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Federal Funds-

A Market Comes of Age
In the Eleventh District

PART I: PARTICIPATION IN THE MARKET

Trading in Pederal funds-balances
f member hanks at Federal Re-
>CIve banks-has expanded rapidly
Ln Iecent years, providing more
anks with a market in which to
Place excess funds for short peri-
0ds as wel] ag with a source of
Shqrt-tel.m borrowing. Once a
Str{ctly New York City market in
;}.lllf'lh trading seldom exceeded $20
iUlion a day, the Federal funds
mark";‘t 1S now a nationwide system
N which hilliong are bought (bor-
Wed) and sold (lent) every day.
R 0 the Eleventh Federal
eServe District, this expansion

E|
Msewe District

has amounted to a near-explosion.
Sales of Federal funds by all com-
mercial banks tripled between call
report dates at the end of 1968
and the end of 1970, soaring from
$403 million to $1.5 billion. Dur-
ing that time, purchases by banks
in the District more than doubled,
increasing from $613 million at the
end of 1968 to more than $1.3
billion at the end of 1970.
Commercial banks, of course,
dominate the market—in the Dis-
trict and the nation. Participation
by other institutions is compara-
tively minor.! Dealers in U.S.

COMMERCIAL BANKS IN THE FEDERAL FUNDS MARKET, DECEMBER 31

Government securities buy and
sell Federal funds, but commercial
banks are their principal custom-
ers. Most banks, in fact, stipulate
that transactions with Govern-
ment security dealers be settled in
Federal funds. Other financial
institutions—especially agencies of
foreign banks and mutual savings
banks-also occasionally trade in
Federal funds, but the volume of
their trading is usually small and
their activities in the market are
concentrated mainly in New York
City.

Although their participation is
usually limited, nonfinancial cor-
porations sometimes use the mar-

Bank deposit size

Total number of
District banks

Percent of banks

Selling Federal funds

Buying Federal funds

(Million dollars) 1968 1969 1970 1068 1969 1970 1968 1969 1870
---__-—-_---__
Member
00 '.Z,',';"a';‘_ 6 6 6 67%  83%  83%  100%  100%  100%
$100 to $499. . T 28 28 33 54 75 91 54 79 91
$50tog99 . 11T 32 31 28 41 52 75 22 39 54
$10to g49. 1T 210 221 242 33 46 59 6 g ;
ess than $10. . ... .. 375 354 325 22 44 59 1
All'sizes .., .. ... ... 651 640 634 28 47 62 7 1 12
Nonmember ba
nks
$500 ormore. ... ....... 0 0 0 0 0 0 0 g g
$100 to 499 T 0 0 1 0 0 100 0
S0toggg =TT 11 13 17 36 38 71 0 38 6
S10tog49 "'/ 470 183 217 7O ] 57 4 9 2
88 than $10.......... 461 471 464 3 26 36 ()
All sizes . 642 667 699 8 28 43 1 4 2
A" banks
500 or mo, 6 6 6 67 83 83 100 100 100
100 40 $4g9 28 28 34 54 75 91 54 79 88
toggg 43 44 45 40 48 73 16 39 36
dDitofgag ittt 380 404 459 26 39 58 5 9 5
ess than g10. . |’ 836 825 789 12 34 46 1 2 2
All sizes . .. .. . 1,293 1,307 1,333 18%  37% 52% 4% 7% 7%

1 Lg
sOUF:cség?"F"“a'hﬂlf of 1 percent
* Tederal Deposit Insurance Corporation
@daral Reserve Bank of Dallas

};:I‘ A detajleq description of how various types of institutions participate in the market, see The Federal Funds Market-A Study by a Federal Reserve
giem Committee, Board of Governors of the Federal Reserve System, Washington, D.C., May 1950,
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Federal funds market expands rapidly
in the Eleventh District in recent years
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ket. Corporations, for example,
transact business with Govern-
ment security dealers, and these
transactions are often settled in
Federal funds. Corporations sel-
dom participate directly in the
market, however, buying and sell-
ing instead through commercial
banks, which hold actual title to
the funds.

Commercial banks are far and
away the main participants in the
market. And since this is a market
for deposits of member banks at
Federal Reserve banks, it is not
surprising that participants are
mostly member banks. Nation-
wide, member banks account for
80 to 90 percent of the Federal
funds purchased and 85 to 95
percent of the Federal funds sold.
Furthermore, participation by
nonmember banks (which, of
course, do not carry reserve bal-
ances at Federal Reserve banks)
is handled mainly by correspon-
dent banks that are members.

