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T im e and S a v in g s  D ep o sits in th e  S e co n d  D istrict S in c e  th e
C h a n g e  in R egu latio n  Q*

Viewed against the experience of the last decade, the 
growth of interest-bearing deposits1 at Second District 
member banks in the last three years has been remarkable 
(see Chart I). At the end of December 1962, these time 
and savings accounts stood at $18 billion, almost 70 per 
cent above their level at the end of 1959. Moreover, the 
rate of gain tended to accelerate during the period: in
1960, Second District members added $1.4 billion; in
1961, $2.4 billion; and in 1962, a record $3.4 billion. 

The key factor in the sharp acceleration of growth in
1962 was the revision of Regulation Q, effective January 
1 of that year, which raised the maximum rates member 
banks may pay on time and savings deposits (see Table 
1). Banks in the District reacted immediately by increas
ing interest rates paid on such deposits. Coming at a time 
when general economic and financial conditions were 
already favoring the growth of interest-bearing deposits,2 
the higher rates drew a quick and sizable response from 
the public.

The rise in commercial bank rates on time and savings 
deposits was, of course, not limited to this District. 
Banks throughout the country offered higher rates that

* Leonard Lapidus had primary responsibility for the prepara
tion of this article.

1 This article employs the term “interest-bearing deposits” to 
describe the aggregate of time and savings deposits at commercial 
banks. The term “time deposits”, which is frequently used in 
reference to the combined series, is here used only in a narrower 
sense to describe deposits that usually have a specified maturity 
which in no case can be under thirty days and that are either in 
the form of a certificate of deposit or open account. “Certificates 
of deposit” are for specified amounts and are evidenced by either a 
negotiable or a nonnegotiable instrument. “Open account” time 
deposits are evidenced by a written contract, and funds may be 
added or withdrawn (subject to a restriction of at least thirty 
days) during the life of the contract. “Savings deposits” are dis
tinguished from time deposits in that they may be held only by 
individuals or nonprofit institutions; a notice of withdrawal is not 
mandatory, but a notice of at least thirty days may be required 
at the option of the bank.

2 For a general discussion of the factors influencing the growth
of interest-bearing deposits, see Richard G. Davis and Jack M. 
Guttentag, “Time and Savings Deposits in the Cycle”, Monthly 
Review, June 1962, pp. 86-91.

enhanced the attractiveness of such deposits relative to 
other liquid assets that the public might have chosen to 
hold. Especially in the first several months after ceilings 
were raised, commercial banks were apparently successful 
in diverting funds from the markets for Treasury bills and 
municipal securities. As the year progressed, they also 
tended to capture a share of the funds that investors with
drew from the stock market. Indeed, a notable feature of 
1962 was that the relatively large increase in bank deposits 
normally associated with a period of credit ease was con
centrated to an unusual degree in interest-bearing rather 
than demand deposits.

But the growth in interest-bearing deposits was more 
rapid in the Second Federal Reserve District than else
where. This reflected in part the greater interest rate 
sensitivity of the large depositors prominent among the 
customers of the District’s banks, and also the aggres
siveness of many of these banks in exploiting this new 
avenue of competition. Moreover, time deposits of for
eign governments, central banks, and official institutions 
increased after Regulation Q ceilings on such deposits 
were suspended for three years, beginning October 15, 
1962, and Second District banks gained the greatest share 
of that increase.

This article examines in greater detail the nature of 
rate and deposit developments in the Second District 
during 1961 and 1962. It focuses, in particular, on 
variations in the behavior of rates and deposits among 
different types of institutions and areas.

Table I

MAXIMUM INTEREST RATES PAYABLE ON TIME DEPOSITS
In per cent per annum

Type of deposit January 1, 1957 to 
December 31, 1961

Effective 
January 1, 1962

Savings deposits of:
1 year or m ore.................................. 3 4
Less than 1 year ............................ 3 3V*

Other time deposits payable in:
1 year or more .............................. 3 4
6 months to 1 year........................... 3 3*6
90 days to 6 months ...................... 2*4 IVi
Less than 90 d ays........................... 1 1
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Chart I

TOTAL INTEREST-BEARING DEPOSITS 
1952-62

Bil l ions of dollars Bi l l ions of doll ar s

Source: Board of Go ve rn or s  of the Fe de ra l  Rese rve  System.

T H E  S I T U A T I O N  IN  1 9 6 1

By the end of 1961, interest rates at Second District 
member banks were pressing against Regulation Q ceil
ings. Reports to this Bank from a large sample of District 
banks indicated that in 1961 rates on savings deposits, 
in both the over- and under-one-year categories, aver
aged 2.95 per cent, a scant fraction below the 3 per 
cent ceiling; nine out of ten banks were at the ceiling. 
On open account time deposits, 91 per cent of the banks 
were offering the maximum legal rate on maturities of one 
year or more, and rates on negotiable time certificates of 
deposit (C /D s) were also close to Regulation Q ceilings. 
Indeed, in 1961, almost eight out of ten commercial bankers 
surveyed in New York State felt that Regulation Q ceilings 
then in effect did not provide enough “headroom” for them 
to compete effectively for savings.3

The large urban banks, even more than other banks in 
the District, felt the need to foster the growth of interest- 
bearing deposits. Over the postwar period, these banks— 
especially those in New York City—had experienced a

3 New York State Bankers Association, Growth Aspects of 
Savings Deposits, December 1961, pp. 10-11.

relative decline in their share of the nation’s demand 
deposits. Corporate cash balances, which are particularly 
important to these banks, had been declining during 1959 
and 1960 and, despite the business recovery starting in
1961, had failed to grow until the last few months of
1961. Gains in time and savings money seemed to offer 
such banks a means of increasing their deposit growth and 
thus, over the long run, a possibility of meeting more 
fully the credit needs of the large national corporations 
that are among their most important customers.

