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REVIEW OF THE MONTH

On March 1 an increase of 16 2/3 percent
in reserve requirements of member banks

went into effect, in accord-
Increase in reserve ance with the action of the
requirements Board of Governors of Jan-

uary 30, which also pro-
vided for a final increase of the same amount
to become effective May 1. As a result of the
change on March 1 required reserves of mem-
ber banks increased from about $4,600,000,-
000 to $5,400,000,000 and excess reserves de-
clined from about $2,100,000,000 to $1,300,-
000,000. Changes in total reserves held, in
required reserves, and in excess reserves by
classes of banks over the period of the change
and the amounts of excess reserves held after
the change are shown in the following table:

RESERVE POSITION OF MEMBER BANKS, BY CLASSES

[Dollar amounts in millions. Figures partly estimated]

Class of bank

Central reserve city banks._
Reserve city banks
Country banks _._ _

All member banks

Change between last half
of February and week

ending March 12

Total
reserves

-165
+103
+61

- 1

Re-
quired

reserves

+385
+246
+130

+761

Excess
reserves

-550
-143
-69

-762

Excess reserves
week ending

March 12

Amount

435
499
443

1,377

Percent
of re-

quired
reserves

16
29
50

26

Country banks and reserve city banks
gained reserves in the period, while central
reserve city banks lost reserves owing in part
to shifts in bankers' balances. Each class

of banks, taken as a whole, early in March
had excess reserves more than sufficient to
cover the increase in requirements to take
place on May 1, which will amount to one-
seventh, or 14% percent, of present require-
ments. Country banks had the largest
amount of excess reserves relative to their
requirements and central reserve city banks
the smallest.

In view of the large amount of excess
reserves remaining after the increase in
requirements on March 1 and their broad
distribution, member banks were able to
make the change with very little borrowing.
The great majority of banks had sufficient
reserves in excess of requirements to meet
the increase; some banks, in addition, drew
upon their balances with other banks; and a
certain number of banks found it necessary
to liquidate some earning assets.

In February and March there was a sub-
stantial volume of sales of Government obliga-
tions, both by banks and by other holders.
These sales reflected in part adjustment of
reserve positions by banks in connection with
the increase in reserve requirements, and in
part other influences, particularly profit-tak-
ing at the high levels of prices reached in
recent months.

As a result of the selling of securities yields
on Government obligations, both long-term
and short-term, showed sharp advances in
February and March. There were also in-
creases in open-market money rates on bank-
ers' acceptances and commercial paper and
in yields on corporate bonds. Variations in
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short-term money rates and in high-grade
bond yields during the past 40 years are
shown in the chart on page 285.

Excess reserves of member banks after
March 1, when the new reserve requirements

went into effect, showed
Excess reserves smaller changes than are
and Treasury u s u a l j p e r iod of Treasury
operations m ^ /
March fiscal operations. Usually in

quarterly tax-payment pe-
riods Treasury receipts exceed expenditures,
Treasury balances at the Reserve banks con-
sequently increase, and the resulting with-
drawal of funds from the market results in
decreases in member bank reserves. In the
past two years the loss of reserves at these
periods has been more than usually pro-
nounced because, in addition to the customary
excess of receipts over disbursements, the
Treasury's balance was further augmented
by proceeds from the sale of new securities to
the public. This year the Treasury arranged
for $300,000,000 of bills to mature during the
March tax-payment period, in addition to the
regular weekly amount, and the paying off of
these bills out of tax receipts restored to the
market reserves that would otherwise have
been temporarily withdrawn.

Transfers of reserves among member
banks for the purpose of meeting the increase

in reserve requirements
Withdrawals of that became effective March
bankers' balances l were not on a large scale

owing to the wide distribu-
tion of excess reserves. There was little
borrowing by banks and withdrawals of
bankers' balances, which represent in large
part idle funds that banks place with city
correspondents, were not unusually large.
Between February 17 and March 10 deposits
of other banks with weekly reporting mem-
ber banks in 101 leading cities declined by
about $300,000,000. This figure includes a
substantial amount of duplication, however,
since reporting banks outside New York,
losing funds through withdrawal of balances

that had been placed with them, in many
cases replenished their reserves by drawing
upon their own balances with other banks.
In addition some of these banks withdrew
a part of their balances to meet the increase
in their own reserve requirements. Alto-
gether $130,000,000 was withdrawn from
New York City banks and $170,000,000 from
reporting banks in other leading cities. It
would appear that during this three-week pe-
riod there were only small withdrawals of
bankers' balances by member banks outside
the leading cities, that is, by country banks,
partly because these banks were gaining re-
serves through other operations. In the week
ending March 24 bankers' balances were
again reduced, reflecting in large part with-
drawals to meet a Treasury call for funds
from depositary banks and the payment of
Federal taxes by other depositors.

