
Contents:
Country bank participation in

the federal funds market p. 3
Current conditions p. 9
Economic briefs p. I 2

~~AL SER.VE BANK OF MIN~’T~.APOLIS

JULY 1966



Country bank participation
in the federal funds market

Managing cash for better profits is a subject Many largerbanks,in order to keepan optimal
that commandsinterestamong all businessfirms, amountof funds “working,” attempt to keeponly
and particularly at banks where cash positions the minimum amountsof cash required by law
often fluctuatesharplyand unexpectedlyfrom day and by the obligationsof their correspondentre-
to day. New customerdeposits, for example, the lationships. They devote considerableattention
magnitude and timing of which can seldom be eachday to their cashposition, dispatchingany
anticipatedwith precision, increasea bank’s cash surplus that develops to profitable employment
position as well as its liabilities. And the addi- and covering any deficit through borrowing or
tional cash generatedby the deposit inflow re- the saleof earningassets.Of thevarietyof outlets
mainsidle, providing no revenue,until a decision and sourcesof cash,noneis more important than
is madeconcerningits allocation.If a decision is the federal funds market, particularly so if the
to be made,what shouldit be?Should short-term cashsurplusor shortageappearsto be temporary
Treasuryhills or other cash substitutesbe pur. in nature.
chased?Or perhapsnew loans should be ex-
tended?Or indebtednessreduced?,A similar set of What are “federal funds”
questionsarise when a bank’s cash position is The term “federal funds” refersto deposithal.
drawndown.Shouldstepsbetakento immediately ances held at Federal Reserve banks. Member
acquirenew cash? If so, how? Through the sale banks hold most of these balances,and the hal-
of an earningasset?Or perhapsan increase in ances held count toward the fulfillment of their
borrowing? Whateverthe courseof action or in- legal reserverequirements.A memberbank with
action, revenuesand costs are affected, and ulti- more in its reserveaccountthan neededto meet
mately profits. its currentrequirementsmay lendthe excess,at an

Bank management,however,does not have full agreed-uponrate of interest, to a second bank
discretion in handling its cash position. Banks that wishes to increasethe amount in its reserve
which are membersof the FederalReserveSystem, balance. In the terminology of the market place,
for example, must adhereto the legal reservere- the lending bank is selling funds, and the bank
quirementsspecified by the Board of Governors that borrows is buying or purchasingfunds. Or-
in Regulation1), requirementswhich statethe pro. dinarily, purchasesandsalesare for onedayonly,
portionsof demandand time depositsthat must with the selling bank regainingits funds on the
be maintainedin acceptableforms of cash— coin businessday that follows the original sale.
andcurrency (vault cash) anddepositbalancesat A transaction in federal funds might proceed
theFederalReserve.In addition,memberbanksor- as follows: Suppose the ‘Northstar bank”, a
dinarily hold depositbalanceswith correspondent hypotheticalNinth district memberof the Federal
banks to indirectly compensatetheir correspon- Reserve System, reviews its Thursday morning
dentsfor servicesprovided.The averageminimum clearing figures, estimatesthe changesin its re-
balancethat one bank must keep with another serve accountthat are likely to occur during the
as well as the length of the averagingperiod are remainderof the day, and then estimatesthat it
mattersagreedupon by the banks involved, has approximately$1 million more than needed
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to cover requirernetits.After consideringthe al- Growth in activity has been accompaniedby,
ternatives,a federal funds sale is decided upon. and in part attributable to, the entry of smaller
The Northstar then calls a correspondent,the banks into the market as buyersand sellers. A
“Beta National” of New York City, to determine specialsurveyin the PhiladelphiaFederalReserve
whether the correspondenteither needsfunds or district revealedthat the participationrate among
knows of anotherbank that may be willing to countrymemberbanksin the federalfunds market
purchasefunds. Beta National,needingadditional rose from about 5 per cent at the beginning of
cashin its reserveaccount,agreesto purchase$1 1960 to 34 per cent at the beginning of 1965.2