In 1961, the desire of these large banks to promote the 
growth of time and savings money was reflected not only 
in their posted rates on savings deposits, which were the 
highest in the District, but also in their introduction of 
C/Ds. The latter step represented a major policy move to 
attract time money, especially of domestic corporations; 
up to that time the large banks had rarely accepted 
interest-bearing time deposits from domestic firms.

This new instrument was immediately successful, and 
time certificates became a major element in the substantial 
growth of interest-bearing deposits in the District during 
1961.4 Time certificates at District weekly reporting 
member banks grew by $1 billion in 1961, accounting for 
over 70 per cent of the increase in these banks’ time de
posits and for just under half of the increase in their total 
time and savings deposits (see Table I I) .5

This growth, however, was not continuous throughout 
the year. By their nature, C/Ds are highly sensitive to 
competing open market interest rates and, as a result, their 
increase slowed down in the second half of 1961, when 
Treasury bill rates started to rise. Outstanding C/Ds at 
New York City banks had expanded from virtually nothing 
at the outset of 1961 to $1 billion at the end of July, but 
thereafter the rise in Treasury bill rates toward the Regula
tion Q ceiling narrowed the margin between bill yields and 
C /D  rates on six-month maturities to only Vs of a per
centage point in December 1961. Largely because of this, 
the volume of outstanding C/Ds stopped growing and then 
began to recede, falling back to the July level by the year 
end.

4 For a detailed discussion of the growth of certificates of deposit 
and its relationship to rates, see R. Fieldhouse, Certificates of 
Deposit (Boston: Bankers Publishing Company, 1962), Ch. 6.

5 There are thirty-seven weekly reporting member banks in the 
District. These banks are among the largest and are located in 
the District’s major cities. Their combined time and savings de
posits accounted for 72 per cent of interest-bearing deposits in 
the District at the end of 1962. Separate data on their time and 
savings deposits have been available on a weekly basis since July 
1959. Such a separation is available for all members in the District 
for call report dates, but only since the first quarter of 1961.
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Table II

ANNUAL INCREASES IN INTEREST-BEARING DEPOSITS 
IN THE SECOND FEDERAL RESERVE DISTRICT

Based on end-of-year balances

Type of deposit

Second District — all members.
Weekly reporting member banks:

Total .........................................
Savings deposits ................
Time deposits ....................

Negotiable time certifi
cates of deposit..........

Other member banks ..............

I960 1961 1962
Billions of dollars

1.0
0.3
0.7

0.4

2.4

2.1
0.7
1.4

1.0

0.3

3.4

2.7
1.3
1.4

1.4
0.7

1960 1961 1962
Per cent

13

14
7

27

10

20

26
15
44

8

23

27
24
30

15

* Because C/Ds grew rapidly from very low levels, percentage increases for 
1961 and 1962 are not significantly comparable with the percentage in
creases in other categories of interest-bearing deposits. For 1960, exact 
figures are not available but growth was insignificant.

Indeed, time accounts generally experienced slower 
growth in the latter part of 1961, as depositors sensitive to 
interest rate differentials—particularly business establish
ments, foreign official institutions, and state and local gov
ernments—turned to Treasury bills (see Chart II). On the 
other hand, savings deposits at weekly reporting banks 
grew strongly throughout the year, though with some 
tendency toward a slower rate of gain as the year pro
gressed (see Chart III).

T H E  S I T U A T I O N  A F T E R  T H E  C H A N G E  
I N  R E G U L A T I O N  Q

After the revision of Regulation Q at the beginning of
1962, the banks immediately responded by raising rates, 
thereby clearly demonstrating their willingness to pay a 
considerable price for an increased volume of time and 
savings money. According to a mid-January 1962 survey, 
almost 85 per cent of District member banks had already 
made upward changes in offered rates. Many had also 
added to, or improved, the “fringe” benefits they offered 
on savings deposits—for example, the payment of daily 
interest and the introduction of “grace” days at the begin
ning and end of interest periods. On the other hand, it 
appears that banks that did not raise their rates in January 
never raised their rates at all.

Typically the rate on savings deposits was raised from
3 per cent to 3.5 per cent for deposits of both under and 
over one year. Fully 80 per cent of District member banks 
moved to the 3.5 per cent maximum on “new” (under one 
year) savings deposits, and 60 per cent to that rate on 
deposits of one year or more. Only 20 per cent posted the
4 per cent maximum on deposits of one year or more, and 
these banks were concentrated in the New York metropoli
tan area, northern New Jersey, and Buffalo.

Rates on C/Ds were increased by about Vs of a per

centage point for six-month to nine-month maturities and 
by % of a percentage point for maturities of one year and 
over. Rates on time deposits (open account) rose about lA  
of a percentage point.

The effect of the more attractive rates paid on interest- 
bearing accounts at District banks was an acceleration in 
the growth of savings deposits and a renewed expansion 
of time deposits. In contrast to 1961, savings deposits 
played a significant role in the over-all increase of interest- 
bearing commercial bank deposits; they doubled their
1961 gains during 1962 and accounted for half of the 
total rise in interest-bearing deposits at large District banks.

Savings deposit gains at commercial banks were 
especially strong in January and February 1962. In sub
sequent months, too, the rate of growth remained well 
above that of 1961. In 1962, even the smallest monthly 
gain in seasonally adjusted savings deposits exceeded nine 
of the twelve monthly gains in 1961 (see Chart III).