To gauge the significance of
this market to banks in the
Eleventh District, a study was
based on call report data and a
survey of more than 100 banks in
the District. This article reports
on the growth of the market in the
District and the increase in par-
ticipation by various types of
banks. A second article will report
on the characteristics of Federal
funds transactions in the District
and the place of these transaction®
in bank portfolio management. A
third article will analyze the im-
pact of the explosive growth of
the Federal funds market on the
soundness of banks in the District
and the servicing of local credit
needs.

Growth in sales . ..

Although most of the expansion i
Federal funds transactions in the
Eleventh District has been at
member banks, small nonmembe?
banks have also become more
active, particularly in the sale of



——

Federal funds, Where nonmember
anks accounted for only 9 per-
cent O_f the Federal funds sales in
e District at the end of 1968,

16y accounted for 17 percent two
years later,

: Al}alysis of this growth pattern
S:iluures an understanding of the
2 Tucture of banking in the Dis-
rict, Thgre are well over 1,300
flOmmex:clal banks in the District,
U€ mainly to the fact that
3 xas—t_he'only state lying en-
Yely within the District—is a unit-
anking state, Of the four other
stlsttmc-t states, only Arizona allows
a ewide branching. Oklahoma is
SO 2 unit-banking state, and
On]“lSI_an_a and New Mexico allow
y hln'uted branching.
the ]gl_lle the number of banks in
i Istrict Is large, however, most
€m are fairly small, at least
Y hational standards. More than
= bercent of the banks have de-
Sits of less than $50 million.
a?ll'eover, only about half of the
- (:s are members of the Federal
- br"e System. And while mem-
Hhar anks are generally larger
percenonmember banks, almost 90
i ]31_13 of the member banks in
. 1strict also have deposits of
88 than §$50 million.
- dir ticipation of various sizes
UndSYDes of b_anks in the Federal
: Mmarket in recent years can
Whgii‘uged from call report data.
Somee(;heSe data may be subject to
adiy tlstortlons due to year-end
Stents by hanks (a matter
thateodllscussed later), they show
Mer; nl y 18 percent of the com-
Tepor:l banks in the District
o bEd sales of Federal funds on
00ks at the end of 1968.

huw};‘? E‘X!:ent of participation,
T GL, Increases with bank size.
rEServr anks tend to manage their
smal] € Dositions more closely than
Bre mer‘ba'nks do and, as a result,
unds?e likely to invest excess
Also 1 1 the Federal funds market.
Yol arger banks often act as

€IS (accommodating banks)
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for their smaller correspondents,
purchasing funds from these banks
and reselling them in the Federal
funds market. Thus, two-thirds of
the largest banks in the District
were selling Federal funds at the
end of 1968.

As might be expected-since the
Federal funds market is essen-
tially a market for member bank
deposits at the Federal Reserve
Bank-a far larger proportion of
member banks participate in the
market than do nonmember
banks. This is true, regardless of
bank size. Of the 375 member
banks in the District with less
than $10 million in deposits at the
end of 1968, 22 percent were sell-
ing Federal funds, compared with
only 3 percent of the 461 non-
member banks of that size. But
the margin of difference between
member and nonmember bank
participation has narrowed appre-
ciably since that time.

The proportion of banks selling
Federal funds has risen sharply in
recent years, advancing from 18
percent of all banks in the District
at the end of 1968 to 52 percent
at the end of 1970. But although
the selling of Federal funds has
increased at all sizes of banks, the
increase has been uniformly much
higher for smaller than for larger
banks. The proportion of banks
selling Federal funds in the $100
million to $499 million deposit
group, for example, almost dou-
bled over this two-year period.
This in itself is an impressive
advance, but the percentage m
the less than $10 million deposit
group increased nearly fourfold.

But there has also been a ten-
dency for the extent of participa-
tion to increase faster among
nonmember banks than among
member banks of the same size. In
the $10 million to $49 million
deposit group, for example, the
proportion of member banks sell-
ing Federal funds did not quite
double over this period, while the

proportion of nonmember banks
selling funds more than tripled.
The most dramatic difference was
at banks with deposits less than
$10 million. In this deposit group,
the proportion of member banks
selling Federal funds increased
about 2145 times while the pro-
portion of nonmember banks in-
creased 12 times.

