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THE BANKING STRUCTURE AND MONETARY MANAGEMENT 

By 
Andrew F. Brimmer* 

The campaign against inflation has undoubtedly reached a 

troublesome phase, and the appropriate role for monetary policy is one 

of the principal questions on the minds of many observers. I agree that 

the task of monetary management is a difficult one under the present 

circumstances. But, in my personal opinion, monetary policy still has 

a contribution to make in our national efforts to check inflation. I 

will comment further on this task in the closing section of these remarks. 

Before doing that, however, it might be well to review the 

impact of monetary restraint on the banking system and credit flows 

during the last year. A comprehensive analysis of that experience has 

convinced me that the time has come for a thorough reexamination of the 

main tools and techniques of monetary control in the United States. 

Also in these remarks, I will sketch the broad outlines of an alternative 

approach which appears to be quite promising. In fact, the key element 

on which this possible new direction is based -- a more flexible use of 

reserve requirements -- has been relied on increasingly by the Federal 

Reserve Board in recent years to accomplish objectives requiring a 

special focus on particular segments of the banking system. 

* Member, Board of Governors of the Federal Reserve System. 
I am grateful to several members of the Board's staff for 

assistance in the preparation of these remarks. Mr. Frederick M. 
Struble had principal responsibility for the analysis of port-
folio adjustments by banks, given their differential access to 
sources of funds. Mr. Peter J. Feddor designed and carried out 
the difficult computer programming tasks on which the analysis ,,,,.~-----
depended so heavily. Miss Harriett Harper, my assistant, also -<~. fDF?o 
helped with the statistical analysis. 
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The reasoning behind these conclusions is set forth in some 

detail in the sections which follow. However, it might be helpful to 

summarize here the main points of the analysis: 

In 1969, despite the severity of monetary 
restraint, the volume of funds raised in 
the capital markets by borrowers other than 
the Federal Government rose moderately 
compared with the previous year. However, 
the distribution among sectors changed some-
what. The share obtained by both households 
and State and local governments declined 
slightly, while the business sector (par-
ticularly corporations) got a larger share. 

The Federal Reserve System, on balance, 
provided a slightly larger volume of credit 
(in both absolute and relative terms) last 
year than it did in 1968. 

Commercial banks supplied a drastically 
reduced proportion of the credit advanced 
in 1969 compared with the previous year 
(just over one-tenth vs. two-fifths in 1968). 
The banks. experienced an actual loss of 
deposits last year in contrast to a sizable 
gain the year before. Their net acquisition 
of financial assets fell by over three-quarters 
from the 1968 level. 

Nevertheless, through heavy sales of securities 
and reliance on nondeposit sources of funds, 
the banks were able to expand funds avail-
able for loans. In particular, business loans 
on the books of commercial banks rose almost 
as much as they did in 1968. When the volume 
of loans sold by the banks is added to the 
total, the increase in business loans last year 
was even greater than that registered the year 
before. . ;:·· f ') 1t';, 

<::) <), 
The pattern of portfolio adjustment differed f-:! ~1 

markedly among banks, depending on their access -~ ~/ 
. ;!) -'o, to nondeposit sources of funds. Banks with , ; 

ready access to Euro-dollar inflows or with the ~, 



lJ 

-3-

ability to sell commercial paper were much 
more successful in cushioning the impact of 
monetary restraint than were other banks 
which did not tap these sources of funds. 
Again, the greater were the availability of 
nondeposit sources of funds to the banks --
the greater also was the rate of expansion 
of business loans. 

The differential response of commercial banks 
to monetary restraint in 1969 becomes even 
more sharply focused when the banks are re-
grouped and viewed in the context of the 
strategic roles they play with respect to 
different types of financial transactions. 
For this purpose three groups can be identi-
fied: (1) a handful of multi-national banks 
active in the domestic money market on a 
national scale and also heavily involved in 
international finance; (2) a sizable number 
of institutions which play a dominant role 
in their regions, and (3) other banks which 
concentrate mainly on their local markets. 
Among these three groups of banks, the first 
was the most successful in expanding its total 
loans and the second group was next in line. 
This was especially true of business loans at 
the first group where the rate of increase 
exceeded the average -- while the rate of 
expansion in their consumer loans was below 
the average -- for all banks covered in the 
analysis. Sales of business loans were pro-
portionately the heaviest at the multi-national 
banks, and adjusting for such sales raises 
significantly the rate at which they supplied 
credit to their corporate customers. 

When I reflect on the results of the analysis summarized 

above, I find it far from comforting. As emphasized many times, one 

objective although certainly not the only one -- of monetary 

restraint in 1969 was a sizable moderation in the expansion of business 

loans. Such a moderation in turn was sought as a means of dampening 



-4-

excess demand and inflationary pressures in the economy. In retrospect, 

it is obvious that the Federal Reserve was not completely successful 

in its effort as far as business loans are concerned. 

I am fully aware of the views of some observers who argue 

that a central bank should not concern itself with the composition of 

bank credit, but only with its rate of growth -- and better still only 

with the rate of growth of the money supply (however defined). Yet, in 

my own view, a central bank should not be indifferent to the changing 

composition of bank credit; to adopt such a posture would mean that 

drastic variations in the availability of credit in important sectors 

could occur and persist -- with seriously adverse consequences for 

the economy as a whole. In my opinion, we need a better way to assure 

that the overall objectives of monetary policy can be achieved without 

having a few sectors bear a disproportionate share of the burden of 

adjustment, while other sectors escape or significantly moderate its 

impact. 

I will return to this point below. In the meantime, we can 

turn to the body of the analysis. 

Credit Flows in 1969 

The volume of credit raised in the capital markets in 1969 was 

obviously restrained severely by the restrictive monetary policy followed 

by the Federal Reserve System as part of the campaign to check inflation. 

Nevertheless, after allowing for the market activities of the Federal 
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Government, there was a modest increase in the amount of funds raised. 

According to the preliminary flow of funds statistics compiled by the 

Federal Reserve Board, the net volume of funds raised by all nonfinancial 

sectors in 1969 amounted to about $85.7 billion , a decrease of $11.7 bil-

lion (or 12 per cent) compared with the level in the previous year. (See 

Table 1 attached.) However, this decline in the total was more than 

accounted for by the change in the position of the Federal Government. 

In calendar year 1969, the latter made net repayments of $5.4 billion 

compared with net borrowings of $13.4 billion the year before. Thus, 

the year_-to-year change was a decrease of $18. 9 billion. Well over 

two-thirds of the swing centered in direct public debt securities, and 

the rest in Government agency issues. 

Allowing for the experience of the Federal Government, total 

funds raised by other nonfinancial sectors in 1969 amounted to $91.0 

billion. This represented an expansion of $6.9 billion (or 8 per cent) 

over the level raised in 1969. However, the share of the total funds 

received by the principal groups of borrowers changed noticeably. 

State and local governments raised $9.2 billion ($1.0 billion 

or 11 per cent less than in 1968), and their share of the total also 

declined slightly (from 12.1 per cent to 10.1 per cent). In contrast, 

net funds raised by these State and local units rose by $2.2 billion 

(or by 28 per cent) in 1968. Moreover, the decline of $1.0 billion in 

net funds raised by State and local governments last year represented 

over four-fifths of the decline of $1.3 billion in net debt financing 
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in the long-term capital markets. In fact, obligations of these 

units were the only issues among the three principal types of capital 

market instruments to register a significant decline in 1969. While 

a number of factors contributed to this reduced borrowing by State and 

local governments, the lessened interest of connnercial banks in tax-

exempt issues was undoubtedly of considerable importance. As shown 

in Table 2, corrnnercial banks expanded their holdings of such obligations 

by only $1.2 billion in 1969, compared with an increase of $8.7 billion 

in the previous year. Such issues represented about 10 per cent of the 

net acquisition of financial assets by banks in 1969 only half the 

proportion recorded in 1968. Moreover, last year the change in the 

banks' holdings represented only 14 per cent of the net funds raised 

by these governments in contrast to 90 per cent of the total in the 

preceding year. 

The consumer sector raised about $31 billion in the capital 

market in 1969, or roughly $1.0 billion less than in 1968. This was a decline 

of just under 3 per cent. Since this occurred while the total volume 

of funds raised was expanding moderately, the household sector's share 

of the total also declined somewhat -- from just under two-fifths to 

just over one-third. This sector, on balance, also borrowed less at 

connnercial banks. This can be seen in net change in the volume of home 

mortgages held and the amount of consumer credit extended by the latter. 

In 1969, their household mortgages rose by $2.5 billion, compared with 

$3.5 billion the previous year. The corresponding changes in consumer 
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credit were $3.1 billion and $4.9 billion. So the growth in these 

forms of bank credit eased off by one-third (from $8.4 billion to 

$5.6 billion). 

The principal sector which expanded its share of total funds 

raised both in the overall capital market and at connnercial banks was 

nonfinancial business. In the capital markets (as shown in Table 1), 

this sector raised $47.4 billion in 1969, compared with $39.1 billion 

the year before. This was an increase of $8.3 billion, or more than 

one-fifth. Whereas businesses accounted for 47 per cent of the total 

funds raised in 1968, their share rose to 52 per cent last year. 

Industrial and connnercial corporations were mainly responsible for the 

rise. In 1969, they raised $37.2 billion, or $6.2 billion more than 

in the year before. Consequently, their share of the total climbed 

from 37 per cent to 41 per cent. Business firms also accounted for a 

sizable share of the expansion in connnercial bank credit. As shown in 

Table 2, while the net acquisition of financial assets by the banks 

amounted to $9.6 billion in 1969, bank loans (other than mortgages, 

consumer credit and credit extended to purchase or hold securities) 

rose by $13 billion. Loans in this category consist mainly of funds 

supplied to businesses. Consequently, conunercial bank loans to the 

business sector expanded by more in 1969 than did total credit at these 

institutions. In 1969, loans to business had accounted for just under 

two-fifths of the total. 
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Sources of Funds and Bank Behavior 

Experiencing substantial deposit declines in the face of 

strong demands for loans in 1969, banks attempted to maintain -- or 

expand -- their earning assets ·in two principal ways: by tapping 

nondeposit sources of funds or by selling a large volume of existing 

financial assets -- loans as well as securities -- or some combination 

of both. While they also made increasingly serious attempts to ration 

credit, they devoted their energies primarily to a search for ways to 

meet their customers' demands. 

These various methods of adjusting to credit restraint are 

clearly apparent in data reflecting developments at large banks in the 

United States. About 340 of these banks report weekly to the Federal 

Reserve System, showing their assets and liabilities in some detail. 

Although they constituted only 2-1/2 per cent of the 13,464 insured 

commercial banks as of June 30, 1969, they control a substantial pro-

portion of the total banking resources. They hold about three-fifths 

of the total assets, total loans and investments, and demand deposits. 

They hold three-quarters of total business loans, about half of consumer 

and real estate loans, and about the same proportion of total time and 

savings deposits. However, they hold nearly 90 per cent of the large 

denomination certificates of deposit (CD's), and they account for virtually 

all of the Euro-dollar borrowings and commercial paper sold by banks via their 

affiliates. While most of these weekly reporting banks are members of 

the Federal Reserve System, some insured nonmembers are also included. 

All of the 340 have total deposits of $100 million or more. 
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Thus, a study of the behavior of these institutions under 

conditions of monetary restraint provides valuable insights into the 

behavior of the banking system as a whole. The broad changes in bank 

credit at the weekly reporting group and at all connnercial banks were 

quite similar in 1969, as shown in the following figures (annual per-

centage rates of change): 

Total loans and investments 
U.S. Government securities 
Other securities 
Total loans 

Business loans 

Time and Savings deposits 

All Commercial 
Banks 

2.4 
-15.9 
-1.1 

7.7 
9.4 

-5.3 

Weekly Reporting 
Banks 

0.6 
-20.4 
-8.4 
5.6 
9.7 

-14.7 

The noticeable differences among the two sets of growth rates 

are these: the weekly reporting banks expanded their earning assets 

somewhat more moderately, they experienced a much heavier attrition 

in time deposits (especially CD's), and they liquidated securities at 

a much faster rate. While total loans at the weekly reporting banks 

rose less rapidly, their business loans increased somewhat more rapidly 

than at all banks in the country. 

As indicated in Tables 3 and 4, total deposits declined sharply 

at the weekly reporting banks in 1969. A substantial decline in CD's, 

... . 
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combined with a more moderate drop in other time and savings deposits, 

considerably offset a slight rise in demand deposits, The decline in 

these deposit liabilities was more than counterbalanced, however, by 

expansion in other forms of liabilities. Total borrowings (principally 

in the federal funds market and at Federal Reserve Banks) and other 

liabilities (largely Euro-dollar borrowings from foreign branches) both 

advanced sharply. 

Although the funds obtained from these alternative liability 

sources were large enough to finance a modest expansion in total earn-

ings as~ets, they were clearly not sufficient to enable the weekly 

reporting banks to meet the demands of their loan customers. To gain 

additional funds, large blocks of security holdings were liquidated. 

In addition, a large volume of loans was sold, primarily to bank hold-

ing companies and affiliates. (These latter transactions are reflected 

in the large volume of connnercial paper sales which supplied the funds 

to finance the purchase of these loans,) 

The expansion in loans maintained on bank books, made possible 

by sale of securities and tapping of alternative liability sources of 

funds, was quite substantial -- and again it should be remembered that 

this gain is net of the loans sold from bank portfolios. Yet, some 

evidence of loan rationing is reflected in the data. The growth in 

total loans, even with loans sales accounted for, fell somewhat short 

of the expansion which occurred in 1968, when these banks were well 

supplied with funds. The change in volume alone, of course, does 
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not permit one to distinguish between a change in supply and a change 

in demand for credit, but it seems a reasonable assumption that loan 

demands were at least as strong in 1969 as in 1968. 

Most of the loan rationing which occurred appears to have 

been focused on nonbusiness borrowers. Business loans on the books of 

weekly reporting banks, on the other hand, increased by as much in 1969 

as they did in 1968. Moreover, since business loans comprise the major 

proportion of loans sold, total business credit extended through weekly 

reporting banks in 1969 was significantly higher than in 1968. How 

much difference these loan sales disguise the growth of bank credit 

extended to business firms is indicated in one of the following sections 

of these remarks. 

Behavior of Euro-Dollar Banks ---------
As may be seen in Table 3, the 19 weekly reporting banks that 

are major borrowers in the Euro-dollar market experienced a large 

deposit drain. However, they were more than able to compensate for 

this loss by drawing funds from alternative liability sources. Similar 

adjustments can be seen in the case of all other weekly reporting banks. 

However, the Euro-dollar banks relied much more heavily on the Euro-

dollar market, while the other banks mainly utilized domestic sources 

of funds. 

Whether the Euro-dollar banks were able (by using alternative 

liability sources) to make a more substantial compensation for their 

deposit drains than were other weekly reporting banks is difficult to 
.,,. io½'\ 

/<::J (~-( . :! 
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discern from an examination of the absolute change figures in Table 3. 

To overcome this difficulty, the changes in the banks' balance sheet 

can be converted to percentage terms. The figures are presented in 

Table 4. These data show that the deposit decline at Euro-dollar banks 

was nearly twice as large in relative terms as at the other weekly 

reporting banks. However, despite this sharp difference in deposit 

experience, growth in total earning assets at Euro-dollar banks was 

relatively quite similar to that at the other weekly reporters. This 

was due, of course, to the strong advance which the Euro-dollar banks 

were able to achieve in nondeposit sources of funds. (The percentage 

changes in these nondeposit figures are not particularly revealing 

because the outstanding levels for some of these items were quite small 

compared with their change.) 

What is perhaps of even greater interest is the relative 

growth in total loans at these two groups of banks. As may be seen, 

the Euro-dollar banks recorded somewhat larger gains in both total 

l oans and in business loans than did the other weekly reporting banks. 

The di fferences were quite small, however, so that perhaps the best 

generalization is that both groups of banks made about the same kind of 

adjustments to the problem of meeting strong loan demands during a 

period of heavy deposit drain. In this regard, it is worth restating 

that, although the percentage increases for 1969 indicated. in the 

table for each groups of banks fell well below those recorded in 1968, 

these data do not reflect the considerable volume of loan sales made 

in 1969. 
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Behavior of Commercial Paper Issuing Banks 

As is generally known, a number of banks resorted to the 

sale of commercial paper, mainly through one-bank holding companies 

but also to some extent through affiliates, to raise funds in an effort 

to compensate for the loss in deposits. Some of the banks active in 

the Euro-dollar market have also issued commercial paper. As indicated 

in Table 3, at the end of last year, $4.3 billion of commercial paper 

was outstanding at weekly reporting banks. Of this amount, $2.4 bil-

lion (or 56 per cent) had been issued by· Euro-dollar banks. The 

remainder ($1.9 billion) had been sold by banks which do not rely on 

Euro-dollar inflows to supplement their deposits.* 

It is evident that the banks which relied only on commercial 

paper did not register a growth in their earning assets as did 

either the Euro-dollar banks or the banks which did not resort to non-

deposit sources at all. While the differences among the groups were small , 

those banks relying on commercial paper had expanded their assets more 

rapidly in 1968. Last year, these banks had a percentage decline in 

time deposits about as large as that for all weekly reporting banks 

(although smaller than that recorded at Euro-dollar banks), and their 

sales of U.S. Government securities were proportionately almost as 

large as for the other banks. While Euro-dollar banks increased their 

indeb~edness to their foreign branches by $7.0 billion last year, those 

*Trends in bank sales of commercial paper through mid-March, 1970, 
are shown in Table 7. 
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banks relying on connnercial paper increased the volume of the 

latter by only $1.9 billion. Yet, the two groups came out not very 

far apart when their sales of securities and the expansion in non-

deposit sources are set against the attrition in total deposits. 

The Banking Structure and the Differential Impact of 
Monetary Restraint 

To obtain a different -- and more informative -- perspective 

on banking developments in 1969, another grouping of weekly reporting 

banks was made. On the basis of a considerable number of criteria, 

20 banks were identified and labeled "Multi-National Banks." The 

criteria used included size, volume of business loans, importance in 

the Federal Funds market in particular and the money market in general, 

the volume of foreign lending and participation in the Euro-dollar 

market. Using similar criteria but stressing domestic activities 

and relative importance in one area of the country, an 

additional 60 banks were designated as "Major Regional Banks." The 

remaining 260 banks were designated "Large Local Banks." The changes 

in balance sheet items at these groups of banks in 1968 and 1969 are 

presented in Table 5 and 6. As one would expect, this information 

presents a roughly similar picture to that provided by the other group-

ings of banks . Yet, the experience is put into much sharper focus. 

The Multi- National Bank group, which is heavily comprised of large Euro-

dollar banks, was subject to the largest percentage decline in deposits. 
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The decline at Major Regional Banks nearly matched that recorded at 

the Multi-National Banks, while a much smaller deposit reduction 

occurred at the Local Bank group. But despite this disparity in 

deposit flow, the percentage advances in total earning assets at these 

groups of banks were essentially similar. This suggests that · the 

imbalances in deposit flows were offset by an opposite imbalance in 

the growth of nondeposit sources of funds. 

The noticeable differences are evident with respect to earn-

ing assets. Total loans and business loans expanded more sharply at 

the Multi-National Banks than at the other two groups of banks. This 

is particularly true when compared with the Local Banks. So that there 

is some suggestion that the Multi-National Banks were more successful 

in avoiding the restraints of a tight monetary policy. This conclusion 

is further supported by the fact that loan sales which were heaviest at 

the Multi-National Banks were not included in the computation. The expansion 

of real estate loans, which include a sizable proportion of non-

residential property along with home mortgages, was also considerably 

larger at the Multi-National Banks than at either of the other two 

groups. On the other hand, both of the latter expanded their consumer 

loans more rapidly than did the Multi-National Banks. 

Finally, at the end of 1969, the Multi-National Banks had a 

somewhat larger share of total loans, of business loans and of real 

estate loans -- and a slightly smaller share of consumer loans -- than 
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they had at the end of 1968. The Regional Banks made a modest gain 

in their relative share of bus iness loans, about held their place in 

the case of r ea l estate loans, and experienced a slight decline in the 

proportion of both total loans and loans to consumers. The Local 

Banks' share of all of these asset categories declined moderately. 

The general conclusion which emerges from this analysis can 

be expressed succinctly: The largest banks with both national and 

international customers -- and which mobilize funds in both the domestic 

and international capital markets -- are able to avoid a substantial 

proportion of the impact of monetary restraint. In doing so, they can 

maintain -- or even expand -- their earning assets. The large regional 

banks can succeed almost as well in following a similar course. The 

larger local banks, although also much larger than the average bank 

in the country, can do so to a much lesser ex tent. 

Loans Sales and the Growth of Business Loans 

As indicated at several places in this discussion, the 

expansion of business loans at connnercial banks during 1969 was 

considerably obscured by sales o f loans to obtain funds to meet new 

demands. Trends i n such loan sales a re shown in Table 7. At the 

end of last October , 143 banks were involved in such loan sales, and the 

amount sold ou trigh t t ota led $5. 7 billion. More than four-fifths of 

this total represented sales to the banks' a ffiliates and subsidiaries 

and the rest to the nonbank public. Most of the loans sold to bank 

subsidiaries and affiliates refle c t acquisitions by the latter for which 

-------
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payment was made from the proceeds of their sales of connnercial paper 

to the public. However, some of the loans were sold by banks to their 

foreign branches, with the latter paying for the transfer out of the 

proceeds of Euro-dollar deposits. As of March 11, 1970, the volume of 

loans sold had climbed to $7.8 billion; the distribution between affiliates 

and the nonbank public was about the same as it was at the end of October. 