There has been continued reduction in
recent weeks in the amount of United States

Government securities held
Decline in bank by reporting banks. Unlike
holdings of the decline in these holdings
Government
obligations during the last half of 1936,

which occurred only at mem-
ber banks in New York City, the decline since
the beginning of this year has been at report-
ing banks outside as well as in New York.
Reductions were substantial in the three
weeks ending February 10 and were particu-
larly large in the three weeks ending March
24. From the end of December to March 24,
United States Government securities held by
reporting member banks declined by $545,-
000,000, of which $370,000,000 was in the
last three weeks of the period. A portion
of the reduction in the two weeks ending
March 24 reflected the net retirement of $200,-
000,000 of maturing Treasury bills, a part of
which was held by weekly reporting member
banks. Holdings of New York City banks de-
clined by $110,000,000 in January and Feb-
ruary and by $240,000,000 in the three weeks
ending March 24, and those of reporting banks
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Renewed increase
in commercial
loans

outside New York City declined by $120,000,-
000 in the five weeks ending March 3 and
by an additional $130,000,000 in the two
weeks ending March 24.

Commercial loans of weekly reporting
member banks, following a sharp seasonal

decline in January, in-
creased in the following
two months. In the eight
weeks ending March 24 so-

called "other" loans, which include loans
made for commercial, industrial, and agri-
cultural purposes, increased at reporting
banks by an aggregate of $225,000,000, of
which $100,000,000 was at banks in New
York City and $40,000,000 in Chicago. On
March 24 these loans, both at New York City
banks and at other reporting banks, exceeded
the amount outstanding on December 30, the
maximum since 1932.

The accompanying chart shows fluctua-
tions in short-term money rates and high-

grade bond yields for the
Money rates and P a s t 4 0 years. The principal
bond yields fact brought out by the chart

is that, while we are at pres-
ent in a period of low rates both for short-
and long-term money, short-term rates are
much lower than in the past in relation both
to their own previous levels and to long-term
rates. Principal factors in the low level of
short-term rates in recent years have been
the large amount of excess reserves held by
member banks together with the relatively
small demand for loans by trade and industry.
The decline in long-term rates in recent years,
which has not been as great as the decline in
short-term rates, has been due principally to
the great abundance of funds in the hands of
all classes of investors, as well as to the small

MONEY RATES AND BOND YIELDS

1900 1905 1910 1915 1920 1925 1930 1935

Commercial paper rates are averages of open-market rates on 4-6 months prime commercial paper. The
index of yields of railroad bonds is computed by the National Bureau of Economic Research to represent changes
in yields of bonds of a high and unchanging- grade; the general level of this index is somewhat below averages of actual
yields on high-grade bonds in all industries. Corporate bond yields are averages of yields on Moody's Aaa bonds.
United States Government bond yields are averages for bonds callable or maturing after 8 years. Latest figure in
each case is for the last week in March 1937.
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volume of capital issues offered in the market.
With regard to the relationship between long-
term and short-term rates, the chart shows
that long-term rates have shown much
smaller fluctuations and less responsiveness
to changes in business conditions.

Money rates on short-term paper in the
open market have advanced somewhat fur-
ther in recent weeks. Rates on bankers' ac-
ceptances have had several advances this
year. On March 24 the offered rate on 90-day
bankers' acceptances was %6 of 1 percent,
compared with %6 at the beginning of the
year. The buying rate for acceptances at the
Federal Reserve Bank of New York has re-
mained unchanged at V2 of 1 percent. The
average yield on 3-5 year Treasury notes in-
creased from .94 percent in December to 1.26
percent at the end of February and to 1.50
percent on March 24. The rate on prime com-
mercial paper was advanced in the week end-
ing March 27 from % of 1 percent to 1 per-
cent. Rates on call and time money on the
New York Stock Exchange have remained
unchanged and rates charged on customers'
loans by banks in leading cities have shown
little change.