Several factors may have ac-
counted for this sharp rise in the
number of banks selling Federal
funds-especially among small
banks and nonmember banks. One
is that the sizable increase in the
Federal funds rate in 1969 prob-
ably made sales more attractive to
all banks. Nationwide, the Federal
funds rate averaged about 6 per-
cent in December 1968, rose to
about 9 percent in December
1969, and fell back to about 5
percent in December 1970. The
rise in rates between the end of
1968 and the end of 1969 coin-
cided with the sharpest increase
in the proportion of banks in the
District selling Federal funds.

Although the average Federal
funds rate had fallen back by
December 1970, there was still a
marked increase in the number of
banks selling Federal funds that
year. This advance was probably
due to the difference in demand
for loans and availability of bank
funds at the two year-ends. The
end of 1969 was a fairly tight time
for banks. Banks had sustained
sizable losses in deposits over the
previous year, and loan demand
continued heavy. The next year
ended more comfortably, with
deposit inflows having resumed
earlier in the year and loan de-
mands having moderated. Thus,
despite the lower Federal funds
rate, the increased availability
of funds probably furthered the
movement into the Federal funds
market in 1970.

The faster influx of small non-
member banks was due partly to
their having more leeway for such



movement than large member
banks. More of the large member
banks were already selling Federal
funds in 1968. Starting from a
smaller base, any increase in the
number of small nonmember
banks selling Federal funds would
appear more dramatic.

But the increase reflects more
than that. Tight money conditions
in 1969 did not hit small banks as
hard as larger member banks. De-
posits at member banks dropped
about 1 percent that year, while
deposits at nonmember banks rose
9 percent. The greater availability
of funds at nonmember banks was,
no doubt, instrumental in induc-
ing them to start selling Federal
funds—especially since the Federal
funds rate was high. With the
easing of conditions in 1970, de-
posits at member banks rose 10
percent but deposits at nonmem-
ber banks increased 15 percent.
As a result, even in this period of
relative ease, the proportion of
banks in the District selling Fed-
eral funds rose generally faster
among nonmember banks than
among member banks.

.. . and purchases

There are fewer purchasers of
Federal funds in the District than
there are sellers. Only 4 percent

of the banks in the District had
Federal funds purchases outstand-
ing at the end of 1968, compared
with 18 percent that had sales
outstanding. Again, in view of the
numerical dominance of small
banks in the District, this is quite
reasonable. Because of their larger
excess reserve positions, smaller
banks tend to be net sellers of
Federal funds.

In fact, the proportion of banks
buying Federal funds drops dra-
matically with bank size. Where
all banks with deposits of $500
million or more had Federal funds
purchases outstanding at the end
of 1968, only 1 percent of the
banks with deposits less than $10

4

million showed purchases on their
books.

Member banks are more active
in purchases of Federal funds than
are nonmember banks of the same
size, although the difference is
much less pronounced than it was
for Federal funds sales. For ex-
ample, about 6 percent of the
member banks with deposits of
$10 million to $49 million were
engaged in the purchase of Fed-
eral funds at the end of 1968,
compared with 4 percent of the
nonmember banks of that size—
indicating, perhaps, that size may
be more important than member-
ship in the Federal Reserve
System in determining whether a
bank buys Federal funds. Whether
member or nonmember, small
banks probably carry relatively
more excess reserves than larger
banks and, therefore, have less
need to buy Federal funds.

There has been a substantial
increase in the number of banks
buying Federal funds in recent
years, however. The proportion
of banks buying funds in the
Eleventh District increased from
4 percent of all banks at the end
of 1968 to 7 percent at the end of
1970. As might be expected, most
of this increase was at large banks.
For banks in the $100 million to
$499 million deposit size, the ratio
rose from 54 percent to 88 per-
cent. For banks in the $50 million
to $99 million deposit size, it rose
from 16 percent to 36 percent.
But for smaller banks, there was
little or no change. Again, the
distinction between member and
nonmember banks seemed to have
little bearing on the pattern at
smaller banks.