As mentioned earlier, the loans sold by the connnercial banks 

consist mainly of loans to business borrowers. If these sales are added 

to the volume of business loans outstanding on the books of the banks, 

the rate of growth in business loans in 1969 is raised substantially, 

as shown in the following statistics (1968 data need no adjustment): 

Classification of Banks 1968 
All Weekly Reporting Banks 11.4 

Euro-dollar Banks 10.6 
Connnercial Paper Issuers 16.4 
All Other Banks 9.8 

Multi-National Banks 11.2 
Major Regional Banks 11.3 
Large Local Banks 11.9 

Annual Percentage Rate of Change in 
Business Loans After Adjustment for 

Loan Sales 
Before After 

Adiustment Adjustment Difference 
9.7 13.7 4.0 
9.9 15.4 5.5 
7.8 10.2 2.4 

10.6 12.6 2.0 

10.4 16.0 5.6 
9.9 12.3 2.4 
7.6 8.0 0.4 

Clearly the loan sales have been heaviest at the largest 

banks, and the understatement of the rate of growth of business loans, 

shown in the published statistics, has also been greatest at these 

institutions. When the loans sold are folded back into the figures, 

it appears that the rate of expansion of business loans at the weekly 
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reporting banks was more than two-fifths higher than originally shown. 

At the Euro-dollar banks, the expansion was more than 50 per cent higher. 

Among thoss issuing commercial paper only, it was about one-third larger, 

and at other banks it was one-fifth higher. When the banks are classified 

according to the strategic roles they play with respect to different 

types of financial transactions, the same pattern emerges -- but with 

sharper focus. The growth rate is raised by more than one-half at the 

Multi-National Banks; by one-quarter at the Regional Banks, and by 

only 5 per cent at the Local institutions. 

But what is even more striking, except for corrnnercial paper 

issuers and the local banks, the growth rate for business loans in 

1969 once the sales are accounted for -- was considerably higher 

than that recorded in 1968. The unadjusted figures, except for one 

group of banks, would have suggested a noticeably lessened pace of 

expc :.-, ion ic. business loans in 1969 compared with 1968. 

T~us, the ability of some of the strongest commercial banks 

to sell part of their existing portfolios to obtain funds to meet new 

demands for funds is another way open to them to escape -- or at least 

lighten -- the impact of monetary restraint. 

Long-Run Tafk of Monetary Management 

As I reflect on the differential impact of monetary policy 

as mirrored in the behavior of different segments of the banking 

structure, I become more and more convinced that the Federal Reserve 

\ .. 
co H: 

.// . ...__ __ /,/ 
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System should give serious consideration to revamping its instruments 

of monetary control. I personally see no need to cast aside any of ' the traditional tools -- i.e., the discount rate, open market operations, 

and reserve requirements. These have been used -- and can continue to 

be used -- to influence the cost and availability of credit. 

But, in my opinion, neither of these instruments has been 

the cutting edge of monetary policy during the last few years. This 

has been provided by the ceilings set by the Federal Reserve Board 

under Regulation Q, limiting the rates of interest which member banks 

can pay on time deposits. This has been particularly true of the 

ceilings on negotiable certificates of deposit of $100,000 and above 

frequently referred to as CD's. From early December, 1965, until mid-

April, 1968, the maximum rate payable was set at 5-1/2 per cent. In 

1966, as yields rose on other short-term money market instruments 

(especially U.S. Treasury bills), the maintenance of the ceiling 

induced a sharp attrition in bank CD's outstanding. From the end of 

July to the end of November of that year, CD's at the weekly reporting 

banks shrank by $2.8 billion -- from $18.3 billion to $15.6 billion, a 

decline of 15 per cent. In early 1968, when a more restrictive monetary 

policy was in force, the banks again lost CD's. Between the end of 

February and the end of June in that year, the volume outstanding declined 

by $1.8 billion -- from $21.1 billion to $19.3 billion, a qecrease of 

9 per cent. But the sharpest cut-back occurred during the period of 
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severe monetary restraint last year. At the end of 1968, the weekly 

reporting banks had $22.8 billion of CD's outstanding. By February 4, 

1970, the amount had declined to $10.3 billion, a loss of 55 per cent. 

Underlying the decision of the Federal Reserve Board to 

allow this attrition to take place and, in fact, to encourage it by 

restrictive open market operations was the assumption that banks 

would become less willing to make new counnitments to lend as they became 

less assured of their ability to obtain deposits to meet such commitments. 

The results would be a moderation in the growth of bank credit, a lessen-

ing in excess demand for real resources, and a dampening of inflationary 

pressures. I believe that assumption was a reasonable one, and I 

supported the actions based on it. I think that the perception of 

bank behavior which it implied was also reasonable. In retrospect, it 

is evident that in both 1966 and 1969 -- as the Federal Reserve System 

attempted to employ monetary policy to restrain the availability of 

credit -- the banks did not modify their lending policy appreciably 

until it became obvious that they would see substantial attrition in 

deposits. Moreover, in early 1967 and again in the second half of 

1968, the banks quickly recovered their previous CD losses as monetary 

policy became easier -- and they also quickly expanded loans and rapidly 

built up a sizable backlog of counnitments to lend to their business 

customers. With the increase in the ceilings in January of this year 

(to a maximum of 7-1/2 per cent) the possibility of a quick recovery of 

CD losses will again exist if market yields decline sharply. 
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In my judgment, the spreading tendency on the part of banks 

to accept commitments is a development which may pose a serious problem 

for monetary management in the future. While I have no quantitative 

estimate, I do have the impression that such commitments are increasingly 

pinned down by the payment of a fee. To the extent that this practice 

spreads -- and the banks are thus locked into binding agreements to 

lend -- the ability of the Federal Reserve to influence the rate of 

growth of bank loans would be reduced. 

However, the limitation on maximum interest rates payable on 

time deposits has become part of the Federal Reserve's kit of policy 

tools. On several occasions in the past, I have said that in my 

judgment -- the Federal Reserve should take the first opportunity it 

has to lift such ceilings and to put them on a standby basis. Unfortu-

nately, such an opportunity has not arisen -- mainly because the move 

would probably stimulate a new round of intense competition among banks 

and savings intermediaries, some of whom (particularly savings and loan 

associations) are not in a good position to bear the full impact of 

such competition. However, this reasoning applies primarily to the 

rate ceilings on consumer-type time deposits and to a much lesser extent 

to the ceilings on CD's -- which are really money market instruments in 

competition with Treasury bills and other short-term investment outlets. 

Thus, I am still personally hopeful that this possibility will not be 

forgotten. 
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Evolution of Reserve Requirements in Recent Years 

In the meantime, I think it would be well to explore the 

possibility of reordering the way in which the traditional instruments 

of monetary policy are employed to influence the cost and availability 

of credit. In particular, I think more emphasis should be focused on 

reserve requirements. As a matter of fact, the Federal Reserve Board 

has shown considerable flexibility in the use of reserve requirements 

in the last few years. For the most part, this has involved tailoring 

changes in such requirements to differentiate the impact by size of 

bank -- as implied by deposit size. For example, in July, 1966, the 

requirement on time deposits over $5 million was raised from 4 per cent 

to 5 per cent -- and kept at 4 per cent on deposits below that amount. 

In September of the same year, the percentage was raised further to 

6 per cent on the $5 million and over category; again no change was 

made for amounts below that figure. In March, 1967, in two 1/2 percentage 

point steps, reserve requirements were cut from 4 per cent to 3 per cent 

on savings deposits and on time deposits under $5 million. The require-

ment was left at 6 per cent on time deposits over $5 million. That 

resulting structure of reserve requirements has remained unchanged for 

the last three years. 

In January, 1968~ the Federal Reserve Board also began to 

differentiate reserve requirements on demand deposits. At that time, 

the requirement was raised from 16-1/2 per cent to 17 per cent on 
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deposits over $5 million at Reserve City banks, while the requirement 

on amounts below this figure was left unchanged. At country banks, the 

corresponding increase was from 12 per cent to 12-1/2 per cent for 

demand deposits over $5 million, while it remained at 12 per cent on 

amounts below that cutoff. In April last year, a 1/2 percentage point 

increase was made effective at both Reserve City and country banks and 

on demand deposits both above and below $5 million. 

But undoubtedly the most imaginative use of reserve require-

ments in recent years has been their application on Euro-dollar borrow-

ings by American banks. In March, 1969, I suggested that such a step 

be considered as a means of making domestic monetary policy more efficient. 

Effective last October, a 10 per cent marginal reserve requirement was 

set on member bank liabilities to overseas branches and on assets 

acquired by such branches from their head offices in excess of outstand-

ings during a base period the four weeks ending May 28, 1969. A 

10 per cent marginal reserve requirement was also set on loans extended 

to U.S. residents by overseas branches of member banks in excess of 

outstandings during a given base period. A similar 10 per cent reserve 

requirement was fixed on borrowings by domestic offices of member banks 

from foreign banks; in this instance, however, only a 3 per cent reserve 

is required against such borrowings that do not exceed a specified base 

amount. The reserve-free bases are subject to automatic reduction 

unless waived by the Board -- when, in any period used to calculate a 
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reserve requirement -- outstanding amounts subject to reserve require-

ments fall below the original base. 

In the same vein, the Federal Reserve Board published for 

comment a proposal to apply reserve requirements to commercial paper 

when offered by a bank-related corporation and when the proceeds are 

used to supply funds to the member bank. Last October, the Board 

published for comment a proposal to apply interest rate ceilings to 

commercial paper used in this way. Late in February, the Board 

announced that consideration of the issue was being put aside at that 

time because of a desire to avoid exerting additional restraint on 

money and credit markets. However, the question is still open, and 

the possibility of applying a reserve requirement along with -- or in 

lieu of -- an interest rate ceiling also remains open for the Board 

to decide. 

Extending the Range of Reserve Requirements 

It was against this background that I suggested in February 

that consideration might be given to applying a supplemental reserve 

requirement on loans extended by U.S. banks to foreign borrowers as a 

replacement for the present voluntary foreign credit restraint program. 

At the time, I emphasized that such a market-oriented approach would be 

superior to one based on ceilings fixed by administrative decision --

and at the same time it would offer meaningful protection to our balance 

of payments. 
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In my judgment, thought might also be given to the possibility 

of adopting such a requirement for domestic purposes as well. The 

objective of the supplemental reserve on domestic loans would be to 

raise the cost of bank lending by reducing the marginal rate of return 

to the bank making the loan -- and thereby dampen the expansion of bank 

loans. The basic purpose of the supplemental reserve would not be 

simply to levy new reserve requirements on the banking system. If it 
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were thought that its adoption would raise the average level of reserves 1?, 

required beyond what the Board thought was necessary for general stabiliza- i 
tion purposes, the regular reserve requirements applicable to deposits f 
of member banks of the Federal Reserve System could be reduced. 

In suggesting that this possibility be explored, I am 

convinced that the Federal Reserve needs a better means of influencing 

the availability of credit in different sectors of the economy. At the 

same time, I am keenly aware of the desirability of assuring that -- as 

far as possible -- the instrument used would minimize interference with 

nonnal business decisions and theeconomic forces of the market place. 

The banking cormnunity -- within whatever outer limits of credit expansion 

the central bank considers are consistent with stabilization policy --
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fore, banks should be assured as much freedom of choice as the basic 

objectives of maintaining a balanced economy would permit. 

Since, during a period of inflation, the object would continue 

to be to restrain the growth of bank lending, rather than to burden the 
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amount of lending achieved by some date in the past, the reserves might 

apply only to the amount of lending above some determined volume. That 

is, the cash reserves would constitute marginal, rather than average, 

required reserves. 

Solely for the sake of illustration, let us assume that such 

a supplemental reserve requirement had gone into effect at the end of 

1968. Let us take $220 billion as the amount of loans on the books of 

member banks on that date. Suppose further that a bank were required 

to set aside cash reserves equal to 20 per cent of the amount by which 

its outstanding loans exceeded the amount of such loans outstanding just 

before the reserve program went into force. Since loans at member banks 

rose by about $20 billion last year, they would have been required to 

put up an additional $4 billion -- under these assumptions. Since their 

required reserves averaged about $27 billion in 1969, this would have 

represented an increase of roughly 15 per cent. 

This formulation might be varied so that a cash reserve require-

ment might be applied against whatever new loans the bank might extend 

rather than apply a marginal reserve against the amount of loans above 

the amount outstanding on a particular date.· 

To illustrate, a bank that extended a loan during 1969 would 

have been required to set aside cash reserves of 20 per cent of the amount 

of that loan. Loans already outstanding as of the beginning of 1969 would 

have required no reserves nor would they have been under any quantitative 
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restraint. Any extension of those outstanding loans, as well as any 

drawdowns of then-existing lines of credit, would have been treated 

as new loans and would have been subject to the reserve requirement. 

This variant would be especially attractive in being free of any 

relationship represented by differing volumes of loans outstanding among 

individual banks at a given base date. 

Under either variant of this approach, the percentage reserve 

requirement would be set on the basis of the Federal Reserve's determina-

tion of the degree of influence to be applied, for domestic stabilization 

reasons, against unchecked bank loan expansion. The restraint would be 

levied in proportion to the lending. The approach would not require 

immediate asset adjustments by each bank; instead it would leave the 

decision to individual banks to adapt their lending to the circumstances 

at the time. 

The loans that would be subject to the supplemental reserve 

requirement could be defined in a way that would take account of what-

ever set of priorities that might be established from time to time. For 

example: if the objective of public policy were to give priority to 

loans to meet the needs of State and local governments, it could be 

given effect through a reserve ratio against such loans smaller than 

the ratio for other loans. Loans to acquire homes could be exempted 

if public policy calls for giving housing the highest prio~ity -- by 

setting the requirement at zero. In contrast, if policy called for 



. .. 
-28-

substantial restraint on consumer credit or ori loans to business, the 

reserve ratio applicable to such loans could be set quite high. In 

fact, any array of loan priorities could be adopted and the reserve 

requirement scaled accordingly -- depending on the changing needs of 

public policy. 

Such a supplemental cash reserve requirement system sketched 

above would have the effect of restraining bank lending,both in total 

and to particular sectors of the economy. However, it would do so with-

out any direct interference by the Federal Reserve in lending decisions 

by individual banks. The new reserve requirement, being a fairly small 

proportion of the reserves now required against deposit liabilities, 

would not cause a significant disturbance of domestic monetary policy. 

While there would be an impact on the required reserves of member banks, 

if the Federal Reserve wished, this could be easily offset by an 

appropriate reduction in reserve requirements on deposits or by open 

market operations. 

I have stressed consideration of the supplemental reserve 

requirement against loans as a long-run approach. Aside from the time 

that would be needed to explore its ramifications, the Federal Reserve 

Board does not now have the authority to apply reserve requirements to 

domestic loans of member banks, although it does appear to have such 

authority with respect to their foreign loans. Moreover, to avoid add-

ing further to the already existing inequities between nonmember and 
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member banks of the Federal Reserve System, all coIIDI1ercial banks should 

be made subject to the new provision. Thus, if the system were to be 

adopted for domestic purposes, enabling legislation would have to be 

passed by Congress. It might be recalled that, for several years, the 

Board has urged in its Annual Report that legislation be passed which 

would permit the establishment of a system of graduated reserve require-

ments, while extending the coverage to nonmember banks -- who would also 

be given access to the Federal Reserve Banks' discount window. If 

Congress ever gets around to taking up that earlier proposal, it might 

also consider an even further broadening of the scope of reserve require-

ments to include the option to impose such requirements on particular 

types of bank loans or investments. 

Short-Run Tasks of Monetary Management 

The prospective course of monetary policy over the months 

ahead is obviously the main topic of interest to many observers. While 

I recognize and understand such interest, I must refrain from trying to 

satisfy it. By long-standing tradition, members of the Federal Reserve 

Board try to avoid commenting on future policy action. The Federal 

Open Market Committee has clearly stated rules specifying the length 

of time (currently 90 days) which must elapse before the considerations 

underlying its policy decisions are made public. I believe that the 

tradition of the Board and the rules of the Open Market Committee are 

both well-founded. Moreover, there is also a long tradition that, 
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when Board members do speak on monetary matters -- and when they do so 

without explicit delegation from the Board -- the views expressed are 

those of the speaker -- and should not be attributed to his colleagues. 

With that background, I do have a personal assessment of the 

requirements of monetary policy at the present juncture of the fight 

against inflation. In my opinion, the time has certainly not come to 

lay aside the effort to achieve and maintain a reasonable degree of 

price stability in this country. And we should remind ourselves that 

the attainment of that objective was the mission on which the Federal 

Reserve set out in December, 1968. 

It is obvious that the effort to date -- involving both 

fiscal and monetary policy -- has not been wasted. The over-hang of 

excess demand which had plagued the economy for several years has been 

eliminated. In particular, the defense sector, which became a major 

source of inflationary pressures in mid-1965 when the Vietnam War was 

accelerated and taxes were not increased to pay for it, is no longer 

playing the same role. T4e nondefense component of the Federal budget 

also rose much more slowly in the last year; and in the current calendar 

year, a further slowing seems in prospect. Personal consumption expeq-

ditures (particularly for durable goods) expanded just over half as 

rapidly in 1969 as they did in 1968, and the slower pace seems likely 

to persist through the rest of this year. Last year outlays by State 

and local governments rose somewhat less in percentage terms than they 
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did in the previous year -- and here also the current year may see a 

still smaller rate of growth. In the housing sector, while the backlog 

of potential demand remains strong, actual spending has declined more 

or less steadily since the second quarter of last year. Moreover, no 

substantial pickup appears on the horizon in the months immediately 

ahead. The one area still showing considerable strength is business 

fixed investment. Last year, expenditures for this purpose rose almost 

twice as rapidly as they did in 1968, and recent forecasts of plant and 

equipment outlays _suggest that another sizable gain can be expected 

this year -- although perhaps not as large as some of the surveys might 

imply. 

But taken as a whole, the rapid pace of expansion in economic 

activity evident in 1968 and through much of 1969 has moderated substan-

tially. Moreover, when the rise in the general price level is allowed 

for, real output -- as measured by the GNP -- grew very little after 

the first quarter of last year, and a slight decline occurred in the 

fourth quarter. The downtrend in industrial production since last 

August tells the same story. The rate of capacity utilization in 

manufacturing has also declined noticeably from the levels reached in 

the spring of 1969, and the excessive accumulation of inventories seems 

to have moderated. Above all, the recent rise in the unemployment rate 

to just over 4 per cent clearly suggests that the pressuree on real 

resources have slackened in the last several months. 
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Unfortunately, the same cannot be said about the pressures on 

prices. The simple fact is that -- so far -- these developments in the 

real economy have had little impact on the rate of increase in prices, 

and there is no basis for concluding that the battle against inflation 

has been won. It is true that in March wholesale prices advanced by 

1/10 of 1 per cent, according to the preliminary estimates. The 

advance in February was 3/10 of 1 per cent, and it was 8/10 of 1 per 

cent in January. While these trends might suggest that the return of 

stability in prices may become more evident in the months ahead, that 

outcome remains to be achieved. Currently, the wholesale price index 

is 4.3 per cent above the level in March, 1969. Measured in terms of 

the GNP deflater (the most broadly based of the various price indexes), 

the persistence of inflation is even more clear. Last year, this index 

rose by 4.7 per cent, compared with 4 per cent the year before. During 

the fourth quarter of 1969, the annual rate of increase was 4.5 per cent, 

and the current quarter may register a gain almost as large. In fact, 

by the end of this year, this comprehensive measure of the pace of infla-

tion may still be rising at a rate well above what most Americans would 

find acceptable in the long-run. 

In stressing that inflation is still a problem, I fully 

recognize that one should expect a lag between the time stabilization 

measures are taken and the time when their impact on the general price 

level can be seen. I am also aware that risks are inherent in an attempt 
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to exert enough restraint through stabilization policies -- and to 

maintain it long enough - - to bring inflation under control. I am 

not blind to the possibility that the cumulative effects of fiscal 

and monetary restraint could reduce the rate of growth of real output 

so much -- with its consequent impact on resource use and the level 

of unemployment that the public would find the costs unacceptable. 

On the other hand, I am also fully aware of how deeply imbedded infla-

tionary expecta tions have become. So, given the continued strength 

in business investment and the strong pent-up demand for housing, I 

think it is ex tremely important that national stabilization policies 

be conducted i n a way that will avoid providing so much stimulus that 

a new burst of inflation will be generated before we have succeeded 

in checking Lhe inflationary pressures we still face. 



