The prime lending rate was lowered to
19.50 percent in early February. This rate is 200 basis points
below the historic peak of 21.50 percent established in late
December. The recent decline in the prime rate has
followed other short-term interest rates in a manner
reminiscent of last spring's period of falling interest rates
(see page 6).

One interest rate that influences the level of the
prime rate is the rate on 90-day certificates of deposit
(CDs). Since these certificates are a primary source of
additional loanable funds to commercial banks, declines in
the cost of such funds generally precede declines in the
prime rate. Since the week ending December 19, when the
rate paid on 90-day CDs reached an historic high of
20.23 percent, the CD rate has declined about 350 basis
points. Thus, the peak in the 90-day CD rate preceded the
prime rate peak by approximately two weeks.

In addition, large banks' decision to lower the
prime rate has been affected by the recent leveling off of
business loan demand (see page 11). For example, from the
four weeks ending December 10 to the four weeks ending
February 11, commercial and industrial loans at weekly-
reporting large commercial banks have increased at a
3.9percent rate. In contrast, business loans increased at a
23.0 percent rate during the preceding two-month period.

The easing in business loan demand during the last
two months has influenced not only banks' decision to lower
the prime rate, but also banks' demand for reserves. The
recent slackening in the demand for reserves has resulted in a
lower federal funds rate; this rate has declined over 200
basis points since early December.
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AVERAGES OF DAILY FIGURES
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ADJUSTED BANK RESERVES v
AVERAGES OF DAILY FIGURES
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AVERAGES OF DAILY FIGURES
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SAVINGS PLUS SMALL TIME DEPOSITS

ALL COMMERCIAL BANKS
AVERAGES OF DAILY F|GURES
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BORROWINGS FROM FEDERAL RESERVE BANKS
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LARGE TIME DEPOSITS
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