As in the case of sales, the per-
centage of purchasing banks of
all sizes rose more between the
end of 1968 and the end of 1969
than between the end of 1969 and
the end of 1970. In some cases, the
ratio changed very little between
the end of 1969 and the end of

1970. In some instances, it even
declined.

The difference was doubtlessly
due to changes in the availability
of funds. Tight credit conditions
at the end of 1969 brought a
sharp increase in the number of
banks buying Federal funds—even
at smaller banks, both member
and nonmember. Of nonmember
banks with deposits of $10 million
to $49 million, for example, the
percentage buying Federal funds
increased from 5 percent in late
1968 to 9 percent a year later.

While the percentage of banks
buying Federal funds increased
sharply at all sizes of banks in
1969, the pattern varied substan-
tially in 1970, depending on bank
size. Larger banks continued to
make purchases after funds be-
came more available-and in some
cases, in increasing numbers. But
in most cases, smaller banks with-
drew from purchases, reverting to
their previous reserve management
policies. The result is an impres-
sion that the sharp rise in small
bank borrowing in the Federal
funds market was partly only a
temporary measure taken during
a time of extreme credit tightness.

Window dressing problems

There is always the possibility
that an analysis such as this will
be distorted by the choice of time
frames. This is especially true of
the year-end data for the call re-
ports. For these reports, banks
sometimes show more liquid assets
than they normally carry, or
fewer short-term liabilities, in an
effort to make their balance sheets
appear as “sound” as possible-a
matter of window dressing. And
window dressing could include
their Federal funds sales and pur”
chases on these dates. These re-
ports must, nevertheless, be used
in analyzing the participation of
all commercial banks in the Fed-
eral funds market. They are the
only source of information on the



Federa] i
e fll;lanflf;ransactmns of non-
reg;}rlfs general accuracy of these
g can be checked, however.
eral fuer banks report their Fed-
picki nds transactions daily. By
= cnﬁ dates clqse to those for
evalua t reports, '1t-is possible to
i ?I' e thg validity of call report
datalfr 0 this end, Federal funds
ot 0(1111 member banks were
e ted for the last reporting
o thelghN ovember preceding each
o ree end-of-year call re-
S Or most bank sizes, the
Seml?:lﬂrii;l‘on of banks buying and
g & Federal funds was about
er:earr[l)e in N ovember as in
ankm er, indicating—for member
it ihat least-data consistent
Ve € general trend of the fig-
€ 1n the call reports.

Extent of Pparticipation

82321‘ £mbers of banks in the
COursia 1;funds market do not, of
e ell the whole story. While
1_&‘}tri‘?\;ere_ only six banks in the
s Cl with deposits of $500 mil-
% exr more at the end of 1970,
A IQEBHDIG’ year-end call reports
S 1969, and 1970 show
o anks accounting, on aver-
Ed,e l?li roughly a third of the
eir% funds sold in the District.
1_eﬂectlrnporteamce in the market
o Stmt only their size but also
“accoc that they function as
o Mmodating banks,” buying
Sponclial funds from smaller corre-
& oth:nts and then _selling them
theiy rel.:s E&Zl;.s needing to increase
withhfhvolume of sales declines
ik € average bank size-down
T %051’0 sizes of about $50 mil-
ani(s ut next to the largest banks,
i n the 5;510 million to $49
3uppﬁl'ldde}:-omt group consistently
Feder el the greatest amount of
N fac: funds, At the end of 1969,
the 152 they supplied more than
typic 1‘18@ banks—the banks that
Cl'edja ly fegl the pinch of tight
conditions. Such conditions
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PERCENTAGE OF MEMBER BANKS SELLING AND BUYING FEDERAL FUNDS,

AS OF SELECTED DATES

Eleventh Federal Reserve District

Bank _deposil size
(Million dollars)