Tab le 1. Amount and Sources of Funds Raised in 
Capital Markets by Major Sectors, 1968 and 1969 

(Amounts in billions of dollars) 

1968 
SECTOR Amount Per Cent 

of total 
Amount 

Total funds raised by nonfinancial 
sectors 

U.S. Government 
Publi c debt securities 
Budget Agency issues 

All other nonfinancial sectors 

Distribution among sectors 

State and loca l governments 
Households 
Nonfinancial business 

Corporate 
Nonfarm noncorporate 
Farm 

Foreign 

Sources of fund s advanced 

Federal Reserve System 
U.S. Government 

Direct 
Credit agencies (net) 

Commercial banks 
Private nonbank finance 
Private domestic rionfinancial 
Foreign 

Source: Flow of Funds Accounts 
Division of Research and Statistics 
Federal Reserve Board 

97.4 

13.4 
10.3 
3.0 

84.1 

84.1 

10.2 
31.8 
39.l 
31.0 

5.2 
2.9 
3.0 

97.4 

3.7 
5.0 
5.2 

-0.2 
39.0 
33.5 
13.8 
2.5 

100.0 

13. 5 
10.6 

2.9 

86.5 

100.0 

12.1 
37.7 
46.5 
36.8 

6.2 
3.5 
3.6 

100.0 

3.8 
5.1 
5.3 

-0.2 
40.0 
34.4 
14.2 
2.6 

85.7 

-5.4 
-2.8 
-2.6 

91.0 

91.0 

9.2 
30.9 
47.4 
37.2 

6.6 
3.5 
3.6 

85.1 

4.2 
2.3 
2.5 

-0.2 
9.5 

31. 5 
38.2 
-0.1 

1969 
Per Cent 
of total 

100_. 0 

-6.3 
-3.3 
-3.0 

106.3 

100.0 

10.1 
34.0 
52.0 
40.9 

7.3 
3.8 
3.8 

100.0 

4.9 
2.7 
2.9 

-0.2 
11. 2 
37.0 
44 -. 8 
-0.1 
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Table 2. Sources and Uses of Funds by 
Commercial Banks, 1968 and 1969 

(Amounts in billions of dollars) 

SOURCE OR USE 

Net acquisition of financial assets 
Total loans and investments 

Credit market instruments 
U.S. Government securities 
State and local obligations 
Corporate bonds 
Home mortgages 
Other mortgages 
Consumer credit 
Bank loans (n.e.c.) 
Open market paper 

Security credit 

Vault cash and member bank reserves 
Miscellaneous assets 

Net increase in liabilities 
Demand deposits, net 
Time deposits 

Large negotiable CD's 
Other 

Federal Reserve float 
Borrowing at Federal Reserve Banks 
Security Issues 
Other liabilities 

Discrepancy 

Current Surplus 

Source: Flow of Funds Accounts 
Division of Research and Statistics 
Federal Reserve Board 

Amount 

43.2 
39.2 
38.0 

2.8 
8.7 
0.3 
3.5 
3.2 
4.9 

15.7 
-1.1 

1.3 

2.1 
1.9 

41.4 
9.3 

20.6 
2.5 

18.1 
1.0 

0.2 
10.3 

0.9 

3.3 

1968 

Per cent 
of total 

100.0 
90.5 
85.0 

6.5 
20.2 
0.7 
8.1 
7.3 

11.3 
36.4 
-2.6 

3.0 

4.8 
4.4 

100.0 
22.4 
49.8 

6.0 
43.8 

2.4 

0.4 
24. 8 

1969 

Amount 

11. 5 
9.6 

10.9 
-11. 5 

1. 2 
-0.3 

2.5 
2.5 
3.1 

13.0 
0.5 

-1.2 

0.2 
1. 6 

9.6 
7.3 

-11. 2 
-12.0 

0.8 
-0.l 

0.1 
13.4 

1.1 

3.7 

Per cent 
of total 

100.0 
83. 5 
94.5 

-100.0 
10.4 
-2.6 
20.4 
20.4 
27.0 

113.0 
0.4 

-10.4 

1. 7 
13 .9 

100.0 
76. 0 

-116.5 
-125.0 

8.5 
1.0 

1.0 
139. 0 



Table 3 

ANNUAL CHANGES IN MAJOR BALANCE SHEET ITEMS, WEEKLY RFYORTING BANKS 
1968 and 1969 1/ 

Total loans and investments '1:../ 
U.S. Treasury secutiries 
Other securities 
Total loans 'l:..I 

Business loans 
Real estate loans 
Consumer loans 

Total deposits ll 
Demand deposits ll 
Time and savings deposits 

Large CD's !±I 
Other 

Total borrowings 1/ 
Other liabilities 

Euro-dollars 2./ 
MEMO: 

' Coonnercial paper ll 

(In billions of dollars, not seasonally adjusted) 

All Weekly 
Reporting Banks 

1969 1968 

1.4 
- 5. 8 
- 2.9 

10. 5 
7.5 
2.1 
1.8 

-15.5 
• 9 

-15.5 
-12.3 
- 3.2 

+10.1 
9.3 
7. 6 

4.3 

19. 7 
1.0 
5. 6 

17.1 
7. 5 
3.4 
2.3 

15.1 
5.2 
9.9 

· 3. 2 
6. 7 

3. 7 
5.0 
2.7 

n. a. 

Banks With 

Total 
1969 1968 

• 3 13.5 
- 3.1 . 8 
- 2.5 3.6 

5.6 11. 2 
4.9 5.6 
1.3 1.6 

• 3 1. 1 

-11. 7 7.2 
. 9 2.3 

-12.7 4.9 
- 9.4 1.4 
- 3.3 3.5 

6.3 3.3 
8.2 4.5 
7.0 2.7 

4.3 n.a. 

Selected Nondeposit 

-

Euro-dollar 
Borrowing§/ 

1969 1968 

. 2 8.6 
2.0 . 7 

- 2.2 2.7 
4.5 6. 8 
3.9 3.8 
1.0 . 5 

. 2 . 3 

- 8. 6 2.6 
1.2 • 7 

- 9. 8 1.9 
- 6. 9 • 1 
- 2.9 1.8 

4.0 2.3 
7.2 4.2 
7.0 2.7 

2.4 n. a. 

Sources of Funds 

-

-
-
-

Commercial 
Paper Only9/ 
1969 1968 

.5 4.9 
1.1 • 1 

. 3 • 9 
1. 1 4.4 
1.0 1.8 

. 3 1.1 

.1 .8 

3.1 4.6 
. 3 1.6 

2.9 3.0 
2.5 1. 3 
.4 1.7 

2.3 1.0 
1.0 .3 

1.9 n. a. 
1/ Changes ·for 1969 are from December 25, 1968, to December 24, 1969. Comparable dates were used to compute 

1968 changes. 

-

-
-
-

All Other 
Banks 

1969 1968 

1.7 6. 2 
2.7 • 2 
.4 2.0 

4.9 5.9 
2. 6 1. 9 

• 8 1.8 
1.5 1. 2 

3.8 8.9 
2.9 

2.8 5.0 
2.9 1.8 

. 1 3.2 

3.8 .4 
1.1 .5 

• 6 __ ( 
\ 

2/ Exclusive of loans and Federal funds transactions with domestic cormnercial banks and net of valuation reserves. 
3/ 
4/ 
5/ 
6/ 
7/ 
8/ 
2.1 

Less cash items - in the process of collection. 
Negotiable time certificates of deposit in denomination of $100,000 or more. 

Largely borrowing in the Federal funds market and from Federal Reserve Banks. 
Bank liabilities to foreign branches. . 
Issued by a bank holding company or other bank affiliate. 
19 major banks that account for approximately 90 per cent of borrowing from foreign banks. 

banks that do not borrow in Eurodollar market but whose affiliates or holding company sell commercial paper. 
NOTE: Figures may not sum exactly due to rounding. 



Total loans and investments 
U.S. Treasury securities 
Other securities 
Total loans 

Business loans 
Real estate loans 
Consumer loans 

Total deposits 
Demand deposits 
Time and savings deposits 

Large CD's 
Other 

Total borrowings 
Other liabilities 

Eurodollars 

Table 4 

Annual Changes in Major Balance Sheet Items, 
Weekly Reporting Banks 

1968 and 1969 
(In per cent, not seasonally adjusted) 

Banks With Selected NondeEosit Sources of Funds 
All Weekly Euro-dollar Commercial 

Reeorting Banks Total Borrower ~/ 12a12er onlI 9/ 
1969 1968 1969 1968 1969 1968 1969 1968 

o. 6 11. 5 11. 0 . 3 11. 7 - 0.8 14.5 
-20.4 3. 7 -19.6 5.1 -18.9 7. 1 -21. 3 1.0 
- 8.4 16.8 -11.3 19.2 -14.3 21.2 - 5.2 15. 6 

5.6 11. 8 5.5 12.4 6. 4 10.6 5.8 14.1 
9. 7 11.4 9.4 12.0 9.9 10.6 7.8 16.4 
5.5 11. 7 7 . 9 10. 6 10.1 6.0 4.5 18.6 
8.4 14.2 3.8 14.3 5.4 8.6 2.4 20.8 

- 7. 6 7.5 - 9.4 6.1 -10.3 3.2 - 7. 6 12.2 
5.3 1.5 3.9 3.0 1.8 - 1. 3 8.3 

-14.7 9. 6 -19. 7 8.2 -22.8 4. 7 -13. 4 16.0 
-53.2 16.0 -5 7. 9 9.2 -60. 1 1. 3 -52. 7 35.2 
- 4.5 8.1 - 6.8 7.8 - 9. 1 5.9 - 2.5 11. 6 

- 71. 6 48.8 + 72. 0 60. 6 -84.0 58.4 -59. 7 66.4 
52.1 38.9 56. 2 44.9 55. 7 46. 7 60.1 31. 7 

109.4 63.0 100.0 64. 0 100.0 63. 0 

All OtlJer 5allk' 
1969 1968 

-21. 2 
9.[ 
2. 

- 4.4 13. 7 
5.8 10. 7 

10.6 9.8 
3.0 12.8 

12.4 14.1 

- 5.2 9.5 
- 2.0 7.2 

8.0 11. 6 
-42.9 34.3 
- 1.8 8.4 

54.0 21. 0 
32. 7 16. 4 

600.0 

1/ Changes for 1969 are from December 25, 1968, to December 24, 1969. Comparable dates were used to compute 1968 changes 
2/ Exclusive of loans and Federal funds transactions with domestic commercial banks and net of valuation reserves. 
3/ 
4/ 
5/ 
6/ 
7/ 
8/ 
2./ 

Less cash items in the process of collection. 
Negotiable time certificates of deposit in denomination of $100,000 or 
Largely borrowing in the Federal funds market and from Federal Reserve 
Bank liabilities to foreign branches. 
Issued by a bank holding company or other bank affiliate. 
19 major banks that account for approximately 90 per cent of borrowing 

banks that do not borrow in Eurodollar market but whose affiliates 
NOTE: Figures may not sum exactly due to rounding. 

more. 
Banks. 

from foreign banks. 
or holding company sell commercial paper. 



TABLE 5 

ANNUAL CHANGES IN MAJOR BALANCE SHEET ITEMS, WEEKLY REPORTING BANKS 

1969 and 19681/ 
(In billions, not seasonally adjusted) 

20 Multi- 60 Major Re-/ 
gional Bks . .2. 

260 Large 
Total Nat'l Bank$8/ I.2cd ~ank§ 

Items 1969 1968 1969 1968 1969 1968 1969 1968 

Total loans and investments '!:_/ 1.4 19.7 .5 11. 6 - .1 5.9 1.0 2.2 
U.S. Treasury securities -5.9 1.0 -2.1 . 9 -1. 7 • 1 -2. 1 .1 
Other securities -2.9 5.6 -2_. 6 2.8 - .4 1. 2 .1 1. 6 
Total loans 'l:./ 10.5 17.. 1 5.3 7.9 2.0 4.5 2.2 4.7 

Business loans 7.5 7.5 4.4 4.2 1. 6 1.6 1.1 1.6 
Real estate loans 2.1 3.4 1. 1 .9 .4 1.1 • 6 1.4 
Consumer loans 1.8 2.3 • 3 .5 .4 . 7 1.1 1.1 

Total deposits j/ -15.5 15.1 -8.9 4.0 -4.5 4.6 -2.1 6.5 
Demand deposits]_/ . 9 5.2 1. 2 1.0 - .5 1.6 - .6 2.5 
Time and savings deposits -15.5 9.9 -10.0 3.0 -4.0 2.9 -1.5 4.0 

Large CD's !!_/ -12.3 3.2 -7.2 .5 -3.4 1.4 -1.7 1.3 
Other -3.2 6.7 -2.9 2.5 - .6 1.5 .3 2.7 

Total borrowings 2,/ 10.1 3.7 5.0 2.2 3.0 1. 3 2.0 .2 
Other liabilities 9.3 5.0 7.4· 4.1 1. 2 .5 .7 . 3 

Euro-dollars 2,/ 7.6 2.7 6.7 2.6 .6 .1 .3 

MEMO: 
Commercial paper LI 4.3 n.a. 2.4 n.a. 1. 3 n.a. .6 n.a. 

!I 
'!:_I 

Changes for 1969 are from December 25, 1968 to December 24, 1969. Comparable data were used 
to compute 1968 changes. 
Exclusive of loans and Federal funds transactions with domestic commercial banks and net of 
valuation reserves. 

3/ Less cash items in the process of collection. 
4/ Negotiable time certificate.s of deposit in denomination of $100,000 or more. 
5/ Largely borrowing in the Federal funds market and from Federal Reserve Banks. 
6/ Bank liabilities to foreign branches. Z./ Issued by a bank holding company or other bank affiliate. 
§_/ These banks were selected on the basis of a number of criteria including size, volume of business 

loans, relat~ve participation in Federal Funds market, Euro-dollar market and commercial paper market. 
2,/ The same criteria as those listed in footnote 8 were used to select these 60 banks. However, these 

banks, in general, are smaller and each region of the country was given representation. 
NOTE: Figures may not sum exactly due to ro~nding. 

( 



Table 6 

ANNUAL CHANGES IN MAJOR BALANCE SHEET ITEMS , WEEKLY REPORTING BANKS 

1968 and 1969 l/ 

Items 

Total loans and investments'!:_/ 
U.S. Treasury_ securities 
Other securities 
Total loans '!:_/ 

Business loans 
Real estate loans 
Consumer lo.ans 

Total deposits 3/ 
Demand deposits 1/ 
Time and savings deposits 

Large CD's !±_I 
Other 

Total borrowings 'jj 
Other liabilities 

Euro-dollars §./ 

(In per cent, not seasonally adjusted) 

Total 
1969 1968 

.6 
-20.4 
-8.4 
5.6 
9.7 
5.5 
8.4 

-7.6 

-14.7 
-53.2 
-4.5 

-71.6 
52.1 

109.4 

9 .5 
3.7 

16.8 
11.8 
11.4 
11.7 
14.2 
7.5 
5.3 
9.6 

16 .o 
8.1 

48.8 
38.9 
63.0 

20 Multi- 7 Nat' 1 Banks _/ 
1969 1968 

,5 
-17. 9 
-15 .6 

6.7 
10.4 

9.0 
5 .6 

-9.4 
2.6 

-20.1 
-59.0 

68.0 
-75.1 

98.0 

12 .1 
7.8 

19.7 
11.2 
11.2 
8.3 
9.4 
4.4 
2.4 
6.3 
4.8 

6.8 
5i.5 
45.9 

60 Major Re~ 81 gional Bks. -
1969 1968 
-0.2 

-24.1 
-4.6 
5.2 
9.9 
5.4 
8.1 

-8.2 
-1.7 

-14.7 
-53.1 

76.0 
-70.6 
600.0 

11.9 
1.3 

14.8 
13.4 
11.3 
17.1 
16 .8 

9.2 
6.5 

12 .1 
27.3 

8.1 
61.6 

260 Large 
Local Banks 
1969 1968 

1,3 
-20.6 
-1.5 
4.1 
7.6 
2.0 

10.5 
-4,6 
-1.9 
-7.1 

-39.1 

95. 0 
-59. 7 

3. 8 
.8 

14.6 
11.5 
11.9 
12 .2 
15.9 
10.5 
8.3 

12.7 
36 .o 

9.7 
16 .9 

1_/ Changes for 1969 are from December 25, 1968, to December 24, 1969. Comparable dates were used to compute 
1968 changes. 

II Exclusive of loans and Fede ral funds transactions with domestic connnercial banks and net of 
valuation reserves. 

3/ Less cash items in the process of collection. 
4/ Negotiable time certificate s of deposit in denomination of $100,000 or more. 
5/ Lar gely borrowing in the Federal funds market and from Federal Reserve Banks. 
6/ Bank liabilities to foreign branches. 
}/ These banks were selected on the basis of a number of criteria including size, volume of business 

loans, relative participation in Federal Funds market, Euro-dollar market and commercial paper market. 
~/ The same criteria as those listed in footnote 7 were used to select these 60 banks. However, these 

banks, in general, are smaller and each region of the country was given representation. 
NOTE: Figures may not sum exactly due to rounding. 

( 
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Table 7. Selected Nondeposit Sources of Bank Funds 
By Number of Banks and Amounts Outstanding 

(Amounts in billions of dollars) 

Oct. 29, 1969 Jan. 7, 1970 Mar. 11, 1970 Change: Change: Change: 
No. of No. of No. of Oct. 29, 1969 Oct. 29. 1969 Jan. 7, 
Banks Amount Banks Amount Banks Amount Mar. 11, 1970 Jan. 7, 1970 Mar. 11, 

Connnercial paper 58 3.7 62 4.4 65 5.6 2.4 .8 1. 7 
Issued by subsidiaries 9 .4 10 .5 10 .15 .0 .o .0 
Issued by other affiliates 49 3.3 52 4.0 55 5.4 2.4 .7 1.7 

Loans sold outright 143 5.7 145 6.0 151 7.8 2.3 .3 2.0 
To affiliatesl/ 72 4.7 73 4.7 74 6.3 1.8 0.0 1.8 
To nonbank public 71 1.1 72 1.4 77 1.5 .5 .3 . 2 

l/ Most of the loans sold to subsidiaries and affiliates reflect acquisitions by those subsidiaries and affiliates 
out of the proceeds of their sales of connnercial paper to the public or other methods of financing, but they also 
include some acquisitions by foreign branches of the bank out of the proceeds of Euro-dollar deposits. 

f 

1969 
1970 
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THE BANKING STRUCTURE Mm MONETARY MANAGEMENT 

By 
Andrew F. Brimmer* 

The campaign against inflation has undoubtedly reached a 

troublesome phase, and the appropriate role for monetary policy is one 

of the principal questions on the minds of many observers. I agree that 

the task of monetary management is a difficult one under the present 

circumstances. But, in my personal opinion, monetary policy still has 

a contribution to make in our national efforts to check inflation. I 

will corranent further on this task in the closing section of these remarks. 

Before doing that, however, it might be well to review the 

impact of monetary restraint on the banking system and credit flows 

during the last year. A comprehensive analysis of that experience has 

convinced me that the time has come for a thorough reexamination of the 

main tools and techniques of monetary control in the United States. 

Also in these remarks, I will sketch the broad outlines of an alternative 

approach which appears to be quite promising. In fact, the key element 

on which this possible new direction is based -- a more flexible use of 

reserve requirements -- has been relied on increasingly by the Federal 

Reserve Board in recent years to accomplish objectives requiring a 

special focus on particular segments of the banking system. 

* Member, Board of Governors of the Federal Reserve System. 
I am grateful to several members of the Board's staff for 

assistance in the preparation of these remarks. Mr. Frederick M. 
Struble had principal responsibility for the analysis of port-
folio adjustments by banks, given their differential access to 
sources of funds. Mr. Peter J. Feddor designed and carried out .,,, ,,-Fob~-"\ 
the difficult computer programming tasks on which the analysis(~~- •o <:::, 
depended so heavily. Miss Harriett Harper, my assistant, also ~ o 
helped with the statistical analysis. \':'.:., _,~ 

~I 
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The reasoning behind these conclusions is set forth in some 

detail in the sections which follow. However, it might be helpful to 

surmnarize here the main points of the analysis: 

In 1969, despite the severity of monetary 
restraint, the volume of funds raised in 
the capital markets by borrowers other than 
the Federal Government rose moderately 
compared with the previous year. However, 
the distribution among sectors changed some-
what. The share obtained by both households 
and State and local governments declined 
slightly, while the business sector (par-
ticularly corporations) got a larger share. 

The Federal Reserve System, on balance, 
provided a slightly larger volume of credit 
(in both absolute and relative terms) last 
year than it did in 1968. 

Commercial banks supplied a drastically 
reduced proportion of the credit advanced 
in 1969 compared with the previous year 
(just over one-tenth vs. two-fifths in 1968). 
The banks experienced an actual loss of 
deposits last year in contrast to a sizable 
gain the year before. Their net acquisition 
of financial assets fell by over three-quarters 
from the 1968 level. 

Nevertheless, through heavy sales of securities 
and reliance on nondeposit sources of funds, 
the banks were able to expand funds avail-
able for loans. In particular, business loans 
on the books of commercial banks rose almost 
as much as they did in 1968. When the volume 
of loans sold by the banks is added to the 
total, the increase in business loans last year 
was even greater than that registered the year 
before. 

The pattern of portfolio adjustment differed 
markedly among banks, depending on their access 
to nondeposit sources of funds. Banks with 
ready access to Euro-dollar inflows or with the 
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ability to sell commercial paper were much 
more successful in cushioning the impact of 
monetary restraint than were other banks 
which did not tap these sources of funds. 
Again, the greater were the availability of 
nondeposit sources of funds to the banks --
the greater also was the rate of expansion 
of business loans. 

The differential response of commercial banks 
to monetary restraint in 1969 becomes even 
more sharply focused when the banks are re-
grouped and viewed in the context of the 
strategic roles they play with respect to 
different types of financial transactions. 
For this purpose three groups can be identi-
fied: (1) a handful of multi-national banks 
active in the domestic money market on a 
national scale and also heavily involved in 
international finance; (2) a sizable number 
of institutions which play a dominant role 
in their regions, 'and (3) other banks which 
concentrate mainly on their local markets. 
Among these three groups of banks, the first 
was the most successful in expanding its total 
loans and the second group was next in line. 
This was especially true of business loans at 
the first group where the rate of increase 
exceeded the average -- while the rate of 
expansion in their consumer loans was below 
the average -- for all banks covered in the 
analysis. Sales of business loans were pro-
portionately the heaviest at the multi-national 
banks, and adjusting for such sales raises 
significantly the rate at which they supplied 
credit to their corporate customers. 

When I reflect on the results of the analysis sunnnarized 

above, I find it far from comforting. As emphasized many times, one 

objective although certainly not the only one -- of monetary 

restraint in 1969 was a sizable moderation in the expansion of business 

loans. Such a moderation in turn was sought as a means of dampening 
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excess demand and inflationary pressures in the economy. In retrospect, 

it is obvious that the Federal Reserve was not completely successful 

in its effort as far as business loans are concerned. 

I am fully aware of the views of some observers who argue 

that a central bank should not concern itself with the composition of 

bank credit, but only with its rate of growth -- and better still only 

with the rate of growth of the money supply (however defined). Yet, in 

my own view, a central bank should not be indifferent to the changing 

composition of bank credit; to adopt such a posture would mean that 

drastic variations in the availability of credit in important sectors 

could occur and persist -- with seriously adverse consequences for 

the economy as a whole. In my opinion, we need a better way to assure 

that the overall objectives of monetary policy can be achieved without 

having a few sectors bear a disproportionate share of the burden of 

adjustment, while other sectors escape or significantly moderate its 

impact. 