Larger flows into savings accounts benefited all thrift 
institutions in 1962. For example, deposits of District 
mutual savings banks and the dollar volume of shares of 
savings and loan associations grew somewhat faster in
1962 than in 1961. The total of these two forms of savings 
at the 1962 year end stood 8.3 per cent above 1961, 
whereas the gain in 1961 had been 6.2 per cent.

Chart II

TIME DEPOSITS IN THE SECOND FEDERAL RESERVE DISTRICT 
AND TREASURY BILL RATES

Per cent
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F o r e ig n  o f f i c i a l  time d e p o s it s
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-  .5
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Note: Data are not s e a so n a ll y  adjusted. The series on time deposits  

of foreign go ve rn me nt s,  central  ba nk s ,  and of f ic ial  institutions and  
of i n d iv id u a ls ,  partnerships,  and cor por ations  were init i ated in 
Apri l  1961. Treasury bi ll  rates are for new issues of s ix-month maturity.
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However, the acceleration of the growth of savings 
deposits was even faster at local commercial banks than 
at competing thrift institutions. In 1960 and 1961, addi
tions to savings accounts at weekly reporting member 
banks had amounted to 19 and 38 per cent, respectively, 
of total additions to accounts at mutual savings banks and 
savings and loan associations in the District. In 1962, they 
accounted for fully 50 per cent. These gains presumably 
were in part due to the erosion of the rate advantage pre
viously enjoyed by other savings institutions. In 1960 
the rate on new savings deposits at mutual savings banks 
and the return on shares at savings and loan associations 
in the District typically amounted to 3V2 per cent, V2 per
centage point above Regulation Q ceilings. After January
1, 1962, member bank rates generally moved to 3 V2 per 
cent, and savings institution rates to 33A  per cent. Thus 
the rate advantage on new savings has been trimmed to V4 
of a percentage point.

Moreover, mutual savings banks in New York State 
cannot for the time being re-establish a wider differential 
on new savings, since their rate on these is limited by 
regulation to a maximum of 3% per cent. Recently, 
many of the mutual savings institutions in the larger cities 
have moved to 4 lA  per cent on one-year savings6 in order 
to be able to compete with the 4 per cent generally offered 
by commercial banks in these localities.

Time deposits have also responded to the more attrac
tive interest rates now available. From the beginning of 
1962 to the end of June, such deposits grew by $0.7 
billion in an irregular pattern, which reflected a sensitive 
response to monthly fluctuations in Treasury bill rates. 
Their growth then ceased, partly for seasonal reasons, but 
it was renewed in the last two months of 1962, which saw 
a sharp rise of $0.7 billion in such deposits (see Chart II). 
Nearly half of this reflected additions to the time accounts 
of foreign official institutions, following the October sus
pension of Regulation Q ceilings on such accounts,7 but 
there was also an apparently contraseasonal jump during 
December in time certificates issued to corporations. Gains 
in the volume of outstanding certificates carried through 
the first quarter of this year.

Chart III

SAVINGS DEPOSITS AT LARGE AND SMALL BANKS 
IN THE SECOND FEDERAL RESERVE DISTRICT

1961 1962 1963

Note: Dpta are se a so n a ll y  adjus ted.  The f igur es for la rg e ban ks  represent  
s a v in g s  dep osits  at  w e e k ly  rep orting  member b a nk s ;  f igur es for sma ll  
b an ks  represent total  in te re st- b e a r in g depo sit s,  which are mostly  
s a v i n g s  d ep o si t s,  at al l  other member b an ks  in the District.

6 New York State banking authorities have not exercised their 
authority to set a maximum rate on these deposits. Rate increases, 
however, are subject to their review.

7 Before October, these foreign official time deposits declined,
in sharp contrast to those of other depositors sensitive to interest 
rates (see Chart II). This probably occurred because foreign 
official institutions prefer short-term claims and Regulation Q
ceilings on maturities of less than six months had not been raised 
in January. Rates on time deposits of such maturities were not 
competitive with open market rates.

Even more than in 1961, expansion in the volume of 
C/Ds was the dominant form of time deposit growth in
1962. The increase in the volume of these certificates 
during the year accounted for the entire $1.4 billion gain 
in time deposits at weekly reporting banks. Not sur
prisingly, the growth was predominantly in maturities 
greater than six months, on which Regulation Q was 
liberalized, rather than in the short maturities, on which 
maximum rates were unchanged.

B A N K  S I Z E  A S  A  F A C T O R  IN  
D E P O S I T  G R O W T H  A N D  I N T E R E S T  R A T E S

Within the District, most banks participated in the 
growth of interest-bearing deposits during 1962, but the 
larger banks did so much more than the smaller ones.8 For 
this there were several reasons. First, the forces making 
for the growth of interest-bearing deposits had, since 
1960, been stronger in urban than in rural areas. Perhaps

8 However, the growth of interest-bearing deposits at the smaller 
banks made about the same relative contribution to total deposits 
as did the growth of such deposits at larger banks. This was due 
to the fact that for nonweekly reporting banks the share of 
interest-bearing deposits in total deposits was about twice as great 
as for weekly reporting banks.
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Table HI

GROWTH OF INTEREST-BEARING DEPOSITS, AND  
AVERAGE OFFERED INTEREST RATES ON SAVINGS DEPOSITS 

IN THE SECOND FEDERAL RESERVE DISTRICT, BY SIZE OF BANK

Bank size 
(total deposits, 

millions of 
dollars)

Percentage increase 
August 1961 to 
August 1962 of 
interest-bearing 

deposits

Average rates on savings deposits

Under 1 year 1 year and over

1961 | 1962 1961 1962

Per cent per annum

Less than  5 ............... 10.5 2.90 3.35 2.90 3.41
5 to 20 ........................ 11.6 2.96 3.40 2.96 3.52
20 to 100 .............. .. 11.8 2.97 3.41 2.97 3.56
100 to 1,000 ............ 18.7 3.00 3.46 3.00 3.61
1,000 or over ........... 19.6 3.00 3.50 3.00 4.00