million for oneday at 5 percent interestandthen Similar results were found in the New York Fed-
confirms the agreementby wire or letter. The eralReservedistrict: theproportionof all country
Northstar then calls the FederalReserveBank of memberstrading funds grew from about 15 per
Minneapolis and requeststhat a wire transfer of cent at the beginning of 1960 to 49 per cent in
$1 million he madeto Beta National through the November,1%5.~
FederalReserve Bank of New York. This tele. The increasein small bankparticipationhas in
phone instruction is later confirmed in writing, some areasbeen encouragedand facilitated by
Within a few minutesafter receivingthe call from larger city correspondents.Thesecity banks,both
Northstar the Minneapolis “Fed” wires the New asa meansof providingbettercorrespondentserv-
York “Fed” to credit $1 million to the account ice and of contributing to their own growth and
of Beta National.At the sametime, of course,the importance.have familiarized their smaller bank
reserveaccount of the Northstar at the Minne- customerswith the mechanicsof the federalfunds
apolis“Fed” is reduced.On thefollowing morning, marketand the benefitsto be derivedfrom partic.
Friday, upon instruction from the Beta National, pation. Further, they have been willing, within
the funds are returnedthrough a reversalof the limits, to meet the needsof their bank customers
debit and credit entries on the books of the for funds, thus providing reliable outlets for sur-
FederalReservebanks involved. The interestpay. plus cash andsupplypoints from which to obtain
ment, totaling $139, may be paid by a cashiers cashfor shortages.The larger city correspondents
check from Beta National. Ordinarily, interest havein turn relied on the “national” federalfunds
would not be returned with the funds, since the marketas a meansof acquiring resourceswhen
FederalReserveleviesa chargeon wires involving their customers’ requirementswere more than
amountsthatare not multiples of $1,000. could besuppliedfrom their own positions andof

Volume expands five-fold selling funds when their customers’surplus bal-
anceswere in excessof their own needs.

Thoughthe federal funds marketoriginated in ~1~ogain information about the participation of

the early 1920s, it was not until the close of small Ninth district banks in the federal funds
World War Ii that it beganto thrive as an irn- market,information that couldcontributeto a bet.
portant meansof adjusting cash balances.Since terunderstandingof currentbankpracticesandbe
then,the volume of activity has shownsubstantial useful in the administrationof the discount win-
expansion. In the period 1951.53 averagedaily dow, the FederalReserveBank of Minneapolisin
purchasesareestimatedto havetotaled some~ September1965 sentquestionnairesto all country
to K30 million. in contrast,purchasesduring the 2Jack C. Rothwell, “Federal Funds and th

0 Profits Squeezeyears 1960.63 averaged $1.5 to $2.5 billion per —A New Awareness etCountry Banks.” Business Review,

day, approximatelyfive times the volume of the ~ederelReserve Bank of Philadelphia (March, 1965), p. 4.3William G. Colby, Jr., and Robert B. Plaft, “Secondearlier period.’ District ‘Country’ Member Banks and the Federal Funds
1Parker B. Willis, The Federal Funds Market, Federal Re- Market.” Monthly Review, Federal Reserve Bank of New

serve Bank of Boston (October, 964), p. 34. York (May, 1966), p. $5,
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memberbanks in the district. All questionnaires TABLE 1 — NINTH DISTRICT COUNTRY MEMBER
were returned— a total of 4.88. BANKS, BY SIZE AND BY PARTICIPATION IN

THE FEDERAL FUNDS MARKET
Summary of survey results Number

Deposit size Market Percentage distribution
Seventy.fourbanks, representingabout 15 per (millions of dollars) participant Nonparticipant Total

cent of the 488 Ninth district banks surveyed, Under 2 — 56 56

stated on their replies that they had either pur. — 100.0 100.0

chasedor sold federal funds prior to September 2 to under 4 2 $29 131

1965. Most of thesetrading bankswere quite new 1,5 98,5 100,0

to the market: only 10 tradedfunds prior to the 4 to under 8 9 121 130

start of 1961; the remaining64 enteredthe mar- 6.9 93,1 $00.0

ket for the first time subsequentto that date. 8 to under 16 26 77 103

The breakdownby depositsize (Table 11 shows 25.2 74.8 $00.0

that the vast majority of relatively small member $6 to under 32 22 26 48

banks in the district had,at least until the time 45,8 54.2 $00.0
32 and Over 15 5 20

of the survey, no direct experiencewith the funds
75.0 25.0 100,0toarket.Only two of the 187 bankswith less than All banks 74 414 488