I will return to this point below. In the meantime, we can 

turn to the body of the analysis. 

Credit Flows in 1969 

The volume of credit raised in the capital markets in 1969 was 

obviously restrained severely by the restrictive monetary policy followed 

by the Federal Reserve System as part of the campaign to check inflation. 

Nevertheless, after allowing for the market activities of the Federal 
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Government, there was a modest increase in the amount of funds raised. 

According to the preliminary flow of funds statistics compiled by the 

Federal Reserve Board, the net volume of funds raised by all nonfinancial 

sectors in 1969 amounted to about $85.7 billion, a decrease of $11.7 bil-

lion (or 12 per cent) compared with the level in the previous year. (See 

Table 1 attached.) However, this decline in the total was more than 

accounted for by the change in the position of the Federal Government. 

In calendar year 1969, the latter made net repayments of $5.4 billion 

compared with net borrowings of $13.4 billion the year before. Thus, 

the year_-to-year change was a decrease of $18. 9 billion. Well over 

two-thirds of the swing centered in direct public debt securities, and 

the rest in Government agency issues. 

Allowing for the experience of the Federal Government, total 

funds raised by other nonfinancial sectors in 1969 amounted to $91.0 

billion. This represented an expansion of $6.9 billion (or 8 per cent) 

over the level raised in 1969. However, the share of the total funds 

received by the principal groups of borrowers changed noticeably. 

State and local governments raised $9.2 billion ($1.0 billion 

or 11 per cent less than in 1968), and their share of the total also 

declined slightly (from 12.1 per cent to 10.1 per cent). In contrast, 

net funds raised by these State and local units rose by $2.2 billion 

(or by 28 per cent) in 1968. Moreover, the decline of $1.0 billion in 

net funds raised by State and local governments last year represented 

over four-fifths of the decline of $1.3 billion in net debt financing 
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in the long-term capital markets. In fact, obligations of these 

units were the only issues among the three principal types of capital 

market instruments to register a significant decline in 1969. While 

a number of factors contributed to this reduced borrowing by State and 

local governments, the lessened interest of commercial banks in tax-

exempt issues was undoubtedly of considerable importance. As shown 

in Table 2, commercial banks expanded their holdings of such obligations 

by only $1.2 billion in 1969, compared with an increase of $8.7 billion 

in the previous year. Such issues represented about 10 per cent of the 

net acquisition of financial assets by banks in 1969 only half the 

proportion recorded in 1968. Moreover, last year the change in the 

banks' holdings represented only 14 per cent of the net funds raised 

by these governments in contrast to 90 per cent of the total in the 

preceding year. 

The consumer sector raised about $31 billion in the capital 

market in 1969, or roughly $1.0 billion less than in 1968. This was a decline 

of just under 3 per cent. Since this occurred while the total volume 

of funds raised was expanding moderately, the household sector's share 

of the total also declined somewhat -- from just under two-fifths to 

just over one-third. This sector, on balance, also borrowed less at 

commercial banks. This can be seen in net change in the volume of home 

mortgages held and the amount of consumer credit extended by the latter. 

In 1969, their household mortgages rose by $2.S billion, compared with 

$3.S billion the previous year. The corresponding changes in consumer 
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credit were $3.1 billion and $4.9 billion. So the growth in these 

fonns of bank credit eased off by one-third (from $8.4 billion to 

$5.6 billion). 

The principal sector which expanded its share of total funds 

raised both in the overall capital market and at connnercial banks was 

nonfinancial business. In the capital markets (as shown in Table 1), 

this sector raised $47.4 billion in 1969, compared with $39.1 billion 

the year before. This was an increase of $8.3 billion, or more than 

one-fifth. Whereas businesses accounted for 47 per cent of the total 

funds raised in 1968, their share rose to 52 per cent last year. 

Industrial and connnercial corporations were mainly responsible for the 

rise. In 1969, they raised $37.2 billion, or $6.2 billion more than 

in the year before. Consequently, their share of the total climbed 

from 37 per cent to 41 per cent. Business £inns also accounted for a 

sizable share of the expansion in connnercial bank credit. As shown in 

Table 2, while the net acquisition of financial assets by the banks 

amounted to $9.6 billion in 1969, bank loans (other than mortgages, 

consumer credit and credit extended to purchase or hold securities) 

rose by $13 billion. Loans in this category consist mainly of funds 

supplied to businesses. Consequently, commercial bank loans to the 

business sector expanded by more in 1969 than did total credit at these 

institutions. In 1969, loans to business had accounted for just under 

two-fifths of the total. 

-- .... 
~. F , fr~--..,_ 

} :..\ 
-.: .0:: I 
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Sources of Funds~ Bank Behavior 

Experiencing substantial deposit declines in the face of 

strong demands for loans in 1969, banks attempted to maintain -- or 

expand -- their earning assets in two principal ways: by tapping 

nondeposit sources of funds or by selling a large volume of existing 

financial assets -- loans as well as securities -- or some combination 

of both. While they also made increasingly serious attempts to ration 

credit, they devoted their energies primarily to a search for ways to 

meet their customers' demands. 

These various methods of adjusting to credit restraint are 

clearly apparent in data reflecting developments at large banks in the 

United States. About 340 of these banks report weekly to the Federal 

Reserve System, showing their assets and liabilities in some detail. 

Although they constituted only 2-1/2 per cent of the 13,464 insured 

cotmnercial banks as of June 30, 1969, they control a substantial pro-

portion of the total banking resources. They hold about three-fifths 

of the total assets, total loans and investments, and demand deposits. 

They hold three-quarters of total business loans, about half of consumer 

and real estate loans, and about the same proportion of total time and 

savings deposits. However, they hold nearly 90 per cent of the large 

denomination certificates of deposit (CD's), and they accountforvirtually 

all of the Euro-·dollar borrowings and c0tmnercial paper sold by banks via their 

affiliates. While most of these weekly reporting banks are members of 

the Federal Reserve System, some insured nonmembers are also included. 

All of the 340 have total deposits of $100 million or more. 
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Thus, a study of the behavior of these institutions under 

conditions of monetary restraint provides valuable insights into the 

behavior of the banking system as a whole. The broad changes in bank 

credit at the weekly reporting group and at all commercial banks were 

quite similar in 1969, as shown in the following figures (annual per-

centage rates of change): 

Total loans and investments 
U.S. Government securities 
Other securities 
Total loans 

Business loans 

Time and Savings deposits 

All Commercial 
Banks 

2.4 
-15.9 
-1.1 

7.7 
9.4 

-5.3 

Weekly Reporting 
Banks 

0.6 
-20.4 
-8.4 
5.6 
9.7 

-14.7 

The noticeable differences among the two sets of growth rates 

are these: the weekly reporting banks expanded their earning assets 

somewhat more moderately, they experienced a much heavier attrition 

in time deposits (especially CD's), and they liquidated securities at 

a much faster rate. While total loans at the weekly reporting banks 

rose less rapidly, their business loans increased somewhat more rapidly 

than at all banks in the country. 

As indicated in Tables 3 and 4, total deposits declined sharply 

at the weekly reporting banks in 1969. A substantial decline in CD's, 
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combined with a more moderate drop in other time and savings deposits, 

considerably offset a slight rise in demand deposits. The decline in 

these deposit liabilities was more than counterbalanced, however, by 

expansion in other forms of liabilities. Total borrowings (principally 

in the federal funds market and at Federal Reserve Banks) and other 

liabilities (largely Euro-dollar borrowings from foreign branches) both 

advanced sharply. 

Although the funds obtained from these alternative liability 

sources were large enough to finance a modest expansion in total earn-

ings assets, they were clearly not sufficient to enable the weekly 

reporting banks to meet the demands of their loan customers. To gain 

additional funds, large blocks of security holdings were liquidated. 

In addition, a large volume of loans was sold, primarily to bank hold-

ing companies and affiliates. (These latter transactions are reflected 

in the large volume of conmercial paper sales which supplied the funds 

to finance the purchase of these loans.) 

The expansion in loans maintained on bank books, made possible 

by sale of securities and tapping of alternative liability sources of 

funds, was quite substantial -- and again it should be remembered that 

this gain is net of the loans sold from bank portfolios. Yet, some 

evidence of loan rationing is reflected in the data. The growth in 

total loans, even with loans sales accounted for, fell somewhat short 

of the expansion which occurred in 1968, when these banks were well 

supplied with funds. The change in volume alone, of course, does 
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not pennit one to distinguish between a change in supply and a change 

in demand for credit, but it seems a reasonable assumption that loan 

demands were at least as strong in 1969 as in 1968. 

Most of the loan rationing which occurred appears to have 

been focused on nonbusiness borrowers. Business loans on the books of 

weekly reporting banks, on the other hand, increased by as much in 1969 

as they did in 1968. Moreover, since business loans comprise the major 

proportion of loans sold, total business credit extended through weekly 

reporting banks in 1969 was significantly higher than in 1968. How 

much difference these loan sales disguise the growth of bank credit 

extended to business £inns is indicated in one of the following sections 

of these remarks. 

Behavior of Euro-Dollar Banks ---
As may be seen in Table 3, the 19 weekly reporting banks that 

are major borrowers in the Euro-dollar market experienced a large 

deposit drain. However, they were more than able to compensate for 

this loss by drawing funds from alternative liability sources. Similar 

adjustments can be seen in the case of all other weekly reporting banks. 

However, the Euro-dollar banks relied much more heavily on the Euro-

dollar market, while the other banks mainly utilized domestic sources 

of funds. 

Whether the Euro-dollar banks were able (by using·alternative 

liability sources) to make a more substantial compensation for their 

deposit drains than were other weekly reporting banks is difficult to 
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discern from an examination of the absolute change figures in Table 3. 

To overcome this difficulty, the changes in the banks' balance sheet 

can be converted to percentage terms. The figures are presented in 

Table 4. These data show that the deposit decline at Euro-dollar banks 

was nearly twice as large in relative terms as at the other weekly 

reporting banks. However, despite this sharp difference in deposit 

experience, growth in total earning assets at Euro-dollar banks was 

relatively quite similar to that at the other weekly reporters. This 

was due, of course, to the strong advance which the Euro-dollar banks 

were able to achieve in nondeposit sources of funds. (The percentage 

changes in these nondeposit figures are not particularly revealing 

because the outstanding levels for some of these items were quite small 

compared with their change.) 

What is perhaps of even greater interest is the relative 

growth in total loans at these two groups of banks. As may be seen, 

the Euro-dollar banks recorded somewhat larger gains in both total 

loans and in business loans than did the other weekly reporting banks. 

The differences were quite small, however, so that perhaps the best 

generalization is that both groups of banks made about the same kind of 

adjustments to the problem of meeting strong loan demands during a 

period of heavy deposit drain. In this regard, it is worth restating 

that, although the percentage increases for 1969 indicated. in the 

table for each groups of banks fell well below those recorded in 1968, 

these data do not reflect the considerable volume of loan sales made 

in 1969. 
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Behavior of Conunercial Paper Issuing Banks 

As is generally known, a number of banks resorted to the 

sale of commercial paper, mainly through one-bank holding companies 

but also to some extent through affiliates, to raise funds in an effort 

to compensate for the loss in deposits. Some of the banks active in 

the Euro-dollar market have also issued commercial paper. As indicated 

in Table 3, at the end of last year, $4.3 billion of commercial paper 

was outstanding at weekly reporting banks. Of this amount, $2.4 bil-

lion (or 56 per cent) had been issued by Euro-dollar banks. The 

remainder ($1.9 billion) had been sold by banks which do not rely on 

Euro-dollar inflows to supplement their deposits.* 

It is evident that the banks which relied only on commercial 

paper did not register a growth in their earning assets as did 

either the Euro-dollar banks or the banks which did not resort to non-

deposit sources at all. While the differences among the groups were small , 

those banks relying on commercial paper had expanded their assets more 

rapidly in 1968. Last year, these banks had a percentage decline in 

time deposits about as large as that for all weekly reporting banks 

(although smaller than that recorded at Euro-dollar banks), and their 

sales of U.S. Government securities were proportionately almost as 

large as for the other banks. While Euro-dollar banks increased their 

indebtedness to their foreign branches by $7.0 billion last year, those 

*Trends in bank sales of commercial paper through mid-March, 1970, 
are shown in Table 7. 
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banks relying on commercial paper increased the volume of the 

latter by only $1.9 billion. Yet, the two groups came out not very 

far apart when their sales of securities and the expansion in non-

deposit sources are set against the attrition in total deposits. 

The Banking Structure and the Differential Impact of 
Monetary Restraint 

To obtain a different -- and more informative -- perspective 

on banking developments in 1969, another grouping of weekly reporting 

banks was made. On the basis of a considerable number of criteria, 

20 banks were identified and labeled ''Multi-National Banks." The 

criteria used included size, volume of business loans, importance in 

the Federal Funds market in particular and the money market in general, 

the volume of foreign lending and participation in the Euro-dollar 

market. Using similar criteria but stressing domestic activities 

and relative importance in one area of the country, an 

additional 60 banks were designated as "Major Regional Banks." The 

remaining 260 banks were designated "Large Local Banks." The changes 

in balance sheet items at these groups of banks in 1968 and 1969 are 

presented in Table 5 and 6. As one would expect, this information 

presents a roughly similar picture to that provided by the other group-

ings of banks. Yet, the experience is put into much sharper focus. 

The Multi-National Bank group, which is heavily comprised of large Euro-

dollar banks, was subject to the largest percentage decline in deposits. 
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The decline at Major Regional Banks nearly matched that recorded at 

the Multi-National Banks, while a much smaller deposit reduction 

occurred at the Local Bank group. But despite this disparity in 

deposit flow, the percentage advances in total earning assets at these 

groups of banks were essentially similar. This suggests that the 

imbalances in deposit flows were offset by an opposite imbalance in 

the growth of nondeposit sources of funds. 

The noticeable differences are evident with respect to earn-

ing assets. Total loans and business loans expanded more sharply at 

the Multi-National Banks than at the other two groups of banks. This 

is particularly true when compared with the Local Banks. So that there 

is some suggestion that the Multi-National Banks were more successful 

in avoiding the restraints of a tight monetary policy. This conclusion 

is further supported by the fact that loan sales which were heaviest at 

the Multi-National Banks were not included in the computation. The expansion 

of real estate loans, which include a sizable proportion of non-

residential property along with home mortgages, was also considerably 

larger at the Multi-National Banks than at either of the other two 

groups. On the other hand, both of the latter expanded their consumer 

loans more rapidly than did the Multi-National Banks. 

Finally, at the end of 1969, the Multi-National Banks had a 

somewhat larger share of total loans, of business loans and of real 

estate loans -- and a slightly smaller share of consumer loans -- than 
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they had at the end of 1968. The Regional Banks made a modest gain 

in their relative share of business loans, about held their place in 

the case of real estate loans, and experienced a slight decline in the 

proportion of both total loans and loans to consumers. The Local 

Banks' share of all of these asset categories declined moderately. 

The general conclusion which emerges from this analysis can 

be expressed succinctly: The largest banks with both national and 

international customers -- and which mobilize funds in both the domestic 

and international capital markets -- are able to avoid a substantial 

proportion of the impact of monetary restraint. In doing so, they can 

maintain -- or even expand -- their earning assets. The large regional 

banks can succeed almost as well in following a similar course. The 

larger local banks, although also much larger than the average bank 

in the country, can do so to a much lesser extent. 

Loans Sales and the Growth of Business Loans 

As indicated at several places in this discussion, the 

expansion of business loans at cormnercial banks during 1969 was 

considerably obscured by sales of loans to obtain funds to meet new 

demands. Trends in such loan sales are shown in Table 7. At the 

end of last October, 143 banks were involved in such loan sales, and the 

amount sold outright totaled $5. 7 billion. More than four-fifths of 

this total represented sales to the banks' affiliates and subsidiaries 

and the rest to the nonbank public. Most of the loans sold to bank 

subsidiaries and affiliates reflect acquisitions by the latter for which 

{
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payment was made from the proceeds of their sales of commercial paper 

to the public. However, some of the loans were sold by banks to their 

foreign branches, with the latter paying for the transfer out of the 

proceeds of Euro-dollar deposits. As of March 11, 1970, the volume of 

loans sold had climbed to $7.8 billion; the distribution between affiliates 

and the nonbank public was about the same as it was at the end of October. 

As mentioned earlier, the loans sold by the commercial banks 

consist mainly of loans to business borrowers. If these sales are added 

to the volume of business loans outstanding on the books of the banks, 

the rate of growth in business loans in 1969 is raised substantially, 

as shown in the following statistics (1968 data need no adjustment): 

Classification of Banks 1968 ----All Weekly Reporting Banks 11.4 
Euro-dollar Banks 10.6 
Connnercial Paper Issuers 16.4 
All Other Banks 9.8 

Multi-National Banks 11. 2 
Major Regional Banks 11.3 
Large Local Banks 11.9 

Annual Percentage Rate of Change in 
Business Loans After Adjustment for 

Loan Sales 
Before After 

Adiustment Adjustment Di,fference 
9.7 13.7 4.0 
9.9 15.4 5.5 
7.8 10.2 2.4 

10.6 12.6 2.0 

10.4 16.0 5.6 
9.9 12.3 2.4 
7.6 8.0 0.4 

Clearly the loan sales have been heaviest at the largest 

banks, and the understatement of the rate of growth of business loans, 

shown in the published statistics, has also been greatest at these 

institutions. When the loans sold are folded back into the figures, 

it appears that the rate of expansion of business loans at the weekly 
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reporting banks was more than two-fifths higher than originally shown. 

At the Euro-dollar banks, the expansion was more than 50 per cent higher. 

Among those issuing commercial paper only, it was about one-third larger, 

and at other banks it was one-fifth higher. When the banks are classified 

according to t he strategic roles they play with respect to different 

types of financial transactions, the same pattern emerges -- but with 

sharper focus. The growth rate is raised by more than one-half at the 

Multi-National Banks; by one-quarter at the Regional Banks, and by 

only 5 per cent at the Local institutions. 

Bu t what is even more striking, except for corrnnercial paper 

issuers and the l ocal banks, the growth rate for business loans in 

1969 once the sales are accounted for -- was considerably higher 

than that recorde d i n 1968. The unadjusted figures, except for one 

group of banks, would have suggested a noticeably lessened pace of 

expa~sion in business loans in 196 9 compared with 1968. 

Thus, the ability of some of the strongest commercial banks 

to sell part of thei r ex isting portfolios to obtain funds to meet new 

demands f or funds is another way open to them to escape -- or at least 

lighten -- the i mpact of monetary restraint. 

Long-Run Task of Monetary Management 

As I reflect on the differential impact of monetary policy 

as mirrored in the behavior of different segments of the banking 

structure, I become more and more convinced that the Federal Reserve 
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System should give serious consideration to revamping its instruments 

of monetary control. I personally see no need to cast aside any of 

the traditional tools -- i.e., the discount rate, open market operations, 

and reserve requirements. These have been used -- and can continue to 

be used -- to influence the cost and availability of credit. 

But, in my opinion, neither of these instruments has been 

the cutting edge of monetary policy during the last few years. This 

has been provided by the ceilings set by the Federal Reserve Board 

under Regulation Q, limiting the rates of interest which member banks 

can pay on time deposits. This has been particularly true of the 

ceilings on negotiable certificates of deposit of $100,000 and above 

frequently referred to as CD's. From early December, 1965, until mid-

April, 1968, the maximum rate payable was set at 5-1/2 per cent. In 

1966, as yields rose on other short-term money market instruments 

(especially U.S. Treasury bills), the maintenance of the ceiling 

induced a sharp attrition in bank CD's outstanding. From the end of 

July to the end of November of that year, CD's at the weekly reporting 

banks shrank by $2.8 billion -- from $18.3 billion to $15.6 billion, a 

decline of 15 per cent. In early 1968, when a more restrictive monetary 

policy was in force, the banks again lost CD's. Between the end of 

February and the end of June in that year, the volume outstanding declined 

by $1.8 billion -- from $21.1 billion to $19.3 billion, a 1ecrease of 

9 per cent. But the sharpest cut-back occurred during the period of 
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severe monetary restraint last year. At the end of 1968, the weekly 

reporting banks had $22.8 billion of CD's outstanding. By February 4, 

1970, the amount had declined to $10.3 billion, a loss of 55 per cent. 

Underlying the decision of the Federal Reserve Board to 

allow this attrition to take place 

restrictive open market operations 

and, in fact, to encourage it by 

was the assumption that banks 

would become less willing to make new connnitments to lend as they became 

less assured of their ability to obtain deposits to meet such commitments. 

The results would be a moderation in the growth of bank credit, a lessen-

ing in excess demand for real resources, and a dampening of inflationary 

pressures. I believe that assumption was a reasonable one, and I 

supported the actions based on it. I think that the perception of 

bank behavior which it implied was also reasonable. In retrospect, it 

is evident that in both 1966 and 1969 -- as the Federal Reserve System 

attempted to employ monetary policy to restrain the availability of 

credit -- the banks did not modify their lending policy appreciably 

until it became obvious that they would see substantial attrition in 

deposits. Moreover, in early 1967 and again in the second half of 

1968, the banks quickly recovered their previous CD losses as monetary 

policy became easier -- and they also quickly expanded loans and rapidly 

built up a sizable backlog of connnitments to lend to their business 

customers. With the increase in the ceilings in January of this year 

(to a maximum of 7-1/2 per cent) the possibility of a quick recovery of 

CD losses will again exist if market yields decline sharply. 
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In my judgment, the spreading tendency on the part of banks 

to accept commitments is a development which may pose a serious problem 

for monetary management in the future. While I have no quantitative 

estimate, I do have the impression that such cormnitments are increasingly 

pinned down by the payment of a fee. To the extent that this practice 

spreads -- and the banks are thus locked into binding agreements to 

lend -- the ability of the Federal Reserve to influence the rate of 

growth of bank loans would be reduced. 