In the long-term bond market yields have
advanced since last December, as prices of
United States Government, municipal, and
corporate bonds have declined. The decline
was shown first for municipal bonds, which
had risen sharply in November and Decem-
ber. Prices of corporate bonds began to de-
cline in the latter part of January, and by the
last week of March average yields on high-
grade corporate issues, as computed by
Moody's Investors Service, had risen to about
the level of January 1936. The decline in
United States Government obligations oc-
curred first in short- and medium-term issues,
but in March longer-term bonds also declined.

Offerings of new securities have been
smaller in recent weeks. Security issues

during January, aggregating $600,-
Capital 000,000, were larger than for most
issues months of 1936 and included an un-

usually large amount of State and
municipal issues. The volume of issues was
also large during February, totaling $500,-
000,000, but offerings declined sharply in the
last week of the month and continued small
during March, with the exception of one large
issue. Corporate issues in 1937 have included
a substantial amount of common stock offer-
ings both for refunding and for new capital
purposes. During January and February
there were about $150,000,000 of foreign
issues for refunding purposes.

Prices of common stocks, which rose to
new high levels in the early part of March,

declined somewhat after the middle
Stock o f t h e month. The increase during
market the first two months of the year oc-

curred principally in prices of in-
dustrial and railroad shares, while stocks of
utility companies declined steadily after the
early part of January.

Following a temporary decline in stock
prices in April 1936, a practically uninter-
rupted advance for ten months, accompany-
ing improvement in earnings reports, carried
average prices from 100 to 130 percent of
their 1926 level, according to the weekly
index of prices of 419 common stocks, com-
puted by the Standard Statistics Company.
During the twelve months ending March 31,
1936, stock prices had advanced from 65 to
110 percent of the 1926 average. Average
prices of industrial and of railroad stocks
showed sharp advances in both periods.
Prices of utility stocks rose moderately after
April 1936 as compared with a rapid advance
during the preceding year.
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Outstanding advances of stock exchange
members to customers for margin trading

increased by about $150,000,-
Stock market ^^0 in the five months ending
credit January 31, 1937, and in Feb-

ruary there was a further in-
crease of $50,000,000 to a total of $1,480,000,-
000, approximately the highest level reached
at any time in recent years. These advances
had shown little change from May to August
last year, following increases in margin
requirements effective February 1 and April
1, 1936.

Loans by banks to brokers and dealers in
securities, which showed little more than cus-
tomary seasonal fluctuations from last May
until February of this year, increased by
$150,000,000 in the three weeks ending March
10. In the following two weeks they declined
slightly. Most of the wide short-period fluc-
tuations in those loans in recent months have
reflected borrowings by dealers in Govern-
ment securities, but loans to brokers alone
have increased substantially. Other loans on
securities by banks, including loans for pur-
chasing listed stocks which also were made
subject to margin requirements last May,
have shown little change since the autumn of
1935, following a decline lasting for several
years.

Industrial production increased more than
seasonally in February and March and the

level for the first quarter as a
Recent business whole is estimated at 116 per-
developments cent of the 1923-1925 average,

as compared with 115 for the
fourth quarter of 1936. In many industries,
furthermore, there is a substantial volume
of unfilled orders on hand. Construction con-
tracts have shown a further increase, with
a greater proportion of privately-financed
work. Employment has continued to expand
although a number of industries have been
affected by strikes, and payrolls have in-
creased, partly as a result of advances in
wage rates.

Over the past year output and distribution
of both durable and nondurable products have
shown continued expansion. Currently out-
put of electric power and of many manufac-
tures, including textiles, shoes, leather, and
petroleum products, is at a higher rate than
in 1929. Reflecting strong demand from the
machinery and automobile industries and
from many other sources, output of steel is at
approximately the high level reached in the
summer of 1929. Construction, however, is
still in considerably smaller volume than in
predepression years, and this is reflected in
industries producing materials such as lum-
ber and cement, where output, though in-
creasing, is at a lower rate than in most other
industries. As compared with a year ago,
construction is substantially larger, reflecting
an increased volume of private work, includ-
ing factory and commercial construction as
well as residential building. The number of
non-farm dwelling units built in 1936, accord-
ing to recent comprehensive estimates, was
nearly 300,000 as compared with a low of
55,000 in 1933 and in 1934, a post-war high
of 935,000 in 1925, and 520,000 in 1929. Fur-
ther discussion of recent business develop-
ments is given in the national summary of
business conditions on pages 290-291.

