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Recent Banking and Monetary Developments 

Total bank credit advanced substantialJy in the second 

quarter. To be sure, the rise was less rapid than in the un- 

usually strong January-March period, primarily reflecting 
some slowdown in the pace of over-all economic expansion 
following the exceptional first quarter. Nonetheless, the 
advance held above the average recorded earlier in the 
current business upswing. Business loan demand remained 
the dominant factor in the general strength of bank credit. 
Despite scattered evidence of somewhat less liberal lending 
conditions, funds extended to business borrowers rose dur- 
ing the quarter at a rate more than half again as fast as in 

1964. At the same time, commercial bank deposit liabilities, 
created during the quarter as a counterpart to the over-all 
credit extended by these banks, continued to grow more 

rapidly than the nation's output of goods and services. A 

larger than average rise in the Treasury's cash balance, 
which closed the fiscal year ended June 30 at a record level, 
contributed to this growth in total deposits. The public's 
holdings of deposits along with other liquid instruments, 
however, also rose to new highs. As a result, for the quarter 
as a whole, the ratio of total liquid assets held by the non- 
bank public to gross national product moved up again, 
virtually equaling the highest level of the past ten years. 

COMMERCIAL BANK CREDIT AND LIQUIDITY 

Total loans and investments at all commercial banks 
increased at a 9.7 per cent seasonally adjusted annual rate 
in the second quarter, following an exceptionally rapid 12.4 

per cent rate of advance in the first quarter. Over the first 
six months of the year as a whole, bank credit grew at an 
annual rate of 11 per cent, compared with the generally 
steady 8 per cent per annum rate of growth that had char- 
acterized the preceding four years of general business ex- 
pansion. 

As has been generally true since mid-1963, the second- 
quarter advance in bank credit was accounted for almost 
entirely by a further expansion of loans. Indeed, banks 
again ran down their holdings of Government securities dur- 
ing the quarter (see Chart I), but continued to acquire other 

securities (primarily obligations of state and local govern- 
ments) so that total investments were about unchanged. 

Among the loan categories, gains were widespread. 
Loans to commercial and industrial borrowers were 

up sharply during the quarter, at an annual rate of 
18 per cent at all commercial banks. While this was less 
than the extraordinary 26 per cent annual rate of increase in 
such loans in the first quarter, which stemmed in part from 
enlarged foreign lending, it remained appreciably above 
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the 12 per cent rise experienced during 1964. In part, this 

strength in business loans probably reflects the need for 
financing the further buildup in steel inventories that 
occurred during the second quarter. Loan demand extended 
far beyond steel-using industries, however, as businesses 
generally sought funds to finance their expanding capital 
investment projects. There was also heavy borrowing over 
the June dividend and tax dates, a good part of which 

apparently remained on bank ledgers for a longer period 
after the mid-June period had passed than had been the 
case in othcr recent years. 

With bank asset growth continuing to take place mainly 
in loan portfolios, loan-deposit ratios' moved further up- 
ward in the second quarter. At the end of June, the ratio 
for all commercial banks as a group stood at 61 per cent 
(see Chart II), the highest lcvcl since the end of World 
War H. The willingness of bankers to channel a larger 
proportion of their funds into loans appears to be related 
to a number of factors. Portfolio management has become 
more effective. In addition, the ability of banks to cover 
their liquidity needs through purchase of Federal funds, 
and sometimes through sale of negotiable certificates of 
deposit, has probably made them willing to live with 
higher loan-deposit ratios. These developments, together 
with a rise in the proportion of deposits held in relatively 
nonvolatile forms, such as savings accounts, would tend 
to permit banks to operate with average loan-deposit ratios 
that would have represented considerable stringency in 

times past. Moreover, a long period of relatively stable 

growth in economic and financial activity has also encour- 
aged the acceptance of relatively high loan-deposit ratios. 

Nevertheless, there appears to have been some concern 
developing on the part of bankers about declines in liquidity 
positions, and there have been increasingly frequent re- 
ports that some banks are introducing or enforcing more 
selective lending policies in an attempt to prevent their 
portfolios from becoming unbalanced. To the extent that 
banks give closer attention to their loan-deposit ratios, 
further increases in total bank credit may begin to be 
split more evenly between loans and investments, rather 
than consisting almost entirely of loans as has been the case 
since mid-1963. If this were to happen, businesses and in- 
dividuals could find it somewhat less easy to obtain accom- 
inodation in the months ahead than earlier in the current 
business expansion. 

I Loan-deposit ratio equals loans (adjusted), less loans to bro- 
kers and dcakrs, as a percentage of total deposits (less cash items 
in process of collection). 

