manufacturing employment and 
average weekly hours increased. Announced 
plans for the construction of new manufacturing 
plants rose sharply during second quarter. Dis
trict textile and apparel firms raised their prices 
on several products recently, following an an
nounced overall wage increase for textile em
ployees.

Pe rson a l incom e advan ced  aga in  in June, 
powered large ly  by the h igher m a n u fa c tu r in g  pay
ro lls re su ltin g  from  more jo b s and longer hours.
A decline in new auto loans at District banks sug
gests a drop in June automobile sales, but the 
rise in personal income and a sharp jump in 
bank debits indicate an advance in other retail 
sales.

T im e-dep osit  inflow s p icked  up sharp ly  at D is 
trict b a n ks  in July. At the big banks this gain was 
centered in large denomination negotiable certi
ficates of deposit. Experiencing only moderate 
loan demand, banks added to their investment 
portfolios during the last half of the month.

Total con stru ction  activ ity  re m a in s at a h igh  

level, in sp ite  of record co sts. Southern housing 
starts declined slightly in June. Single family 
structures showed the most weakness, reflecting 
a continued climb in mortgage interest rates on 
both old and new dwellings. Strength in multi
family starts partially offset the decline. The 
annual rate of permits for new housing units 
also dropped slightly further nationally, but the 
South increased to a rate higher than that of the 
previous (April) peak. Contracts in public utility 
and other nonbuilding categories also rose.

Im proved grow ing  c o n d it io n s  throughout the 

D istr ic t  brigh tened  the ou tlook  for crop p rodu c
tion. Cotton prospects advanced sharply, reduc
ing somewhat the possibility of very short 
supplies of quality cotton this fall and winter. 
Cotton prices remained strong, however. Live
stock price levels are generally good with ex- 

ected seasonal advances. In the fall months, 
pices for cattle, hogs, and eggs may remain near 

or above year-earlier levels.
NOTE: Data on w h ich  statem ents are based have been adjusted 

whenever p o ssib le  to e lim inate  seasona l influences.
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