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Excess
reserves

REVIEW OF THE MONTH

In June excess reserves of member banks
showed considerable fluctuations. These re-

serves, which had been at about
$900,000,000 since May 1, when the
final increase in reserve require-
ments went into effect, declined by

$180,000,000 during the week ended June 16
as a result of Treasury operations around the
mid-June financing period. The decrease
reflected a reduction of $120,000,000 in total
balances of member banks with the Reserve
banks and an increase of about $60,000,000
in required reserves owing to a growth in
Treasury balances at depositary banks. Dur-
ing the following week excess reserves in-
creased to $810,000,000'. These changes had
little effect in the money market and caused
no advances in money rates. Rates on bank-
ers' acceptances declined slightly in June.

During the first quarter of this year open-
market rates for money advanced somewhat

from the extreme low levels
Rates on o f t h e latter part of 1936, but
customer loans this stiffening in open-market

rates was not reflected in
changes in rates charged by banks to their
customers. Rates on customer loans as re-
ported by banks in 36 leading cities have con-
tinued in recent months near the low level
reached last year. As shown by the chart,
the open-market rate on commercial paper
increased from three-fourths of 1 percent,
which had prevailed since the beginning of
1935, to 1 percent in the latter part of March,
but customer rates on the average showed
little change.

This is in accordance with usual develop-
ments. Open-market rates quickly reflect
changes in credit conditions, while customer
rates are usually much slower to respond.
Customer rates had not fully reflected until