However, the limitation on maximum interest rates payable on 

time deposits has become part of the Federal Reserve's kit of policy 

tools. On several occasions in the past, I have said that in my 

judgment -- the Federal Reserve should take the first opportunity it 

has to lift such ceilings and to put them on a standby basis. Unfortu-

nately, such an opportunity has not arisen -- mainly because the move 

would probably stimulate a new round of intense competition among banks 

and savings intermediaries, some of whom (particularly savings and loan 

associations) are not in a good position to bear the full impact of 

such competition. However, this reasoning applies primarily to the 

rate ceilings on consumer-type time deposits and to a much lesser extent 

to the ceilings on CD's -- which are really money market instruments in 

competition with Treasury bills and other short-term investment outlets. 

Thus, I am still personally hopeful that this possibility will not be 

forgotten. 
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Evolution of Reserve Requirements in Recent Years 

In the meantime, I think it would be well to explore the 

possibility of reordering the way in which the traditional instruments 

of monetary policy are employed to influence the cost and availability 

of credit. In particular, I think more emphasis should be focused on 

reserve requirements. As a matter of fact, the Federal Reserve Board 

has shown considerable flexibility in the use of reserve requirements 

in the last few years. For the most part, this has involved tailoring 

changes in such requirements to differentiate the impact by size of 

bank -- as implied by deposit size. For example, in July, 1966, the 

requirement on time deposits over $5 million was raised from 4 per cent 

to 5 per cent -- and kept at 4 per cent on deposits below that amount. 

In September of the same year, the percentage was raised further to 

6 per cent on the $5 million and over category; again no change was 

made for amounts below that figure. In March, 1967, in two 1/2 percentage 

point steps, reserve requirements were cut from 4 per cent to 3 per cent 

on savings deposits and on time deposits under $5 million. The require-

ment was left at 6 per cent on time deposits over $5 million. That 

resulting structure of reserve requirements has remained unchanged for 

the last three years. 

In January, 1968, the Federal Reserve Board also began to 

differentiate reserve requirements on demand deposits. At that time, 

the requirement was raised from 16-1/2 per cent to 17 per cent on 
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deposits over $5 million at Reserve City banks, while the requirement 

on amounts below this figure was left unchanged. At country banks, the 

corresponding increase was from 12 per cent to 12-1/2 per cent for 

demand deposits over $5 million, while it remained at 12 per cent on 

amounts below that cutoff. In April last year, a 1/2 percentage point 

increase was made effective at both Reserve City and country banks and 

on demand deposits both above and below $5 million. 

But undoubtedly the most imaginative use of reserve require-

ments in recent years has been their application on Euro-dollar borrow-

ings by American banks. In March, 1969, I suggested that such a step 

be considered as a means of making domestic monetary policy more efficient. 

Effective last October, a 10 per cent marginal reserve requirement was 

set on member bank liabilities to overseas branches and on assets 

acquired by such branches from their head offices in excess of outstand-

ings during a base period the four weeks ending May 28, 1969. A 

10 per cent marginal reserve requirement was also set on loans extended 

to U.S. residents by overseas branches of member banks in excess of 

outstandings during a given base period. A similar 10 per cent reserve 

requirement was fixed on borrowings by domestic offices of member banks 

from foreign banks; in this instance, however, only a 3 per cent reserve 

is required against such borrowings that do not exceed a specified base 

amount. The reserve-free bases are subject to automatic reduction 

unless waived by the Board -- when, in any period used to calculate a 

! 
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reserve requirement -- outstanding amounts subject to reserve require-

ments fall below the original base. 

In the same vein, the Federal Reserve Board published for 

connnent a proposal to apply reserve requirements to commercial paper 

when offered by a bank-related corporation and when the proceeds are 

used to supply funds to the member bank. Last October, the Board 

published for connnent a proposal to apply interest rate ceilings to 

connnercial paper used in this way. Late in February, the Board 

announced that consideration of the issue was being put aside at that 

time because of a desire to avoid exerting additional restraint on 

money and credit markets. However, the question is still open, and 

the possibility of applying a reserve requirement along with -- or in 

lieu of -- an interest rate ceiling also remains open for the Board 

to decide. 

Extending the Range of Reserve Requirements 

It was against this background that I suggested in February 

that consideration might be given to applying a supplemental reserve 

requirement on loans extended by U.S. banks to foreign borrowers as a 

replacement for the present voluntary foreign credit restraint program. 

At the time, I emphasized that such a market-oriented approach would be 

superior to one based on ceilings fixed by administrative decision --

and at the same time it would offer meaningful protection to our balance 

of payments. 
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In my judgment, thought might also be given to the possibility 

of adopting such a requirement for domestic purposes as well. The 

objective of the supplemental reserve on domestic loans would be to 

raise the cost of bank lending by reducing the marginal rate of return 

to the bank making the loan -- and thereby dampen the expansion of bank 

loans. The basic purpose of the supplemental reserve would not be 

simply to levy new reserve requirements on the banking system. If it 

were thought that its adoption would raise the average level of reserves 

required beyond what the Board thought was necessary for general stabiliza-

tion purposes, the regular reserve requirements applicable to deposits 

of member banks of the Federal Reserve System could be reduced. 

In suggesting that this possibility be explored, I am 

convinced that the Federal Reserve needs a better means of influencing 

the availability of credit in different sectors of the economy. At the 

same time, I am keenly aware of the desirability of assuring that -- as 

far as possible -- the instrument used would minimize interference with 

normal business decisions and thea::onomic forces of the market place. 

The banking community -- within whatever outer limits of credit expansion 

the central bank considers are consistent with stabilization policy --

can best allocate financial resources among individual borrowers. There-

fore, banks should be assured as much freedom of choice as the basic 

objectives of maintaining a balanced economy would permit. 

Since, during a period of inflation, the object would continue 

to be to restrain the growth of bank lending, rather than to burden the 
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amount of lending achieved by some date in the past, the reserves might 

apply only to the amount of lending above some determined volume. That 

is, the cash reserves would constitute marginal, rather than average, 

required reserves. 

Solely for the sake of illustration, let us assume that such 

a supplemental reserve requirement had gone into effect at the end of 

1968. Let us take $220 billion as the amount of loans on the books of 

member banks on that date. Suppose further that a bank were required 

to set aside cash reserves equal to 20 per cent of the amount by which 

its outstanding loans exceeded the amount of such loans outstanding just 

before the reserve program went into force. Since loans at member banks 

rose by about $20 billion last year, they would have been required to 

put up an additional $4 billion -- under these assumptions. Since their 

required reserves averaged about $27 billion in 1969, this would have 

represented an increase of roughly 15 per cent. 

This formulation might be varied so that a cash reserve require-

ment might be applied against whatever new loans the bank might extend 

rather than apply a marginal reserve against the amount of loans above 

the amount outstanding on a particular date.· 

To illustrate, a bank that extended a loan during 1969 would 

have been required to set aside cash reserves of 20 per cent of the amount 

of that loan. Loans already outstanding as of the beginning of 1969 would 

have required no reserves nor would they have been under any quantitative 
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restraint. Any extension of those outstanding loans, as well as any 

drawdowns of then-existing lines of credit, would have been treated 

as new loans and would have been subject to the reserve requirement. 

This variant would be especially attractive in being free of any 

relationship represented by differing volumes of loans outstanding among 

individual banks at a given base date. 

Under either variant of this approach, the percentage reserve 

requirement would be set on the basis of the Federal Reserve's determina-

tion of the degree of influence to be applied, for domestic stabilization 

reasons, against unchecked bank loan expansion. The restraint would be 

levied in proportion to the lending. The approach would not require 

immediate asset adjustments by each bank; instead it would leave the 

decision to individual banks to adapt their lending to the circumstances 

at the time. 

The loans that would be subject to the supplemental reserve 

requirement could be defined in a way that would take account of what-

ever set of priorities that might be established from time to time. For 

example: if the objective of public policy were to give priority to 

loans to meet the needs of State and local governments, it could be 

given effect through a reserve ratio against such loans smaller than 

the ratio for other loans. Loans to acquire homes could be exempted 

if public policy calls for giving housing the highest priority -- by 

setting the requirement at zero. In contrast, if policy called for 
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substantial restraint on consumer credit or ori loans to business, the 

reserve ratio applicable to such loans could be set quite high. In 

fact, any array of loan priorities could be adopted and the reserve 

requirement scaled accordingly -- depending on the changing needs of 

public policy. 

Such a suppiemental cash reserve requirement system sketched 

above would have the effect of restraining bank lending,both in total 

and to particular sectors of the economy. However, it would do so with-

out any direct interference by the Federal Reserve in lending decisions 

by individual banks. The new reserve requirement, being a fairly small 

proportion of the reserves now required against deposit liabilities, 

would not cause a significant disturbance of domestic monetary policy. 

While there would be an impact on the required reserves of member banks, 

if the Federal Reserve wished, this could be easily offset by an 

appropriate reduction in reserve requirements on deposits or by open 

market operations. 

I have stressed consideration of the supplemental reserve 

requirement against loans as a long-run approach. Aside from the time 

that would be needed to explore its ramifications, the Federal Reserve 

Board does not now have the authority to apply reserve requirements to 

domestic loans of member banks, although it does appear to have such 

authority with respect to their foreign loans. Moreover, to avoid add-

ing further to the already existing inequities between nonmember and 
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member banks of the Federal Reserve System, all commercial banks should 

be made subject to the new provision. Thus, if the system were to be 

adopted for domestic purposes, enabling legislation would have to be 

passed by Congress. It might be recalled that, for several years, the 

Board has urged in its Annual Report that legislation be passed which 

would permit the establishment of a system of graduated reserve require-

ments, while extending the coverage to nonmember banks -- who would also 

be given access to the Federal Reserve Banks' discount window. If 

Congress ever gets around to taking up that earlier proposal, it might 

also consider an even further broadening of the scope of reserve require-

ments to include the option to impose such requirements on particular 

types of bank loans or investments. 

Short-Run Tasks of Monetary Management 

The prospective course of monetary policy over the months 

ahead is obviously the main topic of interest to many observers. While 

I recognize and understand such interest, I must refrain from trying to 

satisfy it. By long-standing tradition, members of the Federal Reserve 

Board try to avoid connnenting on future policy action. The Federal 

Open Market Connnittee has clearly stated rules specifying the length 

of time (currently 90 days) which must elapse before the considerations 

underlying its policy decisions are made public. I believe that the 

tradition of the Board and the rules of the Open Market Committee are 

both well-founded. Moreover, there is also a long tradition that, 
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when Board members do speak on monetary matters -- and when they do so 

without explicit delegation from the Board -- the views expressed are 

those of the speaker -- and should not be attributed to his colleagues. 

With that background, I do have a personal assessment of the 

requirements of monetary policy at the present juncture of the fight 

against inflation. In my opinion, the time has certainly not come to 

lay aside the effort to achieve and maintain a reasonable degree of 

price stability in this country. And we should remind ourselves that 

the attainment of that objective was the mission on which the Federal 

Reserve set out in December, 1968. 

It is obvious that the effort to date -- involving both 

fiscal and monetary policy -- has not been wasted. The over-hang of 

excess demand which had plagued the economy for several years has been 

eliminated. In particular, the defense sector, which became a major 

source of inflationary pressures in mid-1965 when the Vietnam War was 

accelerated and taxes were not increased to pay for it, is no longer 

playing the same role. The nondefense component of the Federal budget 

also rose much more slowly in the last year; and in the current calendar 

year, a further slowing seems in prospect. Personal consumption expen-

ditures (particularly for durable goods) expanded just over half as 

rapidly in 1969 as they did in 1968, and the slower pace seems likely 

to persist through the rest of this year. Last year outlays by State 

and local governments rose somewhat less in percentage terms than they 
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did in the previous year -- and here also the current year may see a 

still smaller rate of growth. In the housing sector, while the backlog 

of potential demand remains strong, actual spending has declined more 

or less steadily since the second quarter of last year. Moreover, no 

substantial pickup appears on the horizon in the months immediately 

ahead. The one area still showing considerable strength is business 

fixed investment. Last year, expenditures for this purpose rose almost 

twice as rapidly as they did in 1968, and recent forecasts of plant and 

equipment outlays suggest that another sizable gain can be expected 

this year -- although perhaps not as large as some of the surveys might 

imply. 

But taken as a whole, the rapid pace of expansion in economic 

activity evident in 1968 and through much of 1969 has moderated substan-

tially. Moreover, when the rise in the general price level is allowed 

for, real output -- as measured by the GNP -- grew very little after 

the first quarter of last year, and a slight decline occurred in the 

fourth quarter. The downtrend in industrial production since last 

August tells the same story. The rate of capacity utilization in 

manufacturing has also declined noticeably from the levels reached in 

the spring of 1969, and the excessive accumulation of inventories seems 

to have moderated. Above all, the recent rise in the unemployment rate 

to just over 4 per cent clearly suggests that the pressuree on real 

resources have slackened in the last several months. 
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Unfortunately, the same cannot be said about the pressures on 

prices. The simple fact is that -- so far -- these developments in the 

real economy have had little impact on the rate of increase in prices, 

and there is no basis for concluding that the battle against inflation 

has been won. It is true that in March wholesale prices advanced by 

1/10 of 1 per cent, according to the preliminary estimates. The 

advance in February was 3/10 of 1 per cent, and it was 8/10 of 1 per 

cent in January . While these trends might suggest that the return of 

stability in prices may become more evident in the months ahead, that 

outcome remains to be achieved. Currently, the wholesale price index 

is 4.3 per cent above the level in March, 1969. Measured in terms of 

the GNP deflator (the most broadly based of the various price indexes), 

the persistence of inflation is even more clear. Last year, this index 

rose by 4.7 per cent, compared with 4 per cent the year before. During 

the fourth quarter of 1969, the annual rate of increase was 4.5 per cent, 

and the current quarter may register a gain almost as large. In fact, 

by the end of this year, this comprehensive measure of the pace of infla-

tion may still be rising at a rate well above what most Americans would 

find acceptable in the long-run. 

In stressing that inflation is still a problem, I fully 

recognize that one should expect a lag between the time stabilization 

measures are taken and the time when their impact on the general price 

level can be seen. I am also aware that risks are inherent in an attempt 
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to exert enough restraint through s tabilization policies -- and to 

maintain it long enough -- to bring inflation under control. I am 

not blind to the possibility that the cumulative effects of fiscal 

and monetary restraint could reduce the rate of growth of real output 

so much -- with its consequent impact on resource use and the level 

of unemployment that the public would find the costs unacceptable. 

On the other hand , I am also fully aware of how deeply imbedded infla-

tionary expectations have become. So, given the continued strength 

in business investment and the strong pent-up demand for housing, I 

think it is extremely important that national stabilization policies 

be conducted i n a way that will avoid providing so much stimulus that 

a new burst of inflation will be generated before we have succeeded 

in checking the inflationary pressures we still face. 
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Tab le 1. Amount and Sources of Funds Raised in 
Capital Markets by Major Sectors, 1968 and 1969 

(Amounts in billions of dollars) 

1968 
SECTOR Amount Per Cent 

of total 
Amount 

Total funds raised by nonfinancial 
sectors 

U.S. Government 
Public debt securities 
Budget Agency issues 

All other nonfinancial sectors 

Distribution among sectors 

State and local governments 
Households 
Nonfinancial business 

Corporate 
Nonfarm noncorporate 
Farm 

Foreign 

Sources of . funds advanced 

Federal Reserve System 
U.S. Government 

Direct 
Credit ag encies (net) 

Connnercial banks 
Private nonbank finance 
Private domestic rionfinancial 
Foreign 

Source: Flow of Funds Accounts 
Division of Research and Statistics 
Federal Reserve Board 

97.4 

13.4 
10.3 
3.0 

84.1 

84.1 

10.2 
31.8 
39.1 
31.0 

5.2 
2.9 
3.0 

97.4 

3.7 
5.0 
5.2 

-0.2 
39.0 
33.5 
13.8 
2.5 

100.0 

13. 5 
10.6 

2.9 

86.5 

100.0 

12.1 
37.7 
46.5 
36.8 

6.2 
3.5 
3.6 

100.0 

3.8 
5.1 
5.3 

-0.2 
40.0 
34.4 
14.2 
2.6 

85.7 

-5.4 
-2.8 
-2.6 

91.0 

91.0 

9.2 
30.9 
47.4 
37.2 

6.6 
3.5 
3.6 

85.1 

4.2 
2.3 
2.5 

-0.2 
9.5 

31. 5 
38.2 
-0.1 

1969 
Per Cent 
of total 

100.0 

-6.3 
-3.3 
-3.0 

106.3 

100.0 

10.1 
34.0 
52.0 
40.9 

7.3 
3.8 
3.8 

100.0 

4.9 
2.7 
2.9 

-0.2 
11. 2 
37.0 
44.8 
-0.1 



Table 2. Sources and Uses of Funds by 
Connnercial Banks, 1968 and 1969 

(Amounts in billions of dollars) 

SOURCE OR USE 

Net acquisition of financial assets 
Total loans and investments 

Credit market instruments 
U.S. Government securities 
State and local obligations 
Corporate bonds 
Home mortgages 
Other mortgages 
Consumer credit 
Bank loans (n.e.c.) 
Open market paper 

Security credit 

Vault cash and member bank reserves 
Miscellaneous assets 

Net increase in liabilities 
Demand deposits, net 
Time deposits 

Large negotiable CD's 
Other 

Federal Reserve float 
Borrowing at Federal Reserve Banks 
Security Issues 
Other liabilities 

Discrepancy 

Current Surplus 

Source: Flow of Funds Accounts 
Division of Research and Statistics 
Federal Reserve Board 

Amount 

43.2 
39.2 
38.0 

2.8 
8.7 
0.3 
3.5 
3.2 
4.9 

15.7 
-1.1 

1.3 

2.1 
1.9 

41.4 
9.3 

20.6 
2.5 

18.l 
1.0 

0.2 
10.3 

0.9 

3.3 

1968 

Per cent 
of total 

100.0 
90.5 
85.0 

6.5 
20.2 
0.7 
8.1 
7.3 

11.3 
36.4 
-2.6 

3.0 

4.8 
4.4 

100.0 
22.4 
49.8 

6.0 
43.8 

2.4 

0.4 
24. 8 

1969 

Amount 

11. 5 
9.6 

10.9 
-11.5 

1. 2 
-0.3 

2.5 
2.5 
3.1 

13.0 
0.5 

-1. 2 

0.2 
1. 6 

9.6 
7.3 

-11. 2 
-12.0 

0.8 
-0.1 

0.1 
13.4 

1.1 

3.7 

Per cent 
of total 

100.0 
83.5 
94.5 

-100.0 
10,4 
-2.6 
20.4 
20.4 
27.0 

113.0 
0.4 

-10.4 

1. 7 
13.9 

100.0 
76.0 

-116.5 
-125.0 

8.5 
1.0 

1.0 
139. 0 



Table 3 

ANNUAL CHANGES IN MAJOR BALANCE SHEET ITEMS, WEEKLY REPORTING BANKS 
1968 and 1969 1/ 

(In billions of dollars, not seasonally adjusted) 

Banks With Selected Nondeposit Sources of Funds 

Total loans and investments l:_/ 
U.S. Treasury secutiries 
Other securities 
Total loans l:_/ 

Business loans 
Real estate loans 
Consumer loans 

Total deposits 1/ 
Demand deposits 11 
Time and savings deposits 

Large CD's !±.I 
Other 

Total borrowings 'j_/ 
Other liabilities 

Euro-dollars 2,./ 
MEMO: 
Commercial paper lf 

All Weekly 
Reporting Banks 

1969 1968 

1.4 
- 5.8 
- 2.9 

10.5 
7.5 
2.1 
1.8 

-15.5 
• 9 

-15.5 
-12.3 
- 3.2 

+10.1 
9.3 
7. 6 

4.3 

19. 7 
1.0 
5. 6 

17. 1 
7.5 
3.4 
2.3 

15.1 
5.2 
9. 9 
3.2 
6.7 

3. 7 
5.0 
2.7 

n. a. 

Total 
1969 1968 

. 3 13. 5 
- 3.1 • 8 
- 2.5 3.6 

5.6 11.2 
4.9 5.6 
1.3 1.6 

• 3 1. 1 

-11. 7 7.2 
• 9 2.3 

-12. 7 4.9 
- 9.4 1.4 
- 3.3 3.5 

6.3 3.3 
8.2 4.5 
7.0 2.7 

4.3 n.a. 

-
-

-
-
-
-

Euro-dollar 
Borrowing§/ 

1969 1968 

. 2 8.6 
2.0 . 7 
2.2 2. 7 
4.5 6. 8 
3.9 3.8 
1.0 . 5 

. 2 . 3 

8. 6 2.6 
1.2 . 7 
9.8 1. 9 
6. 9 .1 
2.9 1.8 

4.0 2.3 
7.2 4.2 
7.0 2. 7 

2.4 n. a. 
1/ Changes for 1969 are from December 25, 1968, to December 24, 1969. Comparable dates 

1968 changes. 

-

-
-
-

Commercial 
Paper Only9/ 
1969 1968 

.5 4.9 
1.1 • 1 

. 3 • 9 
1.1 4.4 
1.0 1.8 

. 3 1.1 

.1 .8 

3.1 4.6 
.3 1.6 

2.9 3.0 
2.5 1.3 
.4 1.7 

2.3 1.0 
1.0 .3 

1.9 n.a. 
were used to compute 

-

All Other 
Banks 

1969 1968 

1.7 6. 2 ( 
2.7 .2 
.4 2.0 

4.9 5.9 
2.6 1. 9 
.8 1.8 

1.5 1.2 

- 3.8 8.9 
2.9 

- 2.8 5.0 
- 2.9 1.8 

. 1 3.2 

3.8 .4 
1.1 • 5 

• 6 

( 

2/ Exclusive of loans and Federal funds transactions with domestic commercial banks and net of valuation reserves. 
3/ Less cash items - in the process of collection. 
4/ Negotiable time certificates of deposit in denomination of $100,000 or more. 
5/ Largely borrowing in the Federal funds market and from Federal Reserve Banks. 
6/ Bank liabilities to foreign branches. 
7/ Issued by a bank holding company or other bank affiliate. 
8/ 19 major banks that account for approximately 90 per cent of borrowing from foreign banks. 
2_/ banks that do not borrow in Eurodollar market but whose affiliates or holding company sell commercial paper. 
NOTE: Figures may not sum exactly due to rounding. 