DEPOSITS AND BANK RESERVES 

With bank credit continuing to expand, total commer- 
cial bank deposits and the private money supply also 
moved up during the second quarter. During the first two 
months of the year, time deposits were rising at an un- 
usually rapid rate in the wake of the November rise in 
maximum interest rates permissible under Regulation 0, 
while the daily average money supply showed no net 
growth. In the March-June period, however, the money 
supply grew at a seasonally adjusted annual rate of 3.9 

per cent, only moderately below the 4.3 per cent expan- 
sion that had occurred in 1964. Over the same March-June 

Milli.ns .1 d.II.., Ml5ens .4 deli.., 

Ch.., Ii 
INDICATORS OF BANK LIQUIDITY 

EXCESS RESLRVES AND SORROWIP 
OP ALL MEMaE8 

1500 - 1500 

-" N.t borrowed r.,.rr.s 
" / Sor iros at P R Banks 

1 iA —boo 

/ - 500 
4 

p 

css risorves 

P.r an' P., Cant 

70 iioirios* ' 70 

W..kly reporting 
banks 

W..kly r.ortirtg in New York City 
bank, 

ovuiidoNow York City F 
\ /',.. 

/ '-na / 
/ 1' 50:: S jtf ' -50 

/ All coa,n,ercicil 
bonks 

I 
Ill I I I I 

1953 54 55 36 57 58 59 60 61 62 63 04 65 
Plait Shad.d .ini .sp..nnt memo, p.rlodi. orgording bNatonoI Scino. 

oILc,onlc i.,.o,sh cIreslogy. 
om.,m ce.pa'.d by Ibis lotS I'.. babel. I in .,ii. 

SasNsS..,d obGea,nereoI the Fsd.r.lIs.sr.. $y.t.t 



io MONTHLY REVIEW, AUGUST 1965 

period, time deposits grcw at an 11.2 per cent annual rate, 
moving back to a rate of expansion actually slightly below 

the 12.8 percent risem 1964. 
Private deposits probably would have grown more 

rapidly during the first half of thc year had it not bccn for 
an abnormaHy large buildup in Treasury deposits. This 

buildup reflected both lower Federal cash outlays and 

larger tax receipts than had been foreseen at the begin- 
ning of the year. Treasury deposits always show very wide 

fluctuations over the year in response to differences in 
timing of expenditures and tax receipts. Typically, Gov- 
ernment deposit balances are low at the end of a calendar 
year and then rise appreciably during the spring and early 
summer to a peak around midyear. This year the size of 
the upswing was much larger than in other recent years. 
By the end of June, Treasury balances at commercial banks 
had reached a postwar record of $11.9 billion, up $3.5 
billion from the end of March and almost double the 
balance at the end of 1964. Addition of this growth in 

public deposits (after some estimate to allow for normal 
seasonal movements) to the advance in private deposits 
produces a series for total dcposits that more adequately 
reflects the large size of the recent expansion in bank credit. 

Supporting the growth of deposits, bank reserves in- 
creased further in the second quarter. The rise in member 
bank nonborrowed reserves mainly reflected Federal Re- 
serve net open market purchases of $1,509 miHion of Gov- 
ernment securities over the three months from the beginning 
of April to the end of June. These purchases more than 
offset reserve drains stemming from movements of market 
factors, primarily a $629 million decline in the gold stock 
and a $872 million net increase in currency in circulation. 
The rise in the average level of nonborrowed reserves 
for the quarter as a whole was, however, not so great as the 
buildup of reserves required to support deposit growth. 
Member banks thus found it necessary to resort to the Fed- 
eral Reserve "discount window" on a larger scale to meet 
their reserve needs, with total borrowings averaging $501 
million in the second quarter, compared with an average of 
$373 million in the first quarter. With these increased bor- 
rowings, the net borrowed reserve position of member banks 
(borrowings less member bank excess reserves) rose to 
an average of $157 million for the quarter as a whole. 
This is the first calendar quarter since 1960 in which avcr- 
age borrowings of the banking system have exceeded aver- 
age excess reserves (see Chart 11). 

Monographs on Banking Structure and Bank Mergers 
The Board of Governors of the Federal Reserve 

System has announced the availability of two mono- 
graphs in a series of studies on banking structure. 

The first monograph, entitled Bank Mergers & 
The Regulatory Agencies: Application of the Bank 
Merger Act of 1960, by George R. Hall and 
Charles F. Phillips, Jr., presents an analysis of bank 
merger decisions for the period May 13, 1960- 
December 31, 1962. It compares the policies of the 
three Federal banking agencies regarding bank merg- 
ers and examines the similarities and differences be- 
tween the standards applied in the Bank Merger Act 
of 1960 and those applied under the Clayton Act. 

The second monograph, entitled Banking Market 
Structure & Performance in Metropolitan Areas: A 

Statistical Study of Factors Affecting Rates on Bank 

Loans, by Theodore G. Flechsig, presents the results 
of a statistical analysis of the relationship between 
various structural characteristics of commercial 
banking markets in major metropolitan areas and 
bank performance as measured by rates charged on 
short-term business loans. 

Requests for copies of the monographs should be 
sent to the Division of Administrative Services, 
Board of Governors of the Federal Reserve System, 
Washington, D. C. 20551. Remittances should ac- 
company orders and be made payable to the Board of 
Governors of the Federal Reserve System. Price of 
first monograph $1.00 each—85 cents each when 10 
or more copies are sent to the same address. Price of 
second monograph 50 cents each —40 cents each 
when 10 or more copies are sent to the same address. 