All banks ............ 17.5 2.95 3 39 2.95 3.51

the most significant influence on the growth of interest- 
bearing deposits at city banks was the fact that, from the 
middle of 1960, open market rates of interest were stable 
at levels below commercial bank time deposit rates, en
couraging investors to shift from Treasury bills to time 
deposits, especially C/Ds. Secondly, after the change in 
Regulation Q became effective, the large urban banks in 
the District made the largest changes in interest rate offer
ings on savings deposits; thus, to a greater degree than 
other District banks, they reduced or overcame the relative 
advantage of other investment instruments and of other 
savings institutions in their communities. Finally, the 
upturn in foreign official time deposits, consequent on 
their three-year exemption from Regulation Q, was reg
istered almost entirely at large New York City banks, 
where such accounts are concentrated.

Interest-bearing deposits at weekly reporting banks in 
the District (all of them large banks) expanded over 27 
per cent in 1962, in sharp contrast to a 15 per cent in
crease at the smaller banks that do not report weekly. As 
in 1961, both time deposits and savings deposits at these 
large banks outstripped the growth rate of over-all interest- 
bearing deposits at other member banks.

Time certificates of deposit, which played so great a 
role in the growth of time deposits during both 1961 and
1962, are issued almost exclusively by large banks.9 In 
fact, it was not until 1962 that the practice of offering 
C/Ds spread in any significant degree beyond the original 
New York City issuers to other large banks in the District. 
During 1961 all of the $1 billion growth in outstanding 
C/Ds was accounted for by nine New York City banks.

During 1962, however, other weekly reporting banks 
entered the new-issue certificate market and contributed 
$0.5 billion to the $1.4 billion increase in the District’s 
total volume of outstanding C/Ds.

For savings deposits, too, weekly reporting banks 
showed greater relative gains than smaller banks in 1961, 
and widened the differences in 1962 (see Chart III). But, 
perhaps even more significantly, the smaller banks’ sav
ings deposits showed neither the acceleration of growth 
nor the unusual January and February gains evident in 
1962 at the larger banks. Rather, the savings deposits of 
smaller banks apparently grew at about the same pace in 
1962 as had been registered toward the end of 1961.10 Part 
of the reason for this contrast is the fact that the large 
banks made greater inroads into the rate advantage of 
competing savings institutions than did smaller banks. As 
was indicated above, in New York City and Buffalo this 
advantage has typically narrowed to Va of a percentage 
point, whether the savings deposit is for under or over one 
year; moreover, in these cities many of the commercial 
banks offer daily interest payments and grace days. Out
side these major centers, commercial banks have also gen
erally reduced to Va percentage point their competitors’ 
advantage on new savings, but still fall Vi point short on 
one-year savings. While grace-day arrangements are wide
spread, daily interest is rarely paid and many banks credit 
interest semiannually rather than quarterly.

Table III shows the close relationship of bank size (and 
therefore community size) to the increase of interest- 
bearing deposits. And it indicates that this factor is also 
important in explaining interest rate levels.

Interest rates paid by District commercial banks on 
savings accounts necessarily varied only slightly before the 
lifting of Regulation Q ceilings. Within this narrow range, 
however, the influence of bank size was clearly evident: 
rates were consistently higher in the progression from very 
small banks to the very large banks. After the increase in 
ceilings this pattern of rates was maintained, though with 
larger differentials, because the larger banks made greater 
upward changes than the smaller ones.

These rate spreads doubtless reflected traditional dif
ferences between different geographical markets which 
vary in their competitive temper. In and around urban 
areas, various factors keep rates competitively high—

9 This pre-eminence of large banks results from the fact that 
the demand for such negotiable instruments comes largely from 
national corporations whose primary banking relations are with 
large banks. In addition, C/Ds issued by small banks are not so 
readily acceptable in the secondary market and, if traded, will be 
subject to a larger discount than certificates of well-known “money 
market” banks.

10 This inference is based on data for total interest-bearing de
posits at the smaller banks, since separate monthly data on savings 
deposits at these banks are not available. The inference seems 
reasonable, however, because almost 90 per cent of interest- 
bearing deposits at nonweekly reporting banks are savings ac
counts—a proportion that remained stable from September 1961 
to September 1962.
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including the concentration of savings institutions and also 
the easy access to organized investment markets. But such 
specifically urban characteristics were by no means the 
only factors in the 1961-62 contrasts between the rates 
paid by large and small banks.

There is good reason to believe that the banks which 
posted the largest increases in rates on savings deposits 
were those with sound loan and investment opportunities 
that would go unsatisfied unless deposits grew more rap
idly. The large banks’ deposit growth had failed to keep 
pace with that of other banks during the postwar period, 
and their loan-deposit ratios, which were among the high
est in the nation, indicated that the large banks were find
ing it more difficult to meet the entire growth of loan 
demand. Thus in 1961, dissatisfaction with Regulation Q 
among commercial bankers in New York State was found 
to be directly associated with bank size and with the level 
of loan-deposit ratios.11

On the other hand, there is no evidence that reluctance 
to bear the cost of higher interest rates (as measured by 
the ratio of interest-bearing to total deposits) played any 
significant part in determining which banks raised rates 
and which did not. Banks with a high proportion of their 
deposits in time and savings accounts raised rates with 
the same relative frequency, and by as much, as did banks 
with a low proportion.