Total loans and investments 
U.S. Treasury securities 
Other securities 
Total loans 

Business loans 
Real estate loans 
Consumer loans 

Total deposits 
Demand deposits 
Time and savings deposits 

Large CD's 
Other 

Total borrowings 
Other liabilities 

Eurodollars 

Table 4 

Annual Changes in Major Balance Sheet Items, 
Weekly Reporting Banks 

1968 and 1969 
(In per cent, not seasonally adjusted) 

Banks With Selected Nondeposit Sources of Funds 
All Weekly Euro-dollar Commercial 

Reeorting Banks Total Borrower i/ 12a12er onlI 9/ 
1969 1968 1969 1968 1969 1968 1969 1968 

o. 6 11.5 11. 0 . 3 11. 7 - 0.8 14.5 
-20.4 3. 7 -19. 6 5.1 -18.9 7. 1 -21.3 1.0 
- 8.4 16. 8 -11. 3 19.2 -14.3 21.2 - 5.2 15. 6 

5.6 11.8 5.5 12.4 6.4 10.6 5.8 14.1 
9. 7 11.4 9.4 12.0 9. 9 10.6 7.8 16.4 
5.5 11. 7 7. 9 10.6 10.1 6.0 4.5 18.6 
8.4 14.2 3.8 14.3 5.4 8.6 2.4 20.8 

- 7. 6 7.5 - 9.4 6. 1 -10.3 3.2 - 7. 6 12.2 
5.3 1.5 3.9 3.0 1.8 - 1. 3 8.3 

-14. 7 9. 6 -19.7 8.2 -22.8 4. 7 -13.4 16. 0 
-53.2 16.0 -5 7. 9 9.2 -60. 1 1. 3 -52. 7 35.2 
- 4.5 8.1 - 6. 8 7.8 - 9. 1 5.9 - 2.5 11. 6 

- 71. 6 48.8 +72. 0 60.6 -84.0 58.4 -59. 7 66.4 
52.1 38.9 56. 2 44.9 55. 7 46. 7 60.1 31. 7 

109.4 63.0 100.0 64. 0 100. 0 63. 0 

All Other llank 
1969 1968 

9.8 
-21. 2 2.0 
- 4.4 13. 71 

5.8 10. 7 
10.6 9.8 
3.0 12.8 

12.4 14.1 

- 5.2 9.5 
- 2.0 7.2 

8.0 11. 6 
-42.9 34.3 
- 1.8 8.4 

54.0 21. 0 
32. 7 16. 4 

600.0 

1/ Changes for 1969 are from December 25, 1968, to December 24, 1969. Comparable dates were used to compute 1968 changes 
2/ Exclusive of loans and Federal funds transactions with domestic commercial banks and net of valuation reserves. 
3/ 
4/ 
"i.! 
6/ 
7/ 
8/ Jj 

Less cash items in the process of collection. 
Negotiable time certificates of deposit in denomination of $100,000 or 
Largely borrowing in the Federal funds market and from Federal Reserve 
Bank liabilities to foreign branches. 
Issued by a bank holding company or other bank affiliate. 
19 major banks that account for approximately 90 per cent of borrowing 

banks that do not borrow in Eurodollar market but whose affiliates 
NOTE: Figures may not sum exactly due to rounding. 

more. 
Banks. 

from foreign banks. 
or holding company sell commercial paper. 
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TABLE 5 

ANNUAL CHANGES IN MAJOR BALANCE SHEET ITEMS, WEEKLY REPORTING BANKS 

1969 and 19681/ 

(In billions, not seasonally adjusted) 

20 Multi- 60 Major Re-
gional Bks. 2./ 

260 Large 
Total Nat'l Bank$8/ L~c!ll Banks 

Items 1969 1968 1969 1968 1969 1968 1969 1968 

Total loans and investments '!:_/ 1.4 19.7 .5 11. 6 - . 1 5.9 1.0 2.2 
U.S. Treasury securities -5.9 1.0 -2.1 . 9 -1.7 • 1 -2.1 .1 
Other securities -2.9 5.6 -2 .. 6 2.8 - .4 1.2 .1 1.6 
Total loans '!:_/ 10.5 17.. 1 5.3 7.9 2.0 4.5 2.2 4.7 

Business loans 7.5 7.5 4.4 4.2 1. 6 1. 6 1.1 1.6 
Real estate loans 2.1 3.4 1.1 .9 .4 1.1 .6 1.4 
Consumer loans 1.8 2.3 . 3 .5 .4 .7 1.1 1.1 

Total deposits 1/ -15.5 15.1 -8.9 4.0 -4.5 4.6 -2.1 6.5 
Demand deposits 1/ . 9 5.2 1. 2 1.0 - .5 1.6 - .6 2.5 
Time and savings deposits -1s.s 9.9 -10.0 3.0 -4.0 ' 2. 9 -1.5 4.0 

Large CD's ~J -12.3 3.2 -7.2 .5 -3.4 1.4 -1.7 1.3 
Other -3.2 6.7 -2.9 2.5 - • 6 1.5 .3 2.7 

Total borrowings 'J/ 10.1 3.7 s.o 2.2 3.0 1.3 2.0 .2 
Other liabilities 9.3 5.0 7,4' 4.1 1. 2 .5 .7 .3 

Euro-dollars §_/ 7.6 2.7 6.7 2.6 .6 • 1 .3 

MEMO: 
Commercial paper ]_/ 4.3 n.a. 2.4 n.a. 1. 3 n.a. .6 n.a. 

Changes for 1969 are from December 25, 1968 to December 24, 1969. Comparable data were used 
to compute 1968 changes. 
Exclusive of loans and Federal funds transactions with domestic commercial banks and net of 
valuation reserves. 

3/ Less cash items in the process of collection. 
4/ Negotiable time certificate.s of deposit in denomination of $100,000 or more. 
5/ Largely borrowing in the Federal funds market and from Federal Reserve Banks. 
6/ Bank liabilities to foreign branches. LI Issued by a bank holding company or other bank affiliate. 
§./ These banks were selected on the basis of a number of criteria including size, volume of business 

loans, relat~ve participation in Federal Funds market, Euro-dollar market and conmercial paper market. 
!z./ The same criteria as those listed in footnote 8 were used to select these 60 banks. However, these 

banks, in general, are smaller and each region of the country was given representation. 
NOTE: Figures may not sum exactly due to ro~nding. 
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Table 6 

ANNUAL CHANGES IN MAJOR BALANCE SHEET ITEMS, WEEKLY REPORTING BANKS 

1968 and 1969 ]/ 

Items 
Total loans and investments'!:_/ 

U.S. Treasury_ securities 
Other securities 
Total loans'!:_/ 

Business loans 
Real estate loans 
Consumer lo.ans 

Total deposits 3/ 
Demand deposits]_/ 
Time and savings deposits 

Large CD's !!_/ 
Other 

Total borrowings 5/ 
Other liabilities-

Euro-dollars §_/ 

(In per cent, not seasonally adjusted) 

Total 
1969 1968 

.6 
-20,4 
-8.4 
5.6 
9.7 
5.5 
8.4 

-7.6 

-14.7 
-53.2 
-4.5 

-71'.6 
52.1 

109.4 

9 .5 
3.7 

16.8 
11.8 
11.4 
11.7 
14.2 
7.5 
5.3 
9.6 

16 .o 
8.1 

48.8 
38.9 
63.0 

20 Multi- 71 Nat' 1 Banks -
1969 1968 

,5 
-17. 9 
-15.6 

6.7 
10.4 
9.0 
5 .6 

-9.4 
2.6 

-20. 1 
-59.0 

68.0 
-75.1 

98.0 

12 .1 
7.8 

19.7 
11.2 
11.2 
8.3 
9.4 
4.4 
2.4 
6.3 
4.8 

6.8 
5i.5 
45.9 

60 Major Re;. 8/ 
gional Bks. -
1969 1968 
-0.2 

-24.1 
-4.6 
5.2 
9.9 
5.4 
8.1 

-8.2 
-1.7 

-14.7 
-53.1 

76.0 
-70.6 
600.0 

11.9 
1.3 

14.8 
13 .4 
11.3 
17 .1 
16.8 

9.2 
6.5 

12 .1 
27.3 

8.1 
61.6 

260 Large 
Local Banks 
1969 1968 

1,3 
-20.6 
-1.5 
4.1 
7.6 
2.0 

10.5 
-4.6 
-1.9 
-7.1 

-39.1 

95.0 
-59.7 

3. 8 
.8 

14.6 
11.5 
11.9 
12 .2 
15 .9 

10.5 
8.3 

12.7 
36.0 

9.7 
16 .9 

1/ Changes for 1969 are from December 25, 1968, to December 24, 1969. Comparable dates were used to compute ( 
1968 changes. 

'l:./ Exclusive of loans and Federal funds transactions with domestic cormnercial banks and net of 
valuation reserves. 

3/ Less cash items in the process of collection. 
4/ Negotiable time certificates of deposit in denomination of $100,000 or more. 
5/ Largely borrowing in the Fc<leral funds market and from Federal Reserve Banks. 
6/ Bank liabilities to foreign branches. 
}/ These banks were selected on the basis of a number of criteria including size, volume of business 

loans, relative participation in ~ederal Funds market, Euro-dollar market and commercial paper market. 
~/ The same criteria as those listed in footnote 7 were used to select these 60 banks. However, these 

banks, in general, are smaller and each region of the country was given representation. 
NOTE: Figures may not sum exactly due to rounding. 

I 



Table 7. Selected Nondeposit Sources of Bank Funds 
By Number of Banks and Amounts Outstanding 

(Amounts in billions of dollars) 

Oct. 29, 1969 Jan. 7' 1970 Mar. 11, 1970 Change: Change: Change: 
No. of No. of No. of Oct. 29, 1969 Oct. 29. 1969 Jan. 7' 
Banks Amount Banks Amount Banks Amount Mar. 11, 1970 Jan. 7, 1970 Mar. 11, 

Commercial paper 58 3.7 62 4.4 65 5.6 2.4 .8 1. 7 
Issued by subsidiaries 9 .4 10 .5 10 .15 .o .0 .0 
Issued by other affiliates 49 3.3 52 4.0 55 5.4 2.4 .7 1.7 

Loans sold outright 143 5.7 145 6.0 151 7.8 2.3 .3 2.0 
To affiliatesl/ 72 4.7 73 4.7 74 6.3 1.8 0.0 1.8 
To nonbank public 71 1.1 72 1.4 77 1.5 . 5 .3 .2 

l/ Most of the loans sold to subsidiaries and affiliates reflect acquisitions by those subsidiaries and affiliates 
out of the proceeds of their sales of commercial paper to the public or other methods of financing, but they also 
include some acquisitions by foreign branches of the bank out of the proceeds of Euro-dollar deposits. 

1969 
1970 

fi' 

/ 



'----- BOARD Or GOVERNORS 
OP' THE 

FEDERAL RESERVE SYSTEM 

Office Correspondence 
Chairman Burns. To, _____ ______ ___ _ _ 

From .... ..__ __ c_h_a_s_._M_o_l_o_n_y_.~ftld-J ___ _ _ - t/#J 

Date __ A_p_r_1._· 1_ 6_,_ 1_9_7_0_. __ 

Subject~• __ M_a_r_k_e_t_E_f_f_e_c_t_s_o_f_G_o_v_e_r_n_o_r _ _ 

Brirruner's San Francisco speech. 

Press accounts give only mild support to the state-
ment in our Goverrunent Securities Market Report for Thursday, 
April 2, that "The weaker tone (in Treasury note and bond prices) 
was attributed in part to Governor Brimmer's remarks yesterday 
(before the San Francisco Bond Club). 11 

The observation in our internal market report was, of 
course, based upon statements made by dealers in Goverrunent securi-
ties to the New York Federal Reserve Bank's trading desk in conversa-
tions April 2 and reported by the trading desk to our staff here 
during the daily call on Goverrunent bond market developments. 

Two factors may have influenced the mildness of press 
references to the market impact of the Brirruner speech: 1. The 
market for corporate and tax-exempt bonds, and the stock market as 
well, moved UP a little, and the press gave more stress to that than 
the fact that, as our market report put it, "Treasury note and bond 
prices drifted lower in very quiet trading." 2. At the same time 
that Governor Brirruner was saying in San Francisco that "there is no 
basis for concluding that the battle against inflation has been won," 
Herbert Stein was predicting in a New York speech a "significant 
reduction" in inflation this year. 

The New York Times' bond and stock market stories 
paired the Brirruner and Stein speeches, and the bond market story 
said outright: "The two talks seemed to offset each other (as 
market influences)." 

In addition, the New York Times' April 2 story (by 
Ed Dale) on the Brirruner speech itself gave prime attention to the 
proposal for differential reserve requirements on loans in order to 
influence allocation of credit. The Brimmer comment relating to 
current monetary policy was not mentioned until the 8th paragraph, 
and then it was set out in this fashion: "On the irrunediate issue of 
monetary policy Mr. Brirruner gave no predictions. But he said, 
'There is no basis for concluding that the battle against inflation 
has been won. 111 

The Wall Street Journal's bond market story April 2 was 
much more pointed, when it got around to mentioning the Brirruner 
speech in paragraph 14. This story said: 



-2-

"Apprehensions about inflation were fanned yesterday 
by a Federal Reserve Board member's statements that 'the policy of 
economic restraint so far has had little impact on the rate' of 
price increases, traders said. In addition, Andrew Bri.nnner, a 
Reserve Board Governor, suggested new credit-tightening moves might 
be imposed to better control bank-lending power. 

''Mr. Brirrnner's remarks had only a limited impact yester-
day on bond prices, with some traders waiting for amplification before 
adjusting quotes. Corporate bond price levels generally remained firm, 
while Govermnent issues slipped a token 1/8 to 1/16 lower, in response 
to Mr. Brirrnner's corrnnents." (underlining supplied) 

Neither the speech corrnnents nor the bond market movements 
on April 2 were memorable enough to be mentioned in the week-end 
reviews of the market over the preceding five days. Nor was either 
mentioned in the only (Goldsmith-Nagan) bond letter received today. 

The pertinent New York Times and Wall Street Journal 
accounts are attached, with relevant parts marked for convenience 
should you wish further detail. 

Attachments. 
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Government Securities Market 

Thursday, April 2, 1970 

r-.., 

Treasury bond market weaker ••• Bill yields slightly higher, with 3~ 
month issue up 1 basis point to 6.35 per cent ••• Stock prices narrowly mixed. 
Federal funds trade mostly at around 8 per cent ••• System makes $434 million 
of repurchase agreements. 

Market Report 
; 

Treasury note and bond prices drifted lower today in very quiet trad- t 
ling activity. The weaker tone was attributed in part to Governor Brimmer' s remarks _· 

yesterday. Very little demand was noted. At the close of trading, intermediate 
term issues were mostly 2 to 10/32 lower, while long-term bonds were 2/32 higher 
to 4/32 lower. 

Activity was also very quiet in the Treasury bill market. Yields tended 
to back up, however, with dealers expressing concern over their very large finan-
cing needs today. Most issues closed 1 to 4 basis points higller in rate. The 
ry-month bill rose 2 basis points to 6.40 per cent bid, while the 1-year issue 
advanced 1 basis point to 6.31 per cent. 

The corporate bond market was quiet and firm, while municipals were 
quiet and mostly unchanged. Today's $40 million A-rated Columbia Gas financing, 
yielding 8.75 per cent with 5-year call protection, is around 80 per cent sold. 
The $30 million Aa-rated Kentucky Utilities Co. bonds, yielding 8.60 per cent with 
5-year call protection, are only around 35 per cent sold. Stock prices closed 
narrowly mixed. The Dow-Jones industrial average gained .33, while the Standard 
and Poor index lost .28 on a volume of 10.5 million shares. 

Federal funds traded mainly in a 7-1/2 to 8-1/4 per cent range, with an 
8 per cent effective rate anticipated. Nonbank dealers had new financing needs of 
nearly $2.3 billion, partly reflecting the payment date for weekly bill awards as 
well as maturing Rp's with the System. They found some out-of-town money at 
around 8-1/4 to 8-1/2 per cent, while the maj9r New York banks made loans to 
dealers in an 8-1/2 to 9 per cent range. None of the large New York banks 
borrowed from the System. 

Desk Action 

The Account Management made $434 million of repurchase agreements for 
one day, comprising $374 million against Governments and $60 million against 
acceptances. 

Lending of Securities:The System lent dealers $17 million of Treasury securities, 
mostly for five days, including $13.2 million of notes and bonds. Repayments 
totaled $16 million> leaving a balance of $36 million. 



Dow Adds 6.47 to Close at 
792.04 as Turnover 

Rises to 9.81 Million 

I 
COPPER SHARES IN GAINS ! 

Memorex Jumps by 6½ and 
Telex Surges 91/s-789 

Issues Climb, 535 Off 

I 
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·······'-·-

.. 
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I Phelps Dodge was the VOi- i 
·ume leader among the resur-
gent copper issues with trades 
of 147,000 shares, compared 
with 5,000 shares on Tuesday. 
The stock closed at 55¾, up 

By JOHN J. ABELE l ¾, after trading as high as 
Price advances led declines 56½. 

The stock market picked up by a comforta:ble margin I Trading activity in Phelps 
some speed and strength yes- throughout the session. ~t the Dodge included a block of 
terday with prices at the close close there were 789 wmners 98,000 shares at 55. 
of trading near the highest and 535 losers, slightly below No other major copper 
levels of the day. the widest margin of the day. producers had joined the move 

Copper stocks were a feature Interest Is Reflected to increased prices by the time 
as shares of leading producers the market closed but traders 
responded to news of an in- Volume also rose, reaching clearly were hopeful that they 
crease of 4 cents a pound in the ).81 million shares, against 8.37 would follow suit. 
price of the metal by the Phelps ' ;hares. The increase may have Kennecott, the 10th most-
Dodge Corporation, the nation's :eflected renewed interest by active stock, added 2¼, to 
second largest copper producer. ,ome institutional interests fol- 52½, after trading as high as 

Some of the more volatile lo wing the close of the firS t 53 ¾- Inspiration Copper 
glamour issues als~ stood out quarter. . ----~---· jumped 5 points, to 68; Copper 
in the advance. Actively traded 'The economic background re- Range added 6 points, to 82½; 
Telex soared 9¼, to 139'¼, 1 'mained essentially the same ' · American Smelting rose l ¼, to 
while Memorex climbed 6½, to but an encouraging note_ was 36, and Anaconda was up %, , 
126¾. Both stocks were weak sounded by Herbert S~m. ,a 1: at 30. 
on Tuesday following some ad- Jmember of the Presidents Stocks of aluminum compa- , 
cerse comment on their ac• 1Council of Economic Ad_viser_s, 1 · nies, which compete with cop-
counting practices. in a speech here. Mr. Stem ~<!-Id j ' per - makers in many markets, 

The Dow-Jones industrial there was "a good probability , also shared in the flurry. Rey-
average, a. popti!ll! bar~~eter • that the rate of inflation will ·f nolds Metals added l½, to 
of blue-clup activity, fimshed ij be sign.ificantly reduced" this 1, 35 %, and Alcoa rose ½, to 

{ 5 71 ¼. But Kaiser Aluminum. 
· year "without a large prolonged 'l which had forecast increased 

Market Summary loss of total output." i aluminum prices, ended un-
Wednesdav, April 1, 1970 J While Mr. Stein was down- ·, changed at 36½. :I :::i~: ~~~1~!1,:::::rn trn !grading the prospects of a re- [ Increase in Blocks 

N.Y. Tim .. Combined .... ~-]~ !~:~ ·cession, however, Andrew F. -~

1 
Increased institutional ac-' ;ii~l.~d ?;:S.~'eoriii,::: 90:o7 +o.« ' Brimmer a member of the Fed- · tivity was reflected in an in-

Dow-Jones Industrials .... 7'12.0~ +6."7 · ' d · S · b' bl k t ad t ;_ eral Reserve Boar , was m an :,._ .. ·. crease m 1g- o. c r es o,, NEW YORK STOCK EXCHANGE ,., 54 f 44 T d A 
(Volume 9,810,000 shmsl · Francisco where · he warned t, rom on ues ay. mon,,, 

Wednesday Tuesda'f '. ' . . h _t, the larger blocks were 99,000 
Total Issues ............ 1,593 1,590 , that econonuc restramt ad not shares of Hart Schaffner & 
Advances ............ · · · 789 6

7
1~ .} I d h · t on i'm!ation 1 ' 

Declines ... ............ 535 ~97 II 1a muc 1mpac . .' - . 1· · : Marx, which closed at 26, down 
unchanoed ............. 

269 
•57 t_i so far and that ant1-mflat10n J, .. I,, 7½l; 84.500 

1

shares of Qu:ikrr
1 NJ!w Hlohs ............ • 94 

5 
, 

New Low, · 28 3 
', measures would have to con- ·, .Oats, off 7R , to 43¾; 80,000 1 

oDD-Lor TRANSACTIONS ·j tinue in effect'--___ -•·' shares of General Tire, down 
Tuesday, Jl, 

1970 
Tola! J,......._, _ tock . .,;..,-.j:-7:-"'7~ved Ii ¾, to 19½, and 59,000 shares 

Purchases Sales Sales 1 111
~_ 'S oc mat , e_ 5 , of Capital Cities Broa'tlcastin° 

317,69, ,.010 372,3,s buoyancy was reflected m the '½ t 3~ I/. "· 
, list of the 15 most-active issues. up Be~gu~t. ;>,,,;hich is planning 

at its highest -level of the day !Nine of th e_sc closed wi th gains, a reorganization of activiti es 
with a gain of 6.47 points at mclucbng six th at_added? ~omt in the Philippines and the Ba-
792.04. ,o r more; live active stocks de- .hamas scored the largest per-

The New York Times com- cllincctd by 
1
fract.Jdons and one fm- lcentag'e gain. It rose a point. 

