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The prime rate has been reduced by 50 basis points on four occasions since
early March. In each instance, the reduction in the prime coincided with declines
in banks’ cost of acquiring loanable funds. The primary sources of loanable
funds for banks are certificates of deposits (CDs) and the federal funds market.

Over the period between mid-June 1985 and early March 1986, when the
prime rate held constant at 9.50 percent, the average spread between the prime
and the 90-day CD rate was about 170 basis points; the average prime-federal
funds rate spread was about 150 basis points. As the table below indicates, these
spreads had widened before each of the recent reductions in the prime rate.

Average Interest Rate Spreads Prior to
Recent Changes in the Prime Rate
(basis points)

Prime—90-day Prime—federal
Period! CD rate spread funds rate spread
March 7, 1986 192 166
April 21, 1986 247 205
July 11, 1986 200 153
August 26, 1986 212 182

'Data are averages of 10 business days prior to dates shown.

—Michael T. Belongia
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ADJUSTED MONETARY BASE
AVERAGES OF DAILY FIGURES
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RECENT DATA ARE PREL IMINARY.

ADJUSTED MONETARY BASE

COMPOUNDED ANNUAL RATES OF CHANGE,
AVERAGE OF TWO MAINTENANCE PERIODS ENDING:
8/28/85 11/20/85 1/20/86 2/26/88 3/26/88 4/23/86 5/21/88 7/2/86
T0 THE AVERAGE OF

FER 1804 END NG

1/29/88 6.0

2/26/86 7.8 9.4

3/26/86 7.3 8.4 11.0

4/23/88 6.9 Tl 8.8 4.7

5/21/88 7.4 8.3 9.4 6.9 7.9

7/ 2/86 Tt 8.5 9.4 7.7 8.5 10.2

7/30/88 7.8 8.6 9.4 8.0 8.7 9.9 9.4

8/27/88 7.6 8.2 8.9 7.8 8.1 8.9 8.2 7.4
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MONEY STOCK (M1)
AVERAGES OF DAILY FIGURES
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| TOTAL CHECKABLE DEPOSITS
| AVERAGES OF DAILY FIGURES
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TOTAL CHECKABLE DEPOSITS 1S THE SUM OF DEMAND DEPOSITS AND OTHER CHECKABLE DEPOSITS AT ALL
DEPOSITORY INSTITUTIONS.

TOTAL CHECKABLE DEPOSITS

COMPOUNDED ANNUAL RATES OF CHANGE, AVERAGE OF FOUR WEEKS ENDING:
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LATEST DATA PLOTTED ARE AVERAGES OF RATES AVAILABLE FOR THE WEEK ENDING: AUGUST 29, 1986.
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SELECTED INTEREST RATES
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COMMERC I AL BANK
SMALL TIME DEPOSITS v

LARGE TIME DEPOSITS
AVERAGES OF DAILY FIGURES
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COMMERC | AL _BANK
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BORROWINGS FROM FEDERAL RESERVE BANKS
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COMMERC IAL PAPER OF NONF INANCI|AL COMPANIES
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