Why were banks willing to accept large relative in
creases in their costs? Certainly, some banks—especially 
those subject to competition from New York City and 
Buffalo banks—considered the higher rates necessary to 
protect existing deposits from competitors. Nevertheless,

11 New York State Bankers Association, op. cit.

the fact that rates were increased so quickly after ceilings 
were raised (in contrast to a much slower response to a 
previous change in the interest rate ceiling in January 
1957) probably indicates that the desire to take advantage 
of lending opportunities was an important motive. Indeed, 
many District bankers are convinced that, with demand 
deposits growing relatively slowly, only active promotion 
of time and savings deposits can sustain the kind of growth 
of commercial bank resources that is needed to maintain 
or improve their profits prospects over the long run. It is 
worth noting that, despite sharply higher interest costs, 
net income of the average Second District commercial bank 
in 1962 actually was slightly higher than in 1961.

S U M M A R Y

The growth of interest-bearing deposits in the Second 
District since the lifting of Regulation Q ceilings has been 
strongest at large banks in large cities, in both time and 
savings deposits. The response to the Regulation Q 
change was a broadly based, general rise in interest rate 
offerings, with the large deposit-seeking city banks making 
the greatest upward changes on savings accounts. A sub
stantial effect of the higher rates was the renewed growth 
of negotiable time certificates of deposit, which at the end 
of 1961 had lost their competitive advantage over Treas
ury bills. Another result was an acceleration in the upward 
trend of commercial bank savings deposits, stemming 
mainly from the significant cut in the rate advantages of 
competing savings institutions. At the higher rate levels, 
time and savings accounts also became an attractive invest
ment for a considerable flow of funds diverted or with
drawn from securities markets during 1962.

T h e  B u sin e ss  S itu a tio n

The tone of business news has improved since the 
middle of the first quarter, although actual measures of 
activity have for the most part remained sluggish. To 
some extent, of course, this better tone merely reflects the 
fact that a number of indicators that had declined in Janu
ary, for temporary reasons, ended up on the plus side in 
February. There are, however, other mildly encouraging 
signs of a possibly more substantial nature. Thus the 
major element of recent strength—consumer buying— has 
continued upward in January and February and, accord
ing to early signs, in March as well. Given the recent settle

ments of the newspaper strikes in New York and Cleveland, 
moreover, retailers in these cities will now be able to give 
full publicity to their Easter and spring offerings. Further
more, recent Government surveys of business spending 
plans suggest that prospects for continued advance in eco
nomic activity now rest on somewhat firmer ground than 
was the case a few months ago. The unemployment rate, 
finally, fell back to 5.6 per cent of the labor force in March. 
Nevertheless, a significantly faster uptrend in activity will 
be needed to provide enough new jobs to keep up with the 
growing labor force.
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M E A S U R E S  O F  R E C E N T  A C T I V I T Y

Industrial production remained virtually unchanged in 
February, as the Federal Reserve’s index continued to 
fluctuate about the 119 per cent level for the ninth con
secutive month (see Chart I ) . Output for most major 
industry groups showed only seasonal changes, a notable 
exception being a sizable rise in iron and steel production. 
Demand for steel has recently been rising rather steadily, 
in part reflecting the desire of some steel users to stock
pile inventories as a hedge against a possible strike, 
with the result that steel producers have in recent weeks 
relit several previously idle furnaces. By the end of March, 
ingot production had risen to well over 70 per cent of 
capacity. At the same time, automobile producers main
tained the high assembly rate of the past several months, 
partly in anticipation of brisk spring sales.

Although recent movements in construction activity 
have been slightly on the downward side, it appears that 
underlying demands have been well maintained. In the 
residential sector, for example, new housing permits issued 
in February remained at the high December-January level. 
There are reports that many of the recent authorizations

are for large multifamily dwellings, construction on which 
typically does not get under way until late spring. In ad
dition, of course, work on some projects has been some
what delayed by the unusually bad weather in many sec
tions of the country. Although construction outlays by the 
government sector registered a significant decline in Feb
ruary and changed little in March, contract awards figures 
suggest that the drop was temporary and that such outlays 
should rise somewhat further in the months ahead.

Consumer spending has continued to be a primary source 
of strength. Retail sales advanced by 1 per cent in February 
and, since November, have been maintained above a sea
sonally adjusted annual rate of $240 billion despite cold 
weather and newspaper and transit strikes. Moreover, 
weekly data for March, although difficult to assess because 
of the earlier date of Easter this year, on balance seem to 
suggest that consumer spending for goods remains buoyant. 
To be sure, unit sales of new automobiles slipped a bit in 
March, but advances in other retail sales were apparently 
more than enough to offset this slippage. Thus, retail sales 
in March will probably prove to have advanced over Feb
ruary, to attain a new high.

The most discouraging development in February had 
been a rise in the unemployment rate to 6.1 per cent of the 
labor force. In March, however, the unemployment rate 
declined to 5.6 per cent. It seems quite likely that the 
February rise in this rate had at least in part reflected the 
unusually severe weather that curtailed outdoor activity in 
that month. Employment statistics, on the other hand, had 
actually shown an improvement in February. Thus, sea
sonally adjusted total payroll employment— a series which 
tends to be less affected by weather—had risen by 182,000 
persons. While nearly half of this gain in employment 
merely reflected the ending of the dock strike (which in 
itself would not have caused a reduction in unemployment 
since strikers are not counted as unemployed in the statis
tics), there were also sharp increases in the number of 
jobs in the trade and service sectors. Even in the manu
facturing sector, which had been a source of weakness 
in the past several months, both employment and average 
weekly hours moved up slightly in February (see Chart I). 
In March, nonagricultural employment continued to ex
pand markedly according to the Census Bureau’s house
hold survey, and there was also some pickup in the number 
of jobs on farms, with the result that unemployment fell 
by 400,000 persons. Nevertheless, the total amount of un
employment in March still remained above four million, 
which was higher than the level of a year ago despite the 
gains in economic activity since that time.