$4 million in total depositswere trading banks. $5.2 84.8 100.0

Among largerbanks,on the otherhand,participa- Note: Banks were grouped into size classifications on the

tion was relatively more significant. in the cate. basis of total deposits held at the end of December
$964.

gory of banks with between$16 and $32 million
in deposits,for example,22 of the48 bankstraded TABLE 2 — BUYING AND SELLING BANKS, BY
funds, a participationrateof about46 percent. TYPE OF TRADING PARTNER

Not all of the 74 tradingbanksoperatedon both Number of buying banks which usually buy
sides of the market. Twelve indicated that they from
only purchasedfunds while five statedthat they Corres. Corres-
only sold. The remaining 57 both bought and pondents pondents

outside Other Government
sold, (In what follows the term “buying banks” 9th 9th commercisl securities
will refer to the 12 that only purchasedplus the district district banks dealers Total

57 that operatedon bothsidesof the market; cor~ 10 24 35 0 69
respondingly,the term “selling banks” will refer Numberof selling banks which usuallysell to
to the five that only soldplus the 57 that operated Corres. Corres.
on bothsides.) pondents pondents

“With whom do you usually trade?”This ques. in outside Other Government
9th 9th commercial securities

Lion broughtforth the repliessummarizedin Table district district banks dealers Total

2. Surprisingly, few banks checkedtheir Ninth 7 2 I 31 3 62
district correspondents.Most indicatedthat they
usually traded with banks locatedoutsidethe dig- Note: The number of buying banks totals the number ofbanks that only buy federal funds plus the banks that
trict, predominantlynoncorrespondents.Three of both buy ~nd sell: correspondingly, the number of

banks that only sell funds plus the number that both
the selling banks reported that they ordinarily buy andsell.
sold to nonbank governmentsecurities dealers.
Such dealers acquire funds in order to finance To gain someperspectiveon the level of activity,
their security positions;the funds purchasedare several questionswere included concerning the
transferredto the reserveaccountsof the banks size and frequencyof federal funds transactions
that handledealers’transactions. during the first half of 1965. The replies mdi.
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catedthatsomeof the trading banks Were inactive TABLE 3 — NUMBER OF BUYING BANKS, BY SIZE
during this period. Six of the buying banks— OFTYPICAL PURCHASEDURING THE FIRST HALF
those who had purchasedfunds at least once in OF 1965

Size of purchase
the past— reportedthat no purchaseswere made (thousandsof dollars)

in the first half. Similarly, five of the selling No
purchases

banks reportedno sales.Severalof theseinactive Deposit made 200 600

banks, however, volunteered the comment that size in to to 1,000
(millions first Under under under and

they plannedto purchaseor sell funds sometime of dollars) half 200 600 1,000 over
later in the year. Total

Banks that actually tradedfundsduring the first 2 to under 4 I — — -—- -—

half of 1965 were askedto give the size of their ~ to under 8 I 2 5 — — 8

typical transaction.The replies, summarized it~ 8 to under 16 2 3 ‘7 I — 23

Tables3 and4, show that most banksmademdi- 6 to under32 2 — II 4 5 22

vidual purchasesand salesof less than $1 million 32 and over — — — --- $5 15

in size. They also show a direct though imperfect Total 6 5 33 5 20 69

relationship between size of hank and size of Note: Deposit size clo~sification bast~don total deposits
he

td at the end of December 1964,
transaction. For example, of the eight buying
banks with total depositsof between$4 and $8 TABLE 4 — NUMBER OF SELLING BANKS, BY
million (Table 3), two reportedthat their typical SIZE OF TYPICAL SALE DURING THE FIRST HALF
purchasewas under$200,000and five that it was OF 1965