ol $500 $100 $50 $10 Less
Item and date b?alrfgs s sf,%g slgg St*?g ‘é‘foﬂ
Banks selling Federal funds
1968 .
November 27 ........... 33% 80% 79% 41% 449 =
December 31 ........... 28 67 54 = 41 33’3 gg %
1969
November26 ........... 47 83 86 58 46 44
December31 ........... 47 83 75 52 46 44
1970
November25 ........... 69 100 85 86 65 68
December 31 ........... 62 83 91 75 59 59
Banks buying Federal funds
1968
November 27 ........... 9 100 71 38 8 o
December 31 ........... 7 100 54 20 6 1
1969
November 26 ........... 13 100 79 65 14 3
December 31 . .......... 11 100 79 39 ) 3
1970
November 25 ........... 15 100 94 54 13 3
December31 ........... 12 100 91 54 7 >
SOURCES: Federal Deposit Insurance Corporation
Federal Reserve Bank of Dallas
SALES OF FEDERAL FUNDS BY COMMERCIAL BANKS, DECEMBER 31
Eleventh Federal Reserve District
(Million daollars)
Bank deposit size — Total sales S Average sales
(Million dollars) 1968 1969 1970 1968 1969 1970
Member banks
$500 or more ..... $146 $96 $551 $36.5 $19.2 $110.1
$100 to $499... ... 86 149 325 5.8 71 10.8
$50t0 $99........ 19 44 65 1.6 2.8 3'1
$10/t0 $49.. ..... 79 110 205 1.1 1.0 14
Less than $10. . . .. 38 63 106 5 4 :5
All sizes ....... 368 462 1,252 2.0 1.5 3.1
Nonmember banks
$500 or more. . ... 0 0 0 o — .
$100 to $499. ... .. 0 0 5 = = 5.0
$50t0 $99........ 12 17 43 2.4 3.4 3.6
$10to $49........ 18 52 132 T 1.0 1'2
Less than $10..... & 48 71 il 4 4
All sizes ....... 35 117 251 .6 '8 8
All banks
$500 or more. .. .. 146 96 551 36.5 19.2 110.1
$100 to $499...... 86 149 330 5.8 7.1 10.6
$50to $99........ 31 61 108 1.8 29 3.3
$10to $49. . ...... 97 162 347 1.0 1.0 13
Less than $10.. .. 42 111 167 4 7l 5
All sizes .. .. $403 $579 $1,503 $1.7 $1.2 $2.0
NOTE: Detalls may not add to totals because of rounding.
SOURCES: Federal Deposit Insurance Corporation
Federal Reserve Bank of Dallas
5



PURCHASES OF FEDERAL FUNDS BY COMMERCIAL BANKS, DECEMBER 31

Eleventh Federal Reserve District

(Million dollars)

Bank deposit size Total purct Average purchases
(Million dollars) 1968 1969 1970 1968 1969 1970
Member banks
$500 or more.... $495 $642 $989 $82.5 $106.9 $164.8
$100 to $499. . ... 98 218 276 6.5 9.9 9.2
$50 to $99. .. .... 7 35 19 .9 2.9 1.3
$10 to $49....... 7 15 13 .6 8 i
Less than $10. ... 1 2 2 3 R0, 3
All sizes ...... 607 912 1,298 14.1 13.4 16.7
Nonmember banks
$500 or more. . .. 0 0 0 — - —_
$100 to $499. . ... 0 0 0 —_ — —
$50 to $99....... 0 16 6 — 3. 6.0
$10to $49. . ... .. 5 13 1 .8 ; .3
Less than $10. ... (*) 1 4 (*) .5
All sizes ...... 6 30 12 .8 1k .8
All banks
$500 or more. ... 495 642 989 82.5 106. 164.8
$100 to $498. .. .. 98 218 276 6.5 9. 9.2
$50 to $99.... ... 7 51 25 .9 3. 1.6
$10to $49....... 12 28 14 T : .6
Less than $10. ... 1 3 6 .3 4
All sizes ...... $613 $942 $1,310 $12.3 $9. $14.4
1. Less than $500,000
NOTE: Details may not add to totals because of rounding.
SOURCES: Federal Deposit Insurance Corporation
Federal Reserve Bank of Dallas
TOTAL SALES AND PURCHASES OF FEDERAL FUNDS
BY MEMBER BANKS, AS OF SELECTED DATES
Eleventh Federal Reserve District
(Million dollars)
Bank deposit size
(Million dollars)
All $500 $100 $50 $10 Less
size or to to to than
Item and date banks more $499 $99 $49 $10
Total sales
1968
November 27 .. ... $432 $135 $151 $19 $80 547
December 31 .. ... 368 146 86 19 79 38
1969
November 26 .. ... 622 279 127 39 94 83
December 31 ... .. 462 96 149 44 110 63
1870
November 25 ... .. 1,106 405 339 79 172 111
December 31 ... .. 1,252 551 325 65 205 106
Total purchases
1968
November 27 ... .. 345 203 110 21 9 2
December 31 ... .. 607 495 98 7 7 1
1969
November 26 ... .. 1,024 633 305 57 26 3
December 31 ... .. 912 642 218 35 15 2
1970
November 25 . . . .. 1,117 696 374 22 22 3
December 31 ... .. 1,298 989 276 19 13 2

NOTE: Details may not add to totals because of rounding.