Unemployment figures are not necessarily accurate 
measures of hardship suffered because of the lack of jobs.
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Some of the unemployed belong to families that may have 
other reasonably adequate sources of income. (Even such 
unemployment, of course, represents a loss of potential 
output.) Normally, however, sizable changes in the un
employment rate reflect sizable changes in joblessness 
among family breadwinners. For example, the unemploy
ment rate for married men, according to a new seasonally 
adjusted series compiled by the Bureau of Labor Statistics, 
increased significantly in both January and February, and 
then fell back to the 1962 average in March— a movement 
that almost exactly paralleled the pattern traced out by the 
over-all unemployment rate.

B U S I N E S S  S P E N D I N G  P L A N S

Recent surveys of businessmen’s spending plans suggest 
some increases in such spending over the balance of the 
year. For example, according to a February survey by 
the Department of Commerce, manufacturers plan to add 
about $850 million to their inventories during the second 
quarter of this year as against an estimated increase of 
only $200 million in the first quarter. The major part of 
this increased spending is in the durables sector and, of 
course, largely reflects the plans of steel users to hedge 
against the possibility of a steel strike at the end of July. 
Positive expression of these plans also shows up in the 
figures on new orders for durable goods, which advanced 
for the second consecutive month in February (see Chart 
I) , with orders for steel posting the largest single rise. Such 
stockpiling is, of course, only temporary and liquidation of 
these inventories might be something of a drag later in the 
year. By that time, however, other demands—perhaps 
partly related to a tax cut—may be developing.

Indeed, the latest reports on businessmen’s plans for 
capital spending are encouraging, particularly for the latter 
part of the year. When surveyed last fall by the Commerce 
Department and the Securities and Exchange Commission, 
such plans had suggested that expenditures for plant and 
equipment would decline in the opening quarter of 1963. 
According to the survey taken in February, however, it 
appears that this decline had already occurred in the final 
three months of 1962 and that no further weakening is 
expected. The more recent plans call for a sidewise move
ment in capital outlays in the first quarter of this year and 
a moderate pickup in the second quarter (see Chart II) , 
which would bring the average of the first half of 1963 to 
a level slightly above that attained in the last half of 1962. 
The implied rate of gain in the second half of 1963 is 
about 4 per cent above the average for the first half. For 
the year as a whole, outlays are expected to total $39.1 
billion, or 4.8 per cent above the 1962 level. This in-

C h a r t  II

PLANT AND EQUIPMENT SPENDING 
IN THREE EXPANSIONS

S e a s o n a l l y  a d j u s t e d  q u a r t e r l y  d a t a  
Pe r  c en t  1 M 1 Pe r  cen t

Q u a rt e r s  af ter  the b u s i n e s s - c y c l e  tro ugh

No te :  B u s in e s s - c y c le  tro ugh  q u a rt e r s  = 10 0 .  T ro u g h  q u a rt e r s  ar e those
d e t e r m in e d  b y  the N a t i o n a l  Bu re au of E c on o m ic  Re s e a r c h  c h r o n o l o g y :  
111-1954, 11-1958, a n d  1-1961.

S o u rc es :  Un ite d  Stat es  D e p a r t m e n t  of C o m m e r c e ;  Se cu r it ie s  a n d  E x c h a n g e  
C o m m i s s io n .

crease exceeds the 2.7 per cent rise indicated in last fall’s 
McGraw-Hill survey.

While these plans could, of course, be sharply modified 
if the economic outlook became clouded for other reasons, 
they suggest that a downturn is unlikely to be initiated in 
this area. In this connection, it may be significant that, in 
four of the five years in which the Commerce-SEC survey 
has pointed to a larger increase than the fall McGraw-Hill 
survey, the actual year-to-year gain in capital expenditures 
was greater than indicated by either survey. Moreover, the 
solidity of these plans would seem to be confirmed by the 
National Industrial Conference Board’s survey of capital 
appropriations which shows that net appropriations by large 
manufacturing firms rose by 16 per cent in the fourth 
quarter of 1962, following a similar sharp rise in the third 
quarter. These gains, thus, more than offset the decline in 
appropriations that occurred during the second quarter of 
last year when business sentiment and the stock market 
reached a low ebb. On the other hand, it is important to 
recognize that the gain in capital spending indicated by 
the Commerce-SEC survey, even if realized, is only about 
one half of the rise registered in 1962.
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T h e  M o n ey M a rk e t in M arch

The money market remained generally firm in March. 
Early in the month, reserve pressures centered on the New 
York City banks, which met a substantial portion of 
the enlarged dealer financing needs associated with the 
Treasury’s advance refunding operation. These banks 
managed to balance their positions without difficulty, how
ever, primarily through substantial purchases of Federal 
funds which were in good supply at 3 per cent. Reserve 
pressures diminished somewhat at city banks prior to mid
month, as loan needs associated with the refunding were 
reduced by delivery of the new securities and as corpora
tions shifted funds to the money centers in preparation for 
the March 15 tax and dividend payments. However, the 
money market continued moderately firm over the balance 
of the month. The effective rate on Federal funds was 3 
per cent during most of the month, while rates posted by 
the major New York City banks on call loans to Govern
ment securities dealers were generally within a 3XA  to 33/s 
per cent range.