3 06 · t 1s 1r urn: ianoc · I 9 ¾ t d f 95 300 bined average rose . potn ~• · 8 1: ot " Northern Off 
1
to · s, on ra es o . , 

to 458 11 and the exchange s ur 111" on f . d shares. 
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GREDFf MARKETS 
SHOW PRICE RISE~ 

Lower Yields on Corporate 
and Tax-Exempt Offerings 

Broaden Week's Trend 

By JOHN H. ALLAN 
1 The credit markets moved 
nearly unanimously yesterday 
toward higher prices and 
lower interest rates, broaden-
ing a trend that had concen-
trated largely in corporate 

I 
bonds earlier in the week. 

In the most significant test of 1 

the tax-exempt bond market 
this week. Tennessee sold $53-
million of high-grade bonds, 
and the winning underwriters 
priced them to yield I-10th of 
a point less than similar bonds 
marketed last week. Despite 
thei r lower yield , th e bonds 
sold quickly and, by late after-
noon, less than $10-million were 
still unsold, according to the 
Morgan Guaranty Trust Com-
pany,.the leading underwriter. 

In the corporate bond market 
the Central Illinois Public Serv-
ice Company sold $25-million of 
high-quality bonds to a syndi-

N e_w Bond Issues 
STRAIGHT DEBT 

Orl1. Asked 
Price Quote Chng. Yid. ~~~•r.r, -•a~!~ )l:i:~3 l~11. +v: rn 

Penn P& 9s2000 101.041 102½ +¾ 8.75 
·p S Ind 'll¼s74 100.841 100'7,, .. 7.99 
P S E& 9¼500 101.29 103 + ¼ 8.83 
TV A 9s195 101 103 +¼ 8.80 
Alcan 9½s95 101.25 103 .. 9.18 
Ches Pot 8¾s10 101.116 101',~ + ½ 8.66 
Duo LI 8¾s00 99.75 100¾ + ¼ 8.69 
Alleg Lud 9'1995 100.50 1021/• + 'I• 8.76 
Chr,sler 8¾s75 100 100¾ + ¼ 8.57 
Chrysler 8'7,,s97 100 98¾ + Ya 8.99 
Pac G&E 8¾s02 100.816 100¼ +¼ 8.61 
Nort Nat 8¾s90 100 99½ .. 8.79 
Ashland 8.BOSO 100 1021/• + ½ 8.60 
Marathon S½sOO 99.75 100½ +¼ 8.46 
St II Oh B½sOO 99.75 101¼ .. 8.38 

CONVERTIBLES 
Quote Chng. 

Mall'kdf 5¾s95 105½ -1061,<, 
Univ Comp 7¼s95 102 -102¾ - i;~ 
Graph Sci 7s1905 96 - 98 + 1 
Baxler ~¾s90 100½-101'/4 
Kirsch 6sl995 106 -107 + i;; 
l!valt 6s1,95 991/,-1001/, + ¼ 

New on l!~t. 

1 

I i) 
cate managed by Kuhn, Loch & 

' Co. and the underwriters pricer! ! 
. these securities to yield 8.63 i 
I pC'r cent. 1 

27 Basis Points Less I 
, These bonds were priced to 11 

yield 27 basis points (hun- ! 
dredths of a percentage point) I 
less than the 8.90 per cent 
yield on the similarly rated 
Pennsylvania Power and Light 
Company bonds marketed 
March 23 in the preceding fi. 
nancing involving A:1-rated 

!:ew York nmos 

securitfos. The Pennsylvania 
Power bonds were quoted at 
a price to yield 8.75 per cent 
yesterday, and most invest-
ment bankers planned to offer 
the Central Ill inois bonds at a 
yield not lower than 8.70 per 
cent. 

Despite al\ these differences, 
the new utility issue sold faster 

1 than most investment bankers 
had suspected. By late after-
noon, it was in the neighbor- 1 hood of 50 per cent sold, ac-
cording to Kuhn Loeb. 

The $150-million issue of 
Atlan tic Richfield Company 
debentures, priced by a Smith, 
Barney & Co., Inc., group , 
Tuesday to yield 8.625 per 
cent, sold out completely 
yesterday and rose to a pre-
mium in price. Originally of- : 
fered at 100 per cent of their , 
face value, the bonds were 
quoted in the late afternoon at 
100¾ bid, 101 asked. 

/ Yield of 9.53 Per cent 
The $SO-million of Transcon-

tinental Gas Pipe Line Corpo-
ration bonds, offered at a yield 
of 9.53 per cent, also sold 
swiftly. White, Weld & Co. and 
the Stone & Webster Securities 
Corporation headed the invest-
mcn t banking syndicate. 

1 All these bonds attracted in- l 
Jvcstors and prices for .ilready ' l 

outstanding securiti;s moved up!/ f as much as ¾-point on no par-
\ ticular news that could be ex-
\ pected to. affect the credit mar- , 
l kets in. a significant way. Her- i 
g bert Stein, a member of Presi- i1·. 
\ dent Nixon's Council of Eco-
! nomic Advisers, predicted a 
! "significant reduction" in infla- l t tion this year, but Andrew & 

Brimmer, a member of the Fed- 1. 
eral Reserve Board, told the i 

· San Francisco Bond Club that 1 
· "there is no basis for conclud- i 
ing thatt he battle against in- •, · 

. flation has been won." The two i 
: talks seemed to offset each 1;; 
) other. , 

As one investment banker ex- :~ 
1 plained it, the bond market's ! 
,, stronger performance recently .;; 
; has been caused chiefly by "the ; 
·: general feeling that we're g?-
' ing to wade through all this ; 
·' volume and it won't be as bad b 
,; as we once thought." During I 
' March and April, a record-set- I 

ting $5-billion of corporate : 
bonds are scheduled for sale. 

Furthermore, he said, the re-
duction on March 25 in the 
prime rate by major banks will 
exert a "positive" influence on 
the credit maTkets for some 
time to come. The move was 
basic enough and important 
enough to have a more lasting 
impact on interest rates, he as-
serted. 

In the tax-exempt bond mar-
ket, Tennessee awarded its $53-
million of Aa-rated bonds to 
the Morgan Guaranty group aft-
er it made a bid resulting in a 
net interest cost of 5.50 per 
cent. The underwriters then 
priced the boncts to yield fI:)m 
3.90 per cent on those matmng 
later this year up to 6.10 per 
cent on those coming due in 
1989. 



NEW 'TOOL URGED 
IN. MONEY .POLICY 

1------
Feder~I Reserve's Brimmer 
Want$ Credit Channeled 

to igh-Priority Areas 

He eniphasized that his plan 
coulct/ , to re-direct the flow 
of cri., . 4~ijjwut . .uumect ' 
interference by' the Fede1m"Re- ' 
serve in lending decisions of 
individual banks." The new 
system would, in effect, make 
some loans less profitable to 
banks than others, but they 
could make any loans they 
chose. 

On the immediate issue of , 

I monetary policy Mr. Brimmer ( 
gave no predictions. But he 1

\· 
said, "There is no basis for 
concluding that the battle I CITES HOUSING PLIGHT against inflation has been .· 
won." , 1

1 
J, He added, "Given the con- . , 
i' tinued strength in business in- t , d h it r. vestment an t e strong pent- d Says His Plan Would Avoid 

Interference in Individual 
Bapks' Loan Decisions 

I 

;; up demand for housing, I think , 
I it is extremely important that !; 
.1. national stabilization policies { 
;: be conducted in a way that 
} will avoid providing so much 
" . ' By EDWIN L. DALE Jr. 11 .stimulus that a new burst of I'. 

WJ,SHINGTON, April 1-A ii, ' inflation will be generated be- i, 
nmber of the Federal Reserve l fore we have succeeded in } 
Boaip proposed today a sweep- i checking th~ inflat!fnary pres-
ing change in the way the na- sures we still face. 
tionf conducts its monetary Mr. Brimmer gave an example 
policy. or his_ proposed syste1:1 of dif-

Andrew F.. Brimmer, the fere~t1al re~e reqmrement_s, 
board member said that the apphed against bank assets. 
Federal Reserv'e policy of se- "_If the objec~ive o~ J?Ublic 
vere restraint on credit and ;><>hey were to give pnonty to 
money last year had almost 1.oans to meet the needs ?f state 
completely failed in its aim of md I_ocal governments, 1t could 
dampening the flow of loans to .:>e given. effect_ through a re-
business while housing and serve ratio against such loans 
state and local government bor- smaller than the ratio for 
rowing were hurt. I other loans. 

•Calling the 1969 results "far Details Explained 
from comforting," he proposed "Loans to acquire homes 
that the Federal Reserve be could be exempted-if public 
empowered to impose higher or policy calls for giving housing 
lower reserve requirements on the higest priority-by setting 
banks according to different the requirements at zero. _ 
categories ot loans. It would be "In contrast, if policy called 
the first time that reserve re- for substantial restraint on 
quirements were applied to consumer credit or on loans to 
banks' loans-their assets--as business, the reserve ratio ap-
distinct from their deposits, plicable to such loans could be 
and it would require an act of set quite !high. In fact, any ------------
Congress. array of loan priorities could . 

• • t be adopted and the reserve portant sectors could occur-Pnonty Pat em a d pe ·st 'th s · 1 requirement scaled accordin~ly n rsi - w1 enous Y 
Mr Brimmer said unequivo-

cally that he conceived of his 
idea as enabling the Federal 
Reserve to influence lending in 
the direction "of whatever set 
of priorities might ' be estab-
lished from time to time"-
something the central bank has 
traditiona-lly resisted. 

Mr. Brimmer made his 
posal in a speech to the 
Francisco Bond club. The 
was made available here. 

pro-
San 
text 

An alternative device for 
"channeling" credit to borrow-
ers the Government wants to 
favor is a system of direct con-
trols. Congress voted authority 
for such controls late last vear, 
but both the Federal Reserve 
and the President have resisted 
their use. Mr. Brimmer by im-
plication took the same view ! 
today. 

-depending on the changmg adverse consequences for the 
needs of public policy." economy as a whole. 

Mr. Bnmmer said fast year's "In my opinion, we need a 
experience "has convinced me better way to assure that the 
that the time has come for a over-all objectives of monetary 

1
thorough re-examination of the policy can be achieved without 
'main tools and techniques of having a few sectors bear a 
monetary control in the United disproportionate share of the 

!States." He recognized the burden of adjustment, while 
1traditional view that a central other sectors escape or signifi-
ibank "should not concern itself cantly modify its impact." 
with the composition of bank Much of Mr. Brimmer's paper 
credit but only with its rate of was devoted to what actually 
growth." happened in bank lending last 

But he added: "In my own year, broken down by various 
view, a central bank should not categories of banks. He con-
be indifferent to the changing eluded that in the larger, week-
composition of bank credit. To ly reporting banks the "total 
adopt such a posture would business credit extended was 
mean that drastic variations in significantly higher in 1969 
the availability of credit in im- than 1968." 

A' R? ' . \ ·-' 
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The Bond Markets 
• • • 

Pacific Telephone's 
Debentures Mopped Up, 
Quoted at Pren1iurn 

Prices of 
Utilities 

Seasoned Industrials, 
Also Benefit as 

$1.57 Billion Offer Awaited 

By l\'AN SILVERMAN 
Staf! ·Reporter of THE "\VALL STREET Joum,AL 
NEW YORK-A $150 million offering of Pa-

cific Telephone & Telegraph Co. securities, 
about 90% sold after reaching the market Tue8-
day, was mopped up by purchasers early yes-
terday morning and pushed to a premium from 
the offering price. 

Originally, the American Telephone & Tele-
graph Co. unit's issue was priced at 100 with an 
8.65% coupon, setting a yield of 8.65% to matu-
rity in 35 years. Late yesterday, however, 
some traders quoted the debentures at about 
100¼ bid, 100½ asked, where an investor's 
yield was dowi;i to about 8.61% In 2005'. _As bond 
prices rise, yields decline. ·-r.f<, 

• • • 
syndicate bought the $15.6 m!llion of securities 
due 1981-87, traders said. 

The relatively good reception given Tennes-
see's issue, following the excellent sales results 
of $25 million Washington bonds, sold earlier 
this week, helped to stabilize prices of older se-
curities, observers said. 

At the same time, dealers expressed fears 
about the heavy supply of Jong-term, tax-ex-
empt securities remaining on Wall Street':, 
shelves. 

"We've seen good retail business in bonds 
due from one-to-10 years, but issues due in 15 
years or more are posing marketing prob-
lems," one underwriting executive said. 
"These long bonds, picked up by dealers over 
the past two weeks, have been marked up but 
haven't been sold," he added. 

Investors are said to be avoiding long-term 
commitments for a variety of reasons , includ-
ing fears that inflation will severly erode the 
value of their purchases over the coming dec-
ades. 
Apprehension on Inflation 

"People continue wondering what ,$1,000, 
plunked down today, will be worth in bread and 
eggs 20 years from now, when their bond ma-
tures" one trader said. 

Apprehensions about inflation were fanned 
yesterday by a Federal Reserve Board mem-
ber's statements that "the policy of economic 
restr<1-int so far has had little impact on the 
rate" of price increases, traders said. In addi-
tion, Andrew Brimmer, a Reserve Board gov-
ernor, suggested new credit-tightening moves 
might be imposed to better control bank-lend-
ing power. 

Prices of seasoned utility and. industrial is-
sues ~ose in tune with Pacific Telephone's ad-
vances, with some securities gaining ½ point, 
observers said. The Bell unit's sale represe~ted 
the last major test by the corporate bond mar-
ket prior to a huge $1.57 billion-plus AT&T fi-
nancing, to begin In about two weeks. Mr. Brimmer's remarks had only a limited 

"I'm looking for small, sustained price mpact yesterday on bond prices, with some 
gains over the next few sessions, now that traders waiting for amplification before adjust-
we've leapt the Pacific Telephone hurdle," one ·ng quotes. Corporate-bond price levels gener-
trader said. lly remained firm, while Government issues 

In the municipal market yesterday, a $53 lipped a token ¼ to 1-16 point lower, in re- ~--
million package of Tennessee bonds was al- ponse to Mr. Brimmer's comments. 
most all sold after award through competitive , The important 4¼% Treasury issue due 
bidding. A significant portion of the buying, 1987-92, for ·example, was about ¾. point higher 
however, came from Wall Street bond houses early in the day, lar6ely due to the good recep-
rather than from inve5tors, sources said. ' tions accorded new corporate issues, traders 

Some observers guessed that about 25% of said. By day's close, however, the 4¼s were 
Tennessee's bonds remained In the financial quoted at 70 11-16 bid, 713/s asked, a one-day 
community. Both metropolitan and country gain of o/s point. An investor's yield at the lat-
banks placed orders for the state's securities, est asked price is 6.43%. 
sources said. Treasury issue trading was said to be light. 

Underwriters led by Morgan Guaranty In a late development, underwriters led by 
Trust Co. and six other managers won Tennes- Blyth & Co. announced plans to bring Portland 
see's issue on a bid of 100 with various cou- General Electric Co. 's dual public offering to 
pons, offering the state a 5.5067% annual bor- market today. The package includes $20 mil-
rowing cost. A second team, narrowly edged lion of seven-year, first-mortgage bonds, priced 
out, submitted terms setting a 5.509% loan at 100 and carrying an 8%, % coupon, plus 600,· 
rate. 000 shares of common stock ($12,525,000) 
Pric<'s of Older Issues Stabilized priced at $20.875 each. . '.~ 

The AA-rated bonds were offered to inves- The company's debt securities are rate~ 
tors at pr-ices scalpel to yield from 3_907,, for the Baa by Moody's and triple-B by Slandarct & 
1970 maturities to 6.10,;;, for bonds due in 1988- Poor·s. Currently, Portland General has abo1:,\., 
89. Three bank members within the winning 7.9 million common shares outstanding. The 
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Abreast of the Market 
B? VICTOR J. HILLERY 

The firming tendency evident in the stock 
market late Tuesday blossomed yesterday 
into a surprise rally on a broad front. Trading 
expanded but remained relatively light. 

Some brokers had expected the lackluster 
drift generally charaC'teristic of the action 
earlier this week to continue for a while , but 
prices moved up from the start yesterday. 
Analysts noted that the upturn accompanied 
the strength that came into the bond market 
after Pacific Telephone's $150 million deben-
ture offering Tuesday. 

More yeast for the upswing was supplied 
by Herbert Stein, of President Nixon's Coun-
cil of Economic Advisers, who said there's "a 
good probability that the rate of inflation will 
be significantly reduced" this year "without a 
large, prolonged Joss of total output." He 

)

added it appears that "the duration of the 
slowdown will be limited and that output will 
be rising again in the second half of the 

, year." 
Among the latest signs of the economy's 

course was news yesterday that new factory 
orders rose 1.6% in February to $54,-
749,000,000 and February construction spend-
ing ran at a seasonally adjusted annual rate 
of $91.7 billion, up 1.2% from January. 

After starting with a ri:ie of about 3½ 
points, the Dow Jones industrial average con-
tinued to move up almost steadily. It ended at 
792.04, up 6.47 points. 
Advances Far In Front 

Advances outstripped losers on the New 
York Stock Exchange 780 to 535. Stocks reach-
Ing highs for the year overshadowed low!! 94 
to 28, which compared with 157 and 315 respec-
tively on Tuesday. 

Particularly strong was the copper group, 
which benefited from Phelps Dodge's an-
nouncement late Tuesday that it raised its 
copper price to 60 cents a pound fro;n 56 cents 
(see below). The move not only strengthened 
the copper issues but also stocks of producers 
of some competing· metals such as aluminum. f 

I 
On the inflation front, news came after the 

close that Andrew F. Brimmer, a Federal Re- , 
serve Board member, said the policy of eco- i_ 

.{ 

nomic restraint so far has had "little Impact ) 
on the rate of increase in prices and there is ,; 
no basis for concluding that the battle against 

\ Inflation has been won." 
Big Board volume expanded to 9,810 ,000 

shares from 8.370,000 Tuesday, and trades o! 
10,000 shares or more to :14 from H . 

Gainers also held the upper hand on the 
American Stock Exchange, and its Index was 
up 0.04 to 25.08. Turnover picked up to 3,-
610,000 shares from 2,560,000 Tuesday. 

In over-the-counter bond trading, prime 
corporates and long-term U.S. Government ls-
sues climbed 1 2 point. 
~lo~t C.roups Gain 

Besides copper sir e ' 
up were r>-· 



April 7, 1970. 

TO: Chairman Burns 

FROM: Robert C. Holland SUBJECT: Brinnner speech. 

I have read carefully through Governor Brinnner's speech 

of April 1, 1970 in San Francisco, and am led to the following 

conclusions. 

1. His connnents on general monetary policy - clearly identified 

as his own views - are indicative of his general policy 

emphasis, but are not sufficiently explicit, argumentative 

or future-oriented to extend beyond acceptable bounds 

(pp. 30, 32-33). 

2. His connnents on the desirability of lifting Regulation Q 

ceilings at the first opportunity also do not exceed 

connnonly accepted bounds (p. 21). 

3. His connnents on loan asset reserve requirements are 

introduced with an appropriately diffident wording: 

" ••• thought might ••• be given to the possibility. II 

I think his subsequent presentation is subject to criticism 

only in two related respects, insofar as its propriety 

is concerned: (1) the proposal is presented in such great detail 

and with so many illustrations that it invites the judgment 

that Board consideration of it is far advanced; and (2) 

there is no explicit cautioning statement that the proposal 

¼ 
/ 



Chairman Burns - 2 - April 7, 1970. 

Attachment 

is not -being actively considered by the Board and is not 

being put forward in its behalf. 



To _________ Boc1rd of GovE:rnors _ 

Fron1-. _____ Governor 13rirnr.:wr 

COARD OF 
r.,r· THC 

FEDERAi_ RESEF!VE: SYSTEM 

Subject: 

---
Date ___ April_15, __ 19;,o __ _ 

Attached nr:_;! summ.ary memoranda on certain pr:oposed foreign 

investmerlt~ tr.;_at I mentioned at today's Board meeti.ng. One 

involves app lications of Nocthe.rn Trust Company, Chicago, and 

Chernice.1 International Banking Corporation, New York, to acqu:Lr.s~ 

in comb:Lnnt:ion, 50 per cent of the stock of a bank being forn;ed in 

En gl,:nd. The other involves the application of Irving Int:ern~tion~ 

al FL1ancing Corporation, New York, to acquire, in comp.3.ny with 

Crock~r-Citi~ans International Corporation, San Francisco, 50 per 

ce11t 0f the stcck of an international financing corporation lo be 

Applicants contend that in neither case wi.11 ma jority control 

o:r rrn:magemont cUrection be furn:l.sbed by th8 U ,.3. i11terests elthe:e 

individually o,:- in combination. Accordingly: the :Sorird' s staff 

recommends that the so-called standard conditions :celatint~ to c.ases 

where control is exercised not be included in thes;;e instances" 

1-,ursuant to the understanc.ing at the Board meet:i.ng, these 

files are being m.."lde available to the other members of the Board 

for revie·w. Unless members indicctte tc me by Friday, April 17, a 

desire to have the applications placed on the Board agenda for con-

si.deration , I ·wi1.1 act upon them unde"J~ delega::ed ac1thcrity. My 

inclination is to approve them. 

-·· -----;-. t) 
/ ~· Ir,; 

/ <;) \ 
I,_, 
t~ l c: \ .,~ 

'~_j 



APPLICATION FOR APPROVAL UNDER DELEGATED AUTHORITY 

Date March 27 1970. _________ ..._ __ _ 
Federal Reserve Di.strict 2. 

By: Irving International Financing Corporation ("IIFC"), New York, New York, 
a Section 25(a) Corporation . 