SOURCES: Federal Deposit Insurance Corporation
Federal Reserve Bank of Dallas

were prevailing at the end of 1969,
and large banks probably had less
money to put into the Federal
funds market than smaller banks.
Growth in sales between the
end of 1968 and the end of 1970
was fairly uniform for all sizes of
banks, rising roughly 315 times
over this period. There were some
sharper increases in the volume of
funds supplied by nonmember
banks, however, particularly by
smaller banks. The amount sup-
plied by nonmember banks in the
$10 million to $49 million deposit
class rose more than seven times
over these two years, but the
amount supplied by nonmember
banks with deposits less than $10
million rose more than 17 times.
These increases reflected not only
more banks entering the Federal
funds market but also a larger
average amount sold by each bank:

Average sales per bank are, of
course, greater at large banks than
at small banks. This was true at
three year-ends and at member and
nonmember banks alike. Moreovel
the range of difference was quite
wide. At the end of 1970, for ex-
ample, sales outstanding at the
largest banks averaged $110 mil-
lion while those at the smallest
banks averaged only $500,000.

Growth in the average size of
sales has also been greatest at the
largest banks. Where the average
size of sales at the six largest
banks tripled between the end of
1968 and the end of 1970, the in-
crease at banks of the smallest sizé
was only about 25 percent. Again,
the greater increase at larger
banks partly reflects that most of
the sales of smaller banks are
made to these larger accommodat
ing banks, which then resell the
funds.

It is clear, nevertheless, that
the increase in Federal funds sold
in each size class over the past feW
years reflects both the increase in
the number of banks participating
in the market and the increase in



t};‘; E"erage size of sales at each

e At larger banks, most of the

= tase has been due more to a
€1n the average amount of the
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edera] funds,
Federa] fungs purchases are
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argest banks, All three call reports

Shig:;‘the Six larg_est banks in the

e 1ct accounting for almost 75

Chasznt of the Federal funds pur-
iy 8. Moreover, the amount of

T 1'181 funds purchased drops

PUrcI;) ¥ With the size of banks.

A ‘ases_ at the smallest banks

€ relatively insignificant,

W
orhether the banks were members

Nonmemperg,
Sub;;:;i _hag, nevertl}eless, been a
A I_al Increase in purchases
endiof. nges of banks since the
e }*;58. In dollar terms, the
Ao as been greater at the
el :Eks But in percentage
Smallér i} as been greater at
1968 1. > }?nks. From the end of
abthe o e end of 1970, purchases
dOuble&x léargest banks roughly
in the $1-0 ut pqrchases at banks
i epOs?tI:;}lemn tci $i9.9 11rr1(ill- g
e nearly tripled, an
E:;‘l’{l;a?es at the smallest size
INCreased six times.
- e D;ﬁ;em of this expansion
i certainly due to the
= tge‘ili';mmber of small banks
banks };g the market, Where large
Fe deralaflg long before integrated
liabili¢ ngls_ purchases into their
anks Y Positions, many smaller
s Were Probably just begin-
1963, Sgiiec}fral gmds in late
apa ult, a sharp percent-
c§§1 lélcrease in their purchI:lses
h‘PFObany be expected.
f-‘hanglz ;iborne out further by the
ederal § the per-bank average of
Sizes - bllnds purchages at various
berioq anks over this two-year
in the 'av 1t on!y a nominal rise
fun ns €rage size of Federal
Purchases at small banks—
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an advance from $300 million to
$400 million—the sixfold increase
in the total dollar volume of pur-
chases by these banks seems due
mainly to new entrants into the
market.

Large banks, on the other hand,
increased their average purchases
appreciably. The largest banks
more than doubled their average
purchases. Therefore, as in the
case of sales, the increase in pur-
chases of Federal funds at large
banks has been more a function
of increased volume of purchases
than any increase in the number
of banks in the market. But the
reverse is true of the increase at
smaller banks.

