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The Picture of a Credit Crunch
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Not to belabor the point I have made in recent commentaries, but last Friday afternoon’s report
from the Fed of assets and liabilities of commercial banks in the U.S. showed the sharpest 13-
week contraction in bank credit — loans and investments — in the history of the series, which dates
back to January 3, 1973. In the 13 weeks ended June 18, bank credit contracted at an annualized
rate of 9.14% (see Chart 1 below). Because of current or expected capital inadequacy, banks are
reining in their earning assets and, therefore, are not availing themselves of the cheap credit the
Fed is offering to fund them at. This suggests that the 2% fed funds rate in the current context
does not represent as accommodative a monetary policy as it would if the banking system were
willing and able to extend credit to the private sector.
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More Regions Report Weakening Manufacturing Activity in June

In recent weeks the Philly Fed and the Buffalo branch of the New York Fed have reported weaker
new orders in the manufacturing sector for June. Today, the Chicago, Milwaukee and Dallas
“precincts” reported their June manufacturing results. The story is the same —weaker new orders.
Chart 2 contains the new orders indexes as reported by the Chicago and Milwaukee purchasing
managers. Chart 3 contains the new orders data from the Dallas Fed manufacturing survey. These
reports plus the ones from Philly and Buffalo suggest that the new orders index in June ISM
manufacturing report will be down, too.
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Chart 3
Texas Mfg Outlook Survey: Curr Volume of New Orders Index

NSA, + = Econ Expand

15.0 ‘ 15.0
|
|
l
|
7.5 ; 7.5
|
|
l
0.0 ! 0.0
|
|
l
-7.5- | 7.5
| |
| |
l l
| |
-15.0 ‘ | ‘ | -15.0
| | | |
l l l l
| | | |
-22.54 : : : : : : : : -22.5
JUL AUG SEP I OCT NOV DEC I JAN FEB MAR I APR MAY JUN

Source: Federal Reserve Bank of Dallas /Haver Analytics

The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern Trust
Company. The Northern Trust Company does not warrant the accuracy or completeness of information contained herein,
such information is subject to change and is not intended to influence your investment decisions.