For : Permission to acquire 25 per cent of the capital stock of a proposed 
international financing corporation, Australian International Finance 
Corporation ("AIFC"), Melbourne, Australia, at a cost of approximately 
$2,800,000. 

Reconnnendations for Approval : 

Federal Reserve Bank 3-24-70 

Clearances : 

State Department (informal ) 
Co n,ptro11er of the Cu:i: .cc;nl'.:y 
Legal Division (Board) 

3-18-70 

AIFC is to be organized under Australian law by four founding share-
holders: Australia and New Zealand Banking Group, Lt:d., a merchant bank head-
quartered in London, England; Bank of Montreal, a commercial bank domici led in 
Montreal, Canada; Crocker-Citizens International Corporation, San Francisco, 
California, an Edge Act subsidiary of Crocker - Citizens National Bank; and IIFC. · 
Each of the foregoing shareholders will have a 25 per cent interest in AIFC and 
each will appo int two members to AIFC's board of directors and one representative, 
resident in Australia , to a management committee responsible for the daily opera-
tions of AIFC. In its letter of application , IIFC contends that, as no action 
may be taken at any meeting of shareholders, the board of directors, or of ·the 
management committee unless a quorum is present and unanimous consent is obtained , 
there is no possibility for IIFC, either alone or together with the other Edge 
Act Corporation shareholder, to control the actions or policies of AIFC. Con-
sequently, it does not appear necessary that the letter of consent to IIFC con-
tain the standard conditions. Additional details concerning the. proposal appeir 
in the attached memorandum from the Federal Reserve Bank of New York. 

IIFC reports in combination with its parent, Irving Trust Company, and 
with its parent's other Edge Act subsidiary, Irving International Banking Corporation. 
FCRP: ·l-31-70 ; Outstundings, $3..16.~fi.,_JI1i1lian__; Ceiling, $31q 6 minion. 

Attachments - Memorandum from the FM of New York dated 3-23-70. 
Proposed letter. J 

' 
'c·~ 
,,~, -t 
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TO: 

?i\O?OSAL 

_____, 
F~DERAL RESERVE BANK OF HE\{ YORK 

BEX Files March 23, 1970 

Richard C. Penn, Analyst 

SUBJEC'i: : P~o)oscd investm2nt by Irving Inter -
national Fi~ancinG Cor?oration, Kew 
York, New York 1 in Australian Inter-
national Finance Corporation, 
Melbourne, Australia . 

Irving International Financing Corporation ( IIFC), New 
York, New York , requests consent of the Board o f Governors to 
invest up to approximately US$2,800,000 in t~e purchase o~ 25 per-
cent of the capital stock of Australian International Finance Car~ 
poration (AIFC), Melbourne, Australia . 

The proposed investment would represent 140 percent of 
IIFC 1 s capital (no surplus) of US$2,000,000 as of Decenber 31, 
1969. Therefore, the Board's consent would be re~uired fer the 
,urchase an~ holding of shares of AIFC by IIFC in excess o~ the 
applicable limit&tions set forth in the provisions of pareg~aph 
5(c) of Section 25(a) of the Federal Resarve Act and Section 
211 . 9(b) of Regulation K. 

I~ should be noted that th~s Ban~ authorized II~C 
(under delegated autr.ority) on February 19, 1970 to increase 
it s c2.pital from US~~2,000,000 to US$5;000,000. However ) :,e 
have been informed that the additional capital vill be paid in 
at the time the proposed investment in AIFC is consumuated; such 
investment would then represent 56 perce~t of IIFC 1 s inc~eased 
capital. 

AUSTRALIAN INTERNATIONAL FINA~CE CORPORATION (AI FC ) 

Organization and Operations 

IIFC states that the decision to establish AIFC is in 
response to the growing i~portance of the Pacific Area to world 
trade and the need for medium term financing in the gro~i~g 
Australian economy. AIFC is to be or8anized u n ~er Austr3lian 
lmr by four f'ounding shareholders : Australia and Hew Ze2.2.2.nd 
ilcnki~G Group Ltd., a merchant bank headquartered in London , 
Sn~land; Bank of Montreal, a coumercial bank domiciled in Mon -
treal, Canada; Croc~er-Citize ns International Corporation 
(c~ocker), San Francisco, Cali~ornia, an EQge Act subsidiary 
c.f c::..~ocker-Ci tizens Nationa l Bank , also heado~uartered in San 
?rancisco ; and IIFC. 
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AIFC would cngace in mcdiu~ and long tcr~ lend~nc, 
invcstEents, underwriting and other related financial services, 
essenticilly oper~tin= in a merchant ~anking capacity . Ini~ially , 
AIFC's activities would be concentre~ed in Australia in order t o 
se=ve U~ited States and other inte=national corporations which 
are esi:ablishinc ~anufacturing and extractive operations there . 
However, IIFC contemplates that AIFC will ultimately conduct a 
global operation ,rith enph2.sis on. the entire Pacific Arer-:.. . We 
a:te infor::ned. by IL:.i'C that AIFC would not engage in any business 
within t~e United. States . 

IIFC indicates that AIFC would rely on both the E- ·o -
dollar and Euro-currency markets as well as on the Australiai 
money market for the funds needed to conduct its lending acti -
vities, which would constitute the najor portion of its businc s 
(AIFC's investment activities would consist largely of equity 
nar+ici~ 0 ~1~n~ inci·<i-en~nl +o +·n~ COM')~~y's le~c..'in" nnt~·vi· ~1e~ ) _._ - v - - J::' .._._ 1.., - V - - _..., - l., c..;.. __ v v .._ ._. .... .. l.: C.:.. ;...1. .LI. - • O 0. '- J ..l.. V - 0 • • 

IIFC also indicates that, to the extent it is feasible, loans 
,rould be uctched su~stantially by deposits or borrowings in the 
s~~e cu~rcncy and with matching matu~ities . However, IIFC anti -
cipates that, at least in the initial period o~ its operations , 
the new co~poration will not be able to obtain cedium a~d long 
ter~ de~osits to match all of its loans. Consequently, it is 
planned that each of the shareholders of AIFC will nr=ange a 
:'st.2.r ... d.b~r u.ndert.c:~-:i:13= 1 -Co ~')l"Ovid.e J~I.~'C ,--ri..:~h add.itiona1 fttnd.s o.s 
needed. (c.s more fully described i.n the "C2.pit2.lization" sec•cion 
of this r e port) to the extent of ten times the respective share-
holder I s investment "to purchase loans fron AIFC or to lend P.I:G'C 
funds against its loan portfolio in the unlikely event ~hat at 
so~e future time funds are not available to AIFC from the Austra-
lian or Euro-markets' '. AIFC would be allowed to make loans un -
natched by deposits or borrowings only to the extent that such 
loans are covered by the proposed standby facilities . 

C2.pitalization 

AIFC would have an authorized canital of Australian 
(A)$50,000,000 (approximately US$56,ooo,oo5 at the cxc~~nce rate 
of A$1 = US$1 . 12), comprised of 50JOOO,OOO shares havin~ equal 
rights and having a par value of A$1 (US$1 . 12) per share , of 
which A$5,ooo , ooo (US$5,60o,ooo ) , or 5 , 000 , 000 shares , would be 
paid in initially . 

Initially, IIFC intends to purchase and hold 1 , 250 , 000 
shares of the out~tanding capital stoc~ ( representing 25 percent 
ownership) of AIFC at a cost of approximately US$1,400,000 . How -
ever , ve understand that, according to the purchase agree~cnt , 

- 2 -



'----' 

B~X Files 

II?C would make a further investment of like amount in co ~non 
shares , and/o~ subordinated debt and/or other form to be detcr -
2ined . The remaining c~pital stock would be equally divided 
a~ong Australia and Dew Zealand Ban~i~g Group Ltd., Bank of 
,,'or"·,•,c, 0 1 "'·"o.' C···oc1··"'-,.. (T"· 0 houlo.' 'o"' no~·.,,o.· .,__"'""· 0 rocvc.·f' 1.· c --~ ___ v_-......l.-, J ...... .1. ... _ :\..i..:.._ •. __ v U..i.J. c J. 1-.Jt.:: v 11._...v 'v ..... \.:.;..,.. v 

sub~itting e similar application throu~h the Federal Reserve 
Bank of Sen Francisco.) IIFC indicates that the four share -
holders of AIFC intend to offer an equal ?articipation in AIFC 
to at least one majo r bank headquartered in the Far East through 
the issuance of an additi onal 1,250,000 shares of AIFC, thereby 
reducing t~e proyort~onate interest of e2ch founding shareholde r 
(we understand that i nformal discussions have already been h~ld 
in this regard). In additio~ , equity pa=ticipations in AIFC nay 
be offered to other Australian institutions. 

IIFC's participation in the previously mentioned 
"st2.ndoy und.crtakingn to p::.~ovide AI:?C wj_-;:;h additional funds as 
needed will be arranged thiough IIFC 1 s parent orGanization , 
Irving Trust Company (Irving Trust), New York, New York . Under 
the proposed arrangencnt, Irving Trust would be prepared to 
provide up to US$14,ooo,ooo initially (te~ times IIFC's initial 
investnent in AI7C) and up to US $ 28,000,000 eventually (ten tines 
IIFC's total ~reposed in AIFC), as additional capital 
is contributed by each shareholder . 

I 
1 IIFC states that each of the foundinG shareholders 

wilJ. appoint two members to AIFC:s boarc. of directors and one 
reyrcsentative, resident in Australia, to a managenent coEmittee 
res~onsible for the daily operations of AIFC, with the repre-
sentative of Australia and acw Z~aland Banking Group ~td. acting 
as Ge~eral Manager. At leas~ five directors must be present at 
meetings of the board to constitute a quor~m, including one 
apyointee of each share~older, and all resolutions passed at 
CTeetings of AIFC 's board of directors and nunagement conmittee 

receive unaninous approval of the quorum present and voting . 
In a~dition, the presence of all shareholders is r equ ired for a 
quorun at any meeting of shareholders . A resolution cay be passed 
at such a meeting only if it is p~oposed u nan imously and receives 
unanimous approval . 

In its letter of application, IIFC contends that J, as 
no action may be taken at any meeting of shareho lders, the board 
of directors, or tne 1:1anagenent comni ttee unless a q_uorum is 
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presen~ and u~ani~ous consent is obtained, there is no ?Ossibility 
:or II7C, ei~her al6ne , or toge~~er·with Crocker, to con~rol the 
ections or ~clicies of AIFC. :=?C furt~er states that if ~he 
Board imposes its s~andard co~dition on the pro?oscd investnent , 
in a!l probability, it vould not be ccce~table to the other 
::hareholde:rs and "the project woulcl either be abandoned or 
reorganized 11i th non-U . S. shareholders 11

• 

We u~derstc~d ~~et the approva~ of the Reserve Bank 
of Australj_a is necessary for IIFC to make the :proposed. invest -
nent i~ AI7C . However, II?C does not contemplate any difficult y 
in obtaining such appro val. 

VOLUUTARY FOREIGN CREDI~ RESTRAINT ?ROGRA~ 

I!FC states, in effect, that the pro?osed invcst~ent 
would be made within the gaidelines set forth u~der the Adninis-
tration's vol~ntary foreisn credit restraint program. In this 
co~nection, the loreign Department of this Bank has indicated 
thu~ it has no objection to the ?reposed investment, either 
under the volunt~~y foreicn credit restraint program, or other-
wise. 

The pro?osed i~vest~ent ~ppears to be consistent vith 
~he purposes of Section 25(&) of the ?cderal Reserve Act . Ac-
cordingly, I recommend that the Board of Governors crant its 
consent for Irvine International Financing Corporation (IIFC), 
Jew York, New York, to invest up to approxiEately US$2,800,000 
in the ,urchase of 25 percent of the capital stock of Australian 
International Finance Cor?oration (AIFC), Welbou~ne, Austral ia, 
provided that~~ least US$1,400,000 is invested wi~hin one year ~ 
from the date of the Board 1 s approval. 

In this co~~ectio~, I ~lso recoEmend that t~e Beard 
grant its consent to the ~urchase and holding of shares of AIFC 
~y IIFC in excess of the auulicable limitations set forth in the 
provisions of paragraph 5(~) of Section 25(a ) of the Federal 
~eserve Act and Section 211 . 9(0 ) ot Re5ulation K . 

/ 

/-) 
./ _ ____.,,,, . 
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APPLICATION FOR APPROVAL UNDER DELEGATED AUTHORITY 

Date April 1, 1970. 

Federal Reserve Districts 2&7. 

By: The Northern Trust Company ("Northern"), Chicago, Illinois; and 
Chemical International Banking Corporation ("CIBC"), New York, New York,. · 
a Section 25(a) Corporation. 

For: Permission to acquire 800,000 shares (20 per cent) and 1,200,000 shares 
(30 per cent), respectively, of the capital stock of London International 
Bank Limited ("LIB" ), London, England, at a cost of approximate-ly .,, 
$1,920,000 and $2,880,000, respectively. .., 

Recommendations for Approval: 

n Division of Supervision and Regulation ·i ; 1 --,.,/ -,~---"""f'"..,...,'-----
Clearances: 

/I 
State Department (informal) 3~18-70 

.. 

Comptroller of the Currency ! I ------------Legal Division (Board) ______ .._ ______ _ 
As described in 'the attached memoranda from the Federal R~serve B~nks 

of Chicago and New York, LIB is being organized by two United States interests , 
namely, Northern and CIBC, and by two European interests, namely , Credit Su;:. £"se, . 
("CS"), Zurich, Switzerland, the third largest Swiss commercial bank , and · · 
Baring Brothers and Co., Ltd. ("BBC"), London, England, a leading English 
merchant bank. Northern and BBC will each own 20 per cent of the capital stock 
of LIB, while CIBC and CS will each own 30 per cent. LIB will have a -Board 
of Directors consisting of two representatives of each of the four foundLng 
shareholders, a Chairman who is at present the Senior Managing Directer oi: BBC, 
and a tenth member, a British citizen reported to be highly experienc a4.in 

' . international operations, who will function as Managing Dir.ector. of- tl..e -o;:.:ik . 
and be responsible for its daily affoirs . Neither maj ority -:.·ontr,·,l .~or.,·trE~ig.e- ~-
ment direction will be furnished by the United States. interests-, ei t ti'er h<liv.:i<l-• ually or in combination. ; 

LIB will be simi l a r to other banks (such as Atlantic . Int ;~na tional 
Bank Limited) that have been f ormed in Europe by consortia of European 'a rid 
American interests. Initial ly , it will offer loans in Euro-currencies, will 
underwrite, syndicate, sell and distribute long-term debt and equity securities, 
and will deal in foreign exchange as required. It is anticipated that more 
sophisticated financial services will be subsequently developed. 

· .. 
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FOREIGN CREDIT RESTRAINT PROGRAM 

Northern reports in combination with its Edge Act subsidiary, 
Northern Trust International Banking Corporation. As of February 28 , 1970 , 
its General Ceiling was $47,876,000 and outstandings charged against this 
Ceiling totaled $43,809,000. 

CIBC reports in combination with its parent, Chemical Bank, as 
well as with Chemical New York Corporation and Chemical International Finance, 
Ltd . As of February 28, 1970, its General Ceiling was $610 million and out- · 
standings charged against this ceiling totaled $533 million . 

In its application, CIBC reports that it has $3,000,000 on deposit 
in the Euro-dollar market which will be used to make its proposed investment, 
thereby preventing a capital outflow from the United States . 

Northern, in its application, states that its projections indicate 
that its proposed investment will be made within the foreign credit restraint 
guidelines. 

Attachments - Memoranda from FRB of Chicago dated March 16, 1970, and from 
FRB of New York dated March 23, 1970. 
rcoposed letters . 

1 

/ 
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BEX Files March 23, 1970 

c~thy E. Jones, An~lyst 

SUBJECT : Proposed investnent by Chemical 
Inte~na~~o~al Banking Corporation, 
New York, New York, in London 
International Bank Ltd., London, 
,'!:ngland. 

Chenical International Banki~g Corporation (CI3C), New 
~ork, Kew York, re~uests consen~ to purchase and hold, at a cost 
of approximately US$2 , 88o,ooo, 30 percent of the capital st6ck of 
Lo~don International Bank, Ltd . (LIB), to be incorporated under 
t~e laws of the United Kingdo~ and headquartered in London . 

The nrouosed investcent would represent 72 ~ercent of 
CIEC's capital-(n; surplus)_.of DS$4,000,000 as of Dec~nber 31, 
1969. Therefore, the Board's consent would also be requi~ed fo r 
C~3C to :purch~se and hold shares of LIB in excess of the appli -
c ab le linitations set forth in the provisions of paragraph 5(c) 
and Section 211 . 9(b) of Regulation K. 

Organization a~d Opera tioGs 

LIB is being organized by CIBC in participation with 
Credit Suisse, Zurich, Switzerland, described as the third largest 
Swiss commercial bank; Baring Brothers and Co., Ltd., London, 
England, described ~s a leading English merchant bank; and The 
Northern Trust Co., Chicago, Illinois, a general commercial bank 

-offerinG international as well as domestic and trust services. 
The proposed investment will operate as an independent institution 
c apable of generating business with its own customers as well as 
handling referrals from its shareholders . 

CIBC indicates that LIB will initially: ( 1) offer loans 
in Euro-currencies, primarily dollars, with tenors of three to 
seven years; (2) underwrite, syndicate , sell, and distribute 
lon3 -t cr~ debt aud equity securities ; and (3) deal in foreigu 
exchange as required. It is anticipated that more so?histicated 
financial services such as multi-national merger and acquisit ion 
work , international portfolio management and financial counselling 
will be subsequently developed. 



FEJZRAL R3SE~VB BANX OF ~EW YORK 
_____,, 

TO: B2X Files 

With the rapid rise in the significance and depth of 
~ne Zuro -curr ency 2arket, CIBC feels that specialized ECdiu~ - tern 
fina~cin3 co~panies such as LIB ere necessary to meet the lcnger -
tcrm finuncial requirements of mejor 3uropean corporate firms, 
particularly in the developed countries. We are infor~ed that 
LIB ,,ill conduct no business either direct or indirect in the 
United States. 

Copies of the Articles of As sociation and By -laws were 
forwarded to the Board by this bank on March 10, 1970. 

CAPI'I'ALIZATIOlii 

It is expected that LIB will have a capital of nound 
sterling (L) 5,~oo~ooo (approximately US$12,000,~00 at th; exchange 
rate of L 1 = US$2.40) , consisting of 5,000,000 shares of a par 
value of~ 1 ner share. The initial issued capital i s to be 
L 4,000 , 000 (~pproxinately 6s~9,600,ooo),of which 50 percent will 
be paid in on the first call. Suosequent calls on the re~ainder 
will be at future dates as required by the Bank 's growth . 

As previously m2ntioned, CIBC proposes t o purchase a~d 
hold 30 percent of the canital stock of LIB at a cost of approxi -
mately US$2,88o,ooo . Of the remaining capital stock, Credi~ Suisse 
will own 30 percent while Baring Brothers and Co. end Ihe ~orthern 
~rust Co. will each owri 20 ~ercent . 

\ ; 

Sach of the shareholders would be expected to participate 
on a pro , ra~a basis in the issuance of the equivalent of~ 5,000 , oor 
of subordinated debt capital having a possible ultimate ~aturity o 
ten years. This subordinated debt is not expected to be needed i~ 
mediately ; however, it will p~obably be call~d down within a year, 
dictated by the growth of LIB . In this connection, CI3C's nronor -
tionate share (a maximum of approximately US$3,600,ooo) w11i b~ ad-
vanced by its parent, Chemical Bank , New York, New York. 

' 

Mano.ger.1.ent 

The proposed bank is expected to have a Board of 
Directors consisting of two representatives o1 each of the ~our 
founding shareholders; a Chairnan who is at present the Senior 
M~naging Director of Baring Brothers and Co . (and who, we under-
ctand , is expected to continue in that ca9acity); , and a tent~ 
r.1e,1bcr , a British .citizen reported to be highly e'xper _,.:nced :i.n 
international operations, who will function as Managing Director 
of the oank, responsible for its daily affairs. · 
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It is stated th&t neither majority control ~or ~a~ageraent 
direction will be furnished by CI3C or American interes~s ~n con-
bi~a~ion. Accordingly, CIBC feels that the ~oard of Governors 
should refrain frora imposing t~e standard condition o~ this in-
vestment as such imposition vould severely linit LIB's competitive 
aims. 

OTriER AP?ROVALS 

~e are informed that the corporate naue of L=B will have 
to be submitted to the Board of Trade of England for necessary 
formal approval. In addition, it is stated that the p~opose d 
Chair~an of the Board is contacting the Governor of T~e Bank of 
~ngland with respect to the views of the regulatory au~horities 
i~ the United Kingdom. 

VOLUNTARY FOREIGN CREDIT RESJRAINT PROGRAM 

CIBC inforns us that it currently has US$3,COO,OOO on 
deposit in ~he Euro-dollcr market which will ~e used to make the 
p~oposed investment thereby preventing a capital outflo~ from the 
TJ:.1 t e d St 2.. t es Accordingly, the Foreign Departnent of this 3ank 
has indicated that it has no objection ta the ~reposed investnent, 
either ~nder the ~evised voluntary foreign credit res traint pro-
Gram, or otherwise. 

The nronosed investcent annears co ~sistent w~th the 
purposes of Se;ti~n 25(a) cf the Fe~~ral Reserve Act. Accordingly , 
I recoQmend that the Board of Governors Grant its co~s ent for 
Chemical International Banking Corpori~ion (CIBC), ~ew York, New 
York, to purchase and hold, at a cost of approximately US$2,88o,ooo , 
30 percent of the capital stock of London Internationa~ Bank, Ltd ., 
Lo=don, England . I further recc~mend that the Board o~ Governors 
grant con sent for CIBC to purchase and hold the aforementi oned 
capital stock in excess of the li~itations set forth in the pro -
visions of paragraph 5(c) of Section 25(a) ot' the Federal 3eserve 
Act end Section 211.9(b) of ~cgulation K . 