Window dressing again

Again, to check the reliability of
call report data that might have
been distorted by window dress-
ing, data for the last of December
were compared with Federal funds
sales and purchases of member
banks at the end of November pre-

ceding the three call reports. The
consistency was not quite as good
as the earlier check into the pro-
portion of banks buying or selling
Federal funds. This was expected,
however, since sales and purchases
include variations not only in the
number of banks in the market
but also in the average size of their
transactions.

Consistency was poorest among
lar_‘ge banks. This, too, is not sur-
prising, since large banks are more
active in the market and have
wider swings in their Federal
funds positions.

Overall, however, both total and
average purchases and sales at the
end of November were consistent;
enough with those on dates of call
reports to bear out the general
conclusions of the previous analy-
sis with regard to member banks.

Summing up

The sharp rise in the dollar volume
of Federal funds transactions in
the Eleventh District, then, re-

AVERAGE SALES AND PURCHASES OF FEDERAL FUNDS
BY MEMBER BANKS, AS OF SELECTED DATES

Eleventh Federal Reserve District
(Milllon dollars)

Bank deposit size
(Million dollars)

All $500 $100 $50 $10 Less
slze or to to to than
Item and date banks more $499 $09 $49 $10
Average sales
1968
November 27 .. ... $2.0 $33.8 $6.8 $1.5 $1.1 $0.5
December 31 ..... 2.0 36.5 5.8 1.6 1.1 5
1969
November 26 ... .. 2.0 55.8 4.5 2.1 1.1 .5
December 31 .. ... 1.5 19.2 7.1 2.8 1.0 4
1970
November 25 ..... 2.7 67.5 12.1 3.3 1.2 .5
December 31 ..... 3.1 110.1 10.8 3.1 1.4 .5
Average purchases
1968
November 27 ... .. 6.2 33.8 6.1 1.7 S 3
December 31 ..... 14.1 82.5 6.5 .9 .6 3
1969
November 26 .. ... 12.0 105.5 14.5 2.9 1.0 2
December 31 ..... 13.4 106.9 9.9 2.9 .8 2
1970 g
November 25 .. ... 12.6 6.0 12.5 1.5 .8 3
December 31 ..... 16.7 4.8 9.2 1.3 Af 3
SOURCES: Federal Deposit Insurance Corporation
Federal Reserve Bank of Dallas
7



flects, at least in part, the substan-
tial change in the number and
types of banks participating in the
market. The market is still domi-
nated by a few large banks. But
these banks;have maintained their
share of the market over this two-
year period only by tripling their
outstanding sales of Federal funds
and doubling their outstanding
purchases.

The inroads smaller banks have
made into the market, on the other
hand, reflect the increasing num-
ber of such banks that have entered
the market over this period, rather
than any significant increase in
the dollar volume of transactions
by those already in the market.

This movement of small banks into
the market is most apparent in the
increase in Federal funds sales—an
increase probably spurred by the
high interest rates on Federal
funds over most of the period and
by the greater availability of funds
at small banks.

But the recent pattern of growth
in Federal funds trading is also
affected by differences in the port-
folio management policies of var-
ious sizes of banks, as well as the
characteristics of Federal funds
transactions. These are matters
to be explored in an article next
month.

—Joseph E. Burns

New par banks

The Bank of Commerce, Point Comfo
located in the territory served by the
of Dallas, was added to the Par List on its opening date,
officers are: Jno. J. Faubion,
Wagner, Executive Vice President; James

Knipling, Vice President and Cashier.

The Western State Bank, Midland, Texas, an insured
in the territory served by the El Paso Branch of the Federal Reserve Bank o

rt, Texas, an insured nonmember bank
Houston Branch of the Federal Reserve Bank
February 10, 1972. The
Jr., President and Chairman of the Board; Edwin A.
McSpadden, Vice President; and Fred A.

nonmember bank located

was added to the Par List on its opening date, February 11, 1972. The officers are:
\C?Villjam J. Mewhorter, President; Charles Danley, Vice President; and Steve Short,
ashier.

The Community Bank, Houston, Texas, an insured nonmember bank located in

the territory served by the Houston Branch of the Federal Reserve Bank of Dallas,

was added to the Par List on its opening date, February 15, 1972. The officers

%re :hIi{obert A. Partain, President, and Preston H. Rachal, Vice President and
ashier.


