Wholesale commodity prices have con-
tinued to advance during the first quarter

and since the end of October the
Commodity i n d e x o f t h e Bureau of Labor
prices Statistics has risen from 81.2

percent of the 1926 average to
87.6 percent, as shown in the chart on page
290. Until the middle of January this up-
ward movement reflected a rapid general
advance and since that time many commod-
ities have shown further substantial in-
creases. Since October prices of industrial
materials, such as iron and steel, nonferrous
metals, lumber, wool, cotton, rubber, and
hides, have advanced considerably more than
prices of finished products. The following
table shows the index of the Bureau of Labor
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Statistics for three principal groups of com-
modities at the end of October, the middle of
January, and the week ending March 20.

WHOLESALE PRICES

(1926 = 100)

All commodities

Farm products
Foods
Other commodities

Week ending

1936

Oct. 31

81.2

82.3
80.2

1937

Jan. 16

85.7

92. 3
87.3
83.1

Mar. 20

94.4
87.9
85.6

The French Cabinet stated on March 5
that steps were being taken to establish a free

gold market in France, to
French financial create a new administration
measures of the Stabilization Fund, to

control Government expendi-
tures, and to issue a large loan for national
defense. Translations of the official state-
ment and of several legislative measures im-
plementing the program are given on pages
306-308 of the BULLETIN.

One of these measures, the law of March
10, abolishes the system created by the Mone-
tary Law of October 1, 1936, under which all
transactions in gold (including exports and
imports) were made subject to authorization
by the Bank of France and owners of gold
were required to sell their holdings to the
Bank of France at the old legal parity or to
pay to the Government as a tax the full profit
from the altered gold value of the franc.
Provision is made for reimbursing those who
complied with the October law. The new law
does not restore the obligation of the Bank
of France to redeem its notes in gold, which
was suspended by the law of October 1; nor
is the Bank required to buy gold at current
market prices. Such purchases are, how-
ever, freely being made as a matter of policy.

A committee of four was established on
March 6 to administer the Exchange Stabili-

zation Fund and advise the Government re-
garding the maintenance of orderly condi-
tions in the money market. The committee
is composed of Messrs. Labeyrie, Governor
of the Bank of France; Rist, honorary vice-
governor of the Bank of France; Baudouin,
general manager of the Bank of Indo-China;
and Rueff, manager of the General Move-
ment of Funds in the French Treasury. Es-
tablishment of the new committee came at a
time of considerable unsettlement in the ex-
change market. The franc, which had been
pegged to sterling since the middle of October,
was allowed to decline sharply and the sub-
sequent rise was checked at a level about
1 percent lower than that which had prevailed
during the previous five months. The new
committee, according to the official statement,
is to administer the Fund with the object of
assuring the security of commerce and the
stability of prices.

In conjunction with these monetary meas-
ures assurance was given that, save for cer-
tain necessary increases in small salaries, the
Government would request no further ex-
penditures from Parliament. On the con-
trary it was anticipated that expenditures
already budgeted could be reduced by 6,000,-
000,000 francs in view of the improving eco-
nomic situation in France. To cover extraor-
dinary credits for armaments a large loan
was announced payable in francs, pounds,
and dollars.

This loan was authorized by the law of
March 10. It was limited to 10,500,000,000
francs. A first instalment of 5,000,000,000
francs was offered on March 12 and a second
instalment of 3,000,000,000 on March 16.
Both were immediately oversubscribed.
They were issued at 98 with interest at 4Vk
percent and maturities of 60 years, and are
subject to call beginning March 1, 1942.
Holders may elect to receive payment of in-
terest and principal either in French francs
in France or in Swiss francs in Switzerland,
with an exchange guarantee of not less than
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the equivalent of £9.7s. or $45.66 per 1,000
French francs. The holder will benefit by
payment on the basis of dollars or pounds if
the French franc at the time of payment has
a market value less than 4.566 cents per franc
or 106.95 francs per pound. At the time the
first instalment was issued, the franc had a
value in the exchange market somewhat

higher than either of these rates, and sub-
sequently it rose further.

Appointment of Class C Director at Federal
Reserve Bank

On March 4, 1937, Mr. Jay Taylor was
appointed as Class C Director of the Federal
Reserve Bank of Dallas for the unexpired
portion of the three-year term ending Decem-
ber 31, 1939.
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