Size of sale
between $200,000and $600,000. (One bank in (thousandsof dollars)

this group madeno purchases.)At the other ex- No sales
Deposit made 200 600

treme, all of the buying banks with $32 million size in to to 1,000
and over in total depositsreporteda typical pur- (millions first Under under under and

of dollars) half 200 600 1,000 overchaseof $1 million or better. Total

Transactionfrequencyduring the first half of 2 to under 4 I — — — —

1965 indicates that the federalfunds market is an 4 to under8 — — I 3 — 4

important outlet and source of cash for trading 8 to under $6 4 2 13 I I 21
banks. Among the 63 banks that actually made 6 to under 32 — 2 $0 6 4 22

purchasesduring 1965’s first half, the average 32 and over — — I — 13 14

numberof individual fund acquisitionswas 25.2 Total 5 4 25 10 18 62
(Table 5, The averagefrequency of purchase, Note: Deposit size classification based on total deposits

like size of transaction,varied by size of bank: held at the end of December $964.

small banks made fewer purchasesthan large down by the behaviorof larger banks,thosewith
banks.For example,eachof the sevenbankswith $16 million andmore in deposits;on the average,
total depositsof between$4 and $8 million that each of the larger banks made fewer salesthan
enteredthe market on the buying side made an purchases.This may reflect the seasonalbuying
averageof 7.6purchases.On the otherhand,each andselling patternof theselargercountry banks.
of the largest.sizedbuyers,$32 million and over, Additional data, coveringa much longer span of
averaged48.6purchases. tune, would have to be gatheredbeforea determi-

The averagenumberof salesamong the banks nation could be made.
that were active on the selling side of the market Theamountof interestpaid out and the amount
was somewhat lower, 17.4, than the number of earned on purchasesand sales dependson the
purchasesper bank. Average sales were pulled size and frequencyof transactionand the rate of
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interest.’ During the first half of 1965 TABLE 5 — PURCHASES AND SALES OF FEDERAL FUNDS

the federalfunds rate fluctuatedabout DURING THE FIRST HALF OF 1965
an averageof slightly more than4 per Buying Banks Selling Banks

Number Number Number Number
cent,droppingas low as 2 percenton active of active in of
two occasionsand rising to a high of in the purchases the sales

Deposit size market* per market** per
•1J~per cent on many of the days in (millions of dollars) active bank active bank

the latter half of the period. The total 2 to under 4 — — — —

amount of interestpaid out andearned 4 to under 8 7 7.6 4 12.0
8 to under lb 21 14.6 $7 23.5

by active Ninth district participants is 16 to under 32 20 32.5 22 18.2

shown in Table6. On average,eachof 32 and over $5 48.6 14 15.9

the banks that purchasedfunds paid All banks 63 25.2 57 17.4

out a totalof $3,840during the period, ‘Only the banksthat actually purch~~edfunds during the first half of the

and each of the active sellers received year are included. Six buying banks were inactive.‘~lncludesonly the banks that actually sold funds. Five of the 62 selling
$2,889. The smaller income on sales banks were inactive during the first half of the year.

apparently resulted from the lower Note: Deposit size classification based on total deposits held at the end
of December 1964.frequencyof sales transactions.

TABLE 6 INTEREST PAID AND EARNED ON
FEDERAL FUNDS TRANSACTIONS BY ACTIVESummary and conclusions MARKET PARTICIPANTS DURING THE FIRST HALF

The results of the survey indicate that only a OF 1965.
limited number of Ninth district memberbanks Total Totalinterest interest
made use of the federal funds market. Among paid received

Deposit size per active per active
those that did enter the market, size and fre. (millions of dollars) buying bank selling bank
quency of transactionseemedto be directly re- 2 to under 4 — —

lated to size of bank.Exceptionsto this rule were 4 to under B $ 429 $ 64$
8 to under $6 661 1,641

found among the larger country participants lb to under 32 3.226 2948
where saleswere less frequent than the sales at 32 and over 10,700 4,956

their smaller.sizedneighborsduring the first half All banks $ 3,840 $2,889

of 1965. Note: Deposit size classtication based on iota~deposit held
at the end of December 1964.