The Treasury’s massive advance refunding operation 
was successfully concluded in March, with the closing of 
subscription books for individual investors on March 8 
and the delivery of the new securities on March 15. On 
March 14, the Treasury indicated that approximately $8 
billion of eligible securities had been exchanged for $4.3 
billion of the new 35/s per cent notes of 1967, $1.5 billion 
of the reopened 3% per cent bonds of 1971, $1.1 billion 
of the reopened 3% per cent bonds of 1974, and $1.1 
billion of the reopened 4 per cent bonds of 1980. Public 
exchanges totaled $7.7 billion, or 38 per cent of eligible 
public holdings. As a result of the refunding, the average 
maturity of the marketable public debt was extended by 
approximately two and one-half months to five years and 
one month, the longest average maturity since September 
1958.

On March 20, the Treasury announced that it would 
offer $300 million in Treasury bonds of 1989-94 at com
petitive bidding to underwriters for reoffering to the public. 
(The previous sale of long-term bonds involving this tech
nique—the first sale of its kind—had taken place in Jan
uary of this year and resulted in a reoffering yield of 4 per 
cent.) Bids for the bonds were to be received at the Fed

eral Reserve Bank of New York until 11 a.m. on Tuesday, 
April 9, with the successful bidder required, as in the last 
such auction, to make a bona fide reoffering of all of the 
bonds to the investing public. The payment date for the 
bonds will be April 18. On April 3, the Treasury indi
cated that, as in the preceding auction, underwriters would 
be offered the option of bidding on either a 4 per cent or 
a 4V8 per cent coupon rate and that each bidder would 
be allowed to submit only one bid specifying one of the 
two coupon rates.

On April 2, the Treasury announced that it would raise 
$500 million in new cash by the sale on April 10 of $2.5 
billion of special 366-day Treasury bills which will replace 
$2.0 billion of maturing one-year bills. The new bills will 
be dated April 15, 1963 and will mature on April 15, 
1964. Payment through credit to Treasury Tax and Loan 
Accounts will not be permitted.

Treasury bill rates declined somewhat in the first week 
of March under the impact of persistent investment de
mand. Rates then moved irregularly higher over the re
mainder of the month under the influence of the quarterly 
tax and dividend dates, the sale by the Treasury of $1.5 
billion of June tax anticipation bills in a special auction, 
and—later in the month—the increase of $100 million in 
the last regular weekly auction. Prices of outstanding Treas
ury notes and bonds moved upward at the beginning of 
the month in the favorable atmosphere which surrounded 
the advance refunding. Later, prices generally fell back 
to their end-of-February levels, as temporary holders sold 
issues they had taken in the refunding. At the end of the 
month, demand expanded at the lower price levels and a 
firmer tone developed. In the market for corporate and 
tax-exempt bonds, prices were unchanged to slightly higher 
in March.

B A N K  R E S E R V E S

Market factors absorbed reserves on balance from the 
last statement period in February through the last state
ment week in March. Reserve drains stemmed largely 
from a greater than seasonal expansion in currency in 
circulation, from increases in Treasury deposits at the
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CHANGES IN FACTORS TENDING TO INCREASE OR DECREASE 
MEMBER BANK RESERVES, MARCH 1963

In millions of dollars; (+) denotes increase,
(—) decrease in excess reserves

Factor

Daily averages—week ended
Net

changesMarch
6

March
13

March
20

March
27

Operating transactions
Treasury operations* ................................ — 49 77 — 59 — 173 — 204
Federal Reserve flo a t................................ +  69 — 138 4- 345 — 274 4- ^
Currency in circulation........................... — 51 — 175 — 57 +  96 — 187
Gold and foreign account.................. +  7 — 4 +  12 — 6 4- 9
Other deposits, etc......... ...................... +  91 +  53 4- s i +  12 4- 187

Total......... ........................... +  66 — 186 4- 272 — 346 — 194

Direct Federal Reserve credit transactions
Government securities:

Direct market purchases or sales......... +  41 4- 126 — 98 4- 89 4- 158
Held under repurchase agreements---- +  106 — 27 — 123 - f  116 4- 72

Loans, discounts, and advances:
Member bank borrowings..................... +  13 — 5 — 80 4- 184 4- 112
Other ...................................................... —. +  1 —  1 — —

Bankers' acceptances:
Bought outright ................................... — 4 +  1 — 4 —  1 — 8
Under repurchase agreements............. — — '

Total..................................... +  156 4- 96 — 306 4- 388 4- 334

Member bank reserves
With Federal Reserve B anks................... -f  222 — 90 — 34 4- 42 4- 140
Cash allowed as reservest........................ — 182 — 6 4- 120 +  50 — 18

Total reservest .............................................. +  40 — 96 +  86 4- 92 -4-- 122
Effect of change in required reservest....... - 1 1 1 4- 188 — 194 — 7 — 124

Excess reservest ........................................... — 71 4- 92 —  108 4- 85 —  2

Daily average level of member bank: 
Borrowings from Reserve Banks ........... 142 137 57 241 144*
Excess reservest ....................................... 396 488 380 465 432+
Free reservest ........................................... 254 351 323 224 288+

Note: Because of rounding, figures do not necessarily add to totals.
* Includes changes in Treasury currency and cash, 
t  These figures are estimated.
X Average for four weeks ended March 27, 1963.

Federal Reserve Banks and in required reserves, and from 
a decline in vault cash. System open market operations, 
however, partially offset reserves absorbed by market 
factors. Outright System holdings of Government securi
ties expanded on average by $158 million from the last 
statement period in February through the last statement 
week in March, while holdings under repurchase agree
ments rose by $72 million. Net System holdings of bankers’ 
acceptances declined by $8 million. From Wednesday, 
February 27, through Wednesday, March 27, System hold
ings of Government securities maturing in less than one 
year decreased by $89 million while holdings maturing in 
more than one year rose by $228 million.

