Changing Credit Conditions

"% GREAT CHANGE has occurred in credit condi-
tions in the past two or three months. Time and sav-
ings deposits in commercial banks and other financial
intermediaries have risen significantly; the nation’s
money supply has stopped declining; most interest
rates have declined sharply; and credit has apparently
become more readily available. These developments
may be most appropriately appraised by comparing
recent experience with somewhat longer-run trends
and by considering changes in specific factors under-
lying expansion of money and credit, such as Federal
Reserve actions.
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Federal Reserve credit, as measured by System hold-
ings of securities plus member bank borrowings from
the System, has grown very rapidly since October.
This indicator of monetary action grew at an annual
rate of 12 per cent from October to
January after increasing at only a 4

Ratio Scale
per cent rate from April to October

Billions of Dellars

follewing a 5 per cent increase in the year ended in
April.

Most of the gains in reserves were used to support
Government and time deposits. Reserves available to
support private demand deposits (the major com-
ponent of the money supply) have shown little change
since October following a decrease at a 4 per cent
annual rate from April to October and a 5 per cent
increase in the preceding year.

MHoney Stock

The nation’s money stock—private demand deposits
plus currency held by the public—showed little net
change from October to January. From April to
October money declined at a 1.5 per cent rate. Money
increased 6 per cent in the 12 months ended in April
1966 and at an average 3 per cent rate from 1961 to
19635.
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Interest Rates

by large banks, for example, rose at a
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The volume of large certificates of deposit at major
commercial banks rose markedly (almost $3 billion)
from late December to early February. By contrast,
these CD’s fell $3 billion from late August to Decem-
ber after rising only moderately from the end of
April to August. In the year ending last April CD’s
went up 20 per cent. Movements in market interest
rates relative to the legal maximum of 5% per cent
payable on CD’s have probably been
the chief factor fostering the fluctua- Ratio Scale

part a lessening in the demands for
credit. Sales and production have risen at slower rates
in recent months, and demands for credit usually par-
allel these developments, Seasonally, there has gener-
ally been a smaller demand for credit in January than
in the fall when crops move to market and inventories
are expanded for Christmas,

1t is not apparent that the renewed intermediation
role of the commercial banks since December and the
consequent increase of bank credit provides an ex-
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year, Preliminary data from other
financial institutions indicate that
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planation of the general downward movement of in-
terest rates. Rather, the market interest rate decline
relative to the rates banks are permitted to pay on time
deposits explains the growth of bank credit and pre-
sumably an eclipse of some other avenues of financial
intermediation.

Despite the decline since last September interest
rates still remain at i]igh levels relative to most past
periods,

SELECTED INTEREST RATES
Averages of Doily Yields

September February 17,

1950 1965 1966 1967
3-menth Treasury bills 1.22% 3.95% 5.38% 4.62%
leng-term Governmert bonds  2.32 4.21 479 4.49
Highest-grade corporate
bonds 2.62 4.49 5.49 5.0%
4- to 6-month commercial
paper 1.45 4.38 5.8¢ 538

Consumer Credit Developmiernts

Consumer instalment debt has continued to in-
crease in recent months, but much less rapidly than
a year ago. From August to December this indebted-
ness rose at a 7 per cent annual rate compared with
a 13 per cent rate of increase in the like period a year
earlier. This slowing in the rate of growth of consumer
debt has been rather steady for a year and a half,
Around mid-1965 this debt was growing at about a
14 per cent annual rate, From the summer of 1965 to
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the end of the year the rate was about 13 per cent,
while from then to late summer 1966 growth was at a
10 per cent rate,

The recent growth rate of 7 per cent in consumer
instalment credit is low compared with the 8.5 per
cent rate growth in personal income in the same
period and with the 12 per cent anpual growth in in-
stalment credit from 1961 to 1985, It is about the
same as the rate of credit growth from 1955 to 1961
Crowth in the late 1950's was sharply down from the

extremely rapid 17 per cent a year increase from 1949
to 1955,

CONSUMER INSTALMENT DEBT

Annual Rates of Increase

August 1966-December 1966 ... ... ... ... ... 69
Pecember 1965-August 1966 ... . ... ... ... 10.2
July 1965-December 1965 ... ... .ol 12.8
March 1965-July 1965 .. ..o i 13.¢
19611985 L. e 12.0
L2 2 - 71
10491805 . e e 16.5

Credit for the purchase both of automobiles and of
other consumer goods increased less rapidly in the last
four months of 1966 than a year earlier. However, the
decline in the rate of growth appeared considerably
earlier for automobile paper than for other consumer
goods credit. :

Automobile credit outstanding rose from the spring
of 1963 to the end of the year at about a 15 per cent
annual rate. From then to March 1966 growth was
at a 10 per cent pace. From March to December
automobile credit expanded at a 7 per cent rate.

per cent rate in the 1961-65 period, 4 or 5 per cent

90 from 1955 to 1961, and about a 20 per cent rate from

1949 to 1955.
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Credit for the purchase of consumer goods other
than autos showed no decline in the rate of expan-
sion until September. This credit grew at a rate of

30 about 14 per cent a year from the spring of 1965 to

August 1966; growth then lessened to an ammual
{Continued on page 24)



rate of 12 per cent in September, 8 per cent in Octo-
ber, 7 per cent in November, and 9 per cent in
December.

The growth of credit to purchase consumer goods
other than automobiles at a 9 per cent annual rate
from August to December compares with an increase
at an 11 per cent rate from 1961 to 1965, an 8 per
cent rate from 1955 to 1961, and a 13 per cent rate

from 1949 to 1955.
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