One result of the survey deservesspecial com- other districts indicates a direct relationship be-
snent:As noted, only 74 country memberbanks, tween the participationrateand the proportionof
15.2 per cent of all country membersin the dis. small banks. In the New York Federal Reserve
trict. trade federal funds. is this a low or high distri(t the 1)65 participation rate of country
participationrate? The answerwould seemto be memberbanks in the federal funds market was

that it is low. Surve s taken in other FederalRe- 49 per cent and the proportion of country banks
serve districts have shown considerably higher with less than $10 million in depositswas 42 per
participationratesamongcountry memberbanks. cent.5lii the Chicagodistrict, wherecountrymem-

Why is the Ninth district rate relatively low? herswith less than $10 million in depositsrepre.
First is the factor of size of bank.Evidencefrom sent about 61 per cent of all country banks,

5Williern G. Colby Jr.. and Robert B. Plaft, “Second Dis-
4The number of days each purchase and sale is outstanding trict ‘Country Member Banl~ and the Federal Funds

is also relevant. Generally, Ninth district participants made Market,” Monthly Review, Federal Reserve Bank of New
one-day transactions during the first half of 1965. York (May 1966), p. 115.
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actual participation in the market during 1965 one another.This in itself discouragesintra-dis-
was about 25 per cent.6 And in the Minneapolis trict trading and, in addition, places the large
district, whereabout15 percent of countrymem- city banks that are membersof a holding comrn
hers stated that they traded funds (though not pany in the position of legally being ableto trade
all did so in the first half of 1965) over 70 per funds with someof thecountrybanksthey serveas
cent of all country banks have depositsof less correspondentbut not with others.Their attitude
than $10 million, towards trading funds with country banks may

The answerto the original query which these reflect a desire to avoid having Lu discriminate
numberssuggest,then, is that participationin the amongcustomers.
federalfunds marketis relatively low in the Ninth The factor or combinationof factors that pro-
district becausethereare a relatively larger num- vides the best explanationof the relatively low
her of small banks, Unfortunately,this doesnot participation rate in the Ninth district remains
answerthe question,but it replacesit with a new to be found. The pointsput forward can only be
unknown:Why shouldsmall banksnotparticipate consideredas suggestive.For more definite con-
in the market?The explanationmaybe thatsmall clusions,additional evidemewould be required.
bankshave little knowledgeof the funds market. —J. N. DUPREY

This view is not without foundation— several
banks returnedtheir questionnairewith thecorn-
snent that they had never heard of federal funds.
An alternativeexplanationmay be that participa-
tion is low becausethe netgains to be realizedby
closemanagementof cashbalancesare smallcom-
paredto the gainsfrom devoting limited manage.
ment resourcesto other activities. This too is
plausible,thoughdifficult to evaluate.

The relatively low participation rate may be
partially explainedby banksize and thecharacter.
istics closely associatedwith size, but at least one
other factorshouldheconsidered.As notedearlier,
in someareaslargecity bankshavepromotedand
facilitated thedevelopmentof regional marketsin
federal funds. This hasnot been the case in the
Ninth district, though it is true that large city

bankshave made occasionaltradeswith smaller
district banks.The negativeattitude of somecity

banksmay in part be explainedby their statusas
membersof one or anotherof the severalholding
companiesthat exist in the district. Members of
the samecompanycannot lend to or borrow from

‘Dorothy M. Nichols, ‘Marketing Money: How ‘Smaller’
Banks Buy and SeH Federal Funds,” Business Conditions,
Federal Reserve Bank of Chicago (August 1965), pp. 9-I I,
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conditions...