T H E  G O V E R N M E N T  S E C U R I T I E S  M A R K E T

In the market for Treasury notes and bonds, a strong 
tone prevailed in early March, as steady investment and 
professional demand favored the new and reopened issues, 
while moderate offerings—partly on swaps out of out
standing issues into the new bonds—were readily absorbed.

Against this background, prices of outstanding notes and 
bonds, including issues maturing beyond 1969, generally 
moved higher through March 6, despite the somewhat 
larger than expected exchange into the new securities, 
particularly the 1974 and 1980 maturities.

From March 7 through March 26, however, investment 
demand was more moderate, activity tapered off, and a 
more hesitant tone developed. The advance refunding 
itself had facilitated substantial adjustments in portfolios, 
while investment demand was not sufficiently buoyant to 
absorb selling by temporary holders and the distribution 
of securities by dealers except at declining prices. Market 
caution was also fed by widespread discussion concerning 
possible official action designed to increase interest rates 
—including long-term rates—for balance-of-payments 
reasons. The long-term sector of the market was also 
affected late in the month by the imminent auction of 
long-term bonds in early April. Nevertheless, considerable 
underlying confidence remained in current interest rate 
levels and price changes were narrowly mixed, with losses 
centered in a few long-term bonds. In the last days of the 
month a better tone emerged, as demand expanded at the 
lower price levels while offerings tapered off. Over the 
month as a whole, prices of Treasury notes and bonds were 
generally unchanged to %2 lower.

In the market for Treasury bills, rates moved lower 
early in the month despite the firmness of the money 
market, as persistent investment demand from both bank 
and nonbank sources readily absorbed limited offerings. 
Bills—particularly those of shorter maturity—were in 
scarce supply, partly due to the usual March build-up in 
bill portfolios by financial institutions in Chicago, making 
preparation for the April 1 Cook County personal- 
property-tax date. The rate decline was restrained, how
ever, by market caution related to the March 14 auction 
of $1.5 billion of tax anticipation bills and to the proxim
ity of mid-March corporate tax and dividend payments. 
Downward pressures on bill rates were, moreover, par
tially offset by the effects of sizable dealer awards at the 
weekly bill auctions on March 4 and 11 and later at the 
auction of June tax anticipation bills. (An average issuing 
rate of 2.855 per cent was set for the tax bills which were 
issued on March 22 and will mature on June 24, 1963. 
Payment through credit to Treasury Tax and Loan 
Accounts was not permitted.)

With the approach of the mid-March corporate tax and 
dividend payment period, which also included the March 
15 date on which advance refunding settlements were to 
be made, demand tapered off and offerings expanded— 
although only by relatively modest amounts. The cautious 
market atmosphere that prevailed in the latter part of the
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month was reinforced by sluggish demand for the new June 
tax bills, by market expectations that the Treasury would 
add to supplies in the regular weekly auctions for several 
weeks, and by the approaching April auction of one-year 
bills. (The Treasury did increase bill offerings at the 
last regular auction in March by $100 million and added 
$500 million to the April offering of one-year bills.) 
Against this background, bill rates edged higher from 
March 14 until the last few days of the month, when there 
was a slight downward adjustment in rates on relatively 
good demand. At the final auction of the month, held on 
March 25, average issuing rates were 2.919 per cent for 
the new three-month issue and 2.977 per cent for the new 
six-month bills— 5 and 6 basis points, respectively, above 
the rates established in the last auction in February.

O T H E R  S E C U R I T I E S  M A R K E T S

The market for corporate bonds was steady during 
March, while prices of tax-exempt bonds were firm. Favor
able receptions were accorded several new issues which 
were marketed during the month— although a few of the 
more aggressively priced new offerings moved out of syn
dicate slowly. New corporate issues continued in relatively 
light supply during most of the month, but one $200 mil
lion issue reached the market in late March. Trading activ
ity in the tax-exempt sector picked up after the successful 
sale early in the month of a $150 million state bond issue 
—the largest tax-exempt flotation to be offered through 
competitive bidding in nearly two years. The tax-exempt

sector absorbed a heavy volume of new offerings during 
the month at gently rising prices. Investor resistance de
veloped late in the month, and the market tone was heavy 
at the close. Over the month as a whole, the average yield 
on Moody’s seasoned Aaa-rated corporate bonds was un
changed at 4.19 per cent, while the average yield on 
similarly rated tax-exempt bonds declined by 9 basis points 
to 2.93 per cent.

The total volume of new corporate bonds reaching the 
market in March amounted to approximately $490 mil
lion, compared with $275 million in the preceding month 
and $335 million in March 1962. The largest new cor
porate issue marketed during the month was a $200 mil
lion (Aaa-rated) oil company flotation of 4Va per cent 
debentures maturing in 1993 and nonrefundable for five 
years. Reoffered to yield 4.22 per cent, the debentures (the 
largest corporate bond issue of the year) were accorded a 
favorable initial reception but were not fully sold at the 
end of the month. New tax-exempt flotations during the 
month totaled approximately $930 million, as against $710 
million in February 1963 and $600 million in March 1962. 
The Blue List of advertised dealer offerings of tax-exempt 
securities increased by $119 million during the month to 
$635 million on the final day in March. The largest new 
tax-exempt offering during the period consisted of $150 
million (Aaa-rated) state mental health and educational 
institution bonds. Reoffered to yield from 1.50 per cent in 
1964 to 3.10 per cent in 1988, the issue quickly sold out, 
with some maturities moving to premiums of as much as 
V2 point in early trading.
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G. Fousek. A 116-page booklet describing the development of central banking techniques abroad dur
ing the postwar period. Includes discussions on discount policy, open market operations, reserve re
quirements, liquidity ratios, and selective and direct credit controls. The final chapter describes foreign 
money markets, and outlines many of the measures taken in various foreign countries since the end 
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