M ost of thedistrict’s economicindicator series crease over a year earlier with the production
continuedfavorableat or nearthemid-year point, worker man-hour series up around 7 per cent.
Farm product prices were relatively high; agri. The evidencefrom thesetwo series supports the
cultural production prospe(1-ts were rated good; view that the machinery and primary metals in-
industrial productionhad expanded;employment dustrieshaveprovided the main impetus for the
had increasedwith low unemploymentrates; and district’s industrial production expansh~nthus
retail saleswere booming.Money andcredit, how. far this year.
ever, had becomerelatively tight as the demand The district’s May employment data show a
for loans was strong in relation to the available big 4.0 percent increasefrom a year earlier with
suppliesof credit. The ratio of loans to deposits evenstrongeradvancesin manufacturingand con-
at Ninth district member banks had advanced structionemploymentof 5.8 percentand10.2per
moderately from year-earlier levels, particularly cent respectively.Although building permits for
at the larger city banks, but with a sharp in- singlefamily houseshavelaggedin recentmonths,
creasein the use of federal fundsand of borrow. contracts for nonresidential building have cx-
ings from theFederalReservehank, pandedsharply.

Although croppredictionsatmid.yearare some- The available data on new hirings and “quit”
what speculative, prospects are bright for a rates indicate a tight labor market within the
bumpergrain crop, assumingnear normal condi- district with averageweekly earningsand weekly
tions (luring the critical July and August period, hours in manufacturing just slightly below the
District farm (‘ash receiptsduring April (there j5 national rates. The district’s unemployment rate
abouta 2-monthlag in the data) were at an all. in May was estimatedat 3.9 per cent compared
time high for the month up 20 per cent from with 4.0 per cent for thenation.

the year’earlier level. Practically all of the gain With businessexpanding,more peopleworking,
was in livestock and livestock product receipts. and a bright farm picture, it might he expected

Cash income from grain had changed little, but that people would be spending more —- and imp.
at this seasonof the year grain sales contribute parently they are, District bank debits in April
a relatively smaller proportion of total receipts. and May were up 20 and 22 per cent respectively
More recently, sharp advances in grain prices, from year earlier levels and April retail sales
particularly soybeansand wheat have helped to spurted11 percentover April 1965.
maintain improvedfarm incomes.

The industrial use of electric power in early The following ~e1ectedlopu:s describeparticular
1966 registered about a 12 per cent rate of in- aspectsof the district’s current economicscene:
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Wheat supplies tighten, largely to unfavorable weather in the Pacific
prices move upward Northwest.

In the Ninth Federal l~eservedistrict the total
Current speculationover this ~ear’swheatbar- wheatcrop is forecastat 307 niillion bushels,a 7

vest has focusedattention on what could be one per cent decline from last year but 1 per cent
of the major problems facing the agricultural larger than the 1960-64 average.District winter
economy--— the stocks of ~sheat.The successof wheat is at 71 million bushels,down 5 per cent,
recentfarm programsin reducingwheatsupplies as reducedacresoffset generally higher expected
togetherwith a strong demandfor wheatand an yields. Spring wheat is forecast at 237 million
added emphasisgiven to food in foreign aid bushels,clown 14 percent.
policy hasmadeit clearthat theera of production A seconddevelopmentthat is bound to have
cutbacksis nearan end. The turnabout,however, side effects on U. S. wheatsupplies is Canada’s
appearsto be approachingwith unexpectedrapid- recent commitment to sell at least 336 million
ity and concern over wheat supplies during the bushels of wheat to the U.S.S,R. over the next
next two years or so is becoming increasingly threeyears.This new commitmenttogetherwith
evident. Some adjustment to this situation has previous Canadian sales agreementswith other
already occurred,a~shown in the recent 15 per nationsshould pushtotal (auadianexportsabove
cent expansion in the national wheat acreage the 600 million bushellevel. Export salesof that
allotment, magnitudemight well extendCanadianprocessing

Two recent developmentshave underlined the and handling facilities to the limit. Thus, the U.S.
concernoverwheatsupplies.Of prime importance can expect additional foreign demandthat will
was the June 1 crop estimatethat forecasta i~ spill over from the Canadianmarket.
tional 1966wheatoutput of 1.2 billion bushels, a These two events, the crop report and the
figure 7 per centbelow thatof 1965. An output of Canadiansale, havehad a market effect on U. S.

only 1.2 billion bushels, more importantly, falls wheat prices. ‘l’he Junefutures contract in Mm-
considerably short of the production estimates neapolisjumped from 81.81 per bushel on June
used prior to the crop report in making judg. 14 to $1.95 per bushel on June21, as old crop
mnentsasto the carry-overat the end of the 1966. wheat supplieswere slow in moving to markets.
67 marketingyear. The drop in production plus The Junecontract had sold for as iow as $1.65
the not overly comfortable current carry-overof per bushel earlier in the year, Expectationsfor
some 550.600 billion bushels means that th~ continuedtight supplyduring the coming months
carry-over next year could reach an extremely were reflected in the prices for new crop futures
low level of 300 million bushelsor less, if current contracts.The March futurespricemoved upward
consumptionestimatesmaterialize, from $1.84on June14 to a high of $2.09during

The expecteddecline in this year’s output re- the third week in June after having opened in
flects generallylower output throughoutthe wheat April at lessthan81,70 per bushel.
producingareas.Winter wheat is expectedto fall
to 975 million bushels,5 percent under 1965,be- Action taken to moderate
causeof drought and freezing weather during credit, deposit growth
May in the central and southernGreat Plains. The Boardof Governorsof the FederalReserve

Spring wheat production, granting a more Systemhastakentwo actionsto moderategrowth
speculativecropestimateat this stageof the sea- of bankcredit anddeposits.The Boardhasraised
son, is expectedto total only 259 million bushels, from 4 per cent to 5 percent the requirementson
down 14 per cent from 1965. The decline is due time depositsin excessof $5 million at Federal
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Reservememberbanksand also moved to place nation primarily those issuing savings certifi.
promissorynotes of less than two years maturity catesand other certificatesof deposit (CD’s) in
under regulationsgoverningreserverequirements largevolume are expectedto be affectedby the
and paymentof intereston deposits. increase in requirements.The action should cx-

The increase in reserve requirementsbecame ercisea tempering influence on bank issuanceof
effectiveJuly 14 for reservecity banksandJuly 21 time certificatesof deposit.Themeasurewill also
for all othermemberbank’~.The action regarding serveto apply a moderateadditional measureof
shorter-termbank promissory notes will become restraint upon the expansionof banks’ loanable
effectiveSeptember1 andwill apply to all promis. funds and thus reinforce the operationsof other
sory notescoveredby the actionthat are issuedon

instrumentsof monetarypolicy in containing in-
or after June27, 1966 andare outstandingon or

flationarypressures.
after the effective date.

The reserverequirementincreaseis expectedto The purposeof the new regulationson shorter.
raiserequiredreservesby morethan$400 million term bank promissory notes is to prevent future

aproxinmately$350million at reservecity banks use of these instrumentsas a meansof circum-
and $70 million at othermemberbanks.All told, venting statutory and regulatory requirements
about 950 larger memberbanks throughout the applicableto bankdeposits.
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Economic

1. Lead smelter expands 3. Generating plant “tops out”
Plans for the constructioti at the East Helena, The metal superstructureis at full height and

Montana, custom lead smelterof a $1.5 million concreteis being pouredfor the smokestackfor
roasting plant for ore refining have been an- Northern StatesPower Compan~’‘s Allen S. King
nouncedby American Smelting & Refining Corn. electricgeneratingplant at Oak l’ark Heightsnear
pany.Work on the project shouldhe completed Stillwater, Minnesota. The 550,000-kilowatt, $63
by September,accordingto a companyspokesman. million facility is expectedto be in operationin

May 1968.

2. Improvements at Zap mine
Capital expendituresof nearly $2 million are

being madeby North AmericanCoal Corp. on its 4. 80-mi. pipe line underway
Indian Headlignite minenearZap, Nort.h Dakota. Michigan ConsolidatedGasCompany is owner
Included are a new stripping shovel, a 120-ton of a new pipeline being constructed in tJpper
capacitycoal truck, increasedtipple facilities, and Michigan to bring naturalgasserviceto Munising
electricalandsupportingequipment.The company and Forsyth, Michigan. The 80-mile line, being
suppliescoal to the United Power Association’s constructedby Ohio PipelineCompany,originates
powerplant at Stanton,North Dakota. at Gladstone.Completion is expectedin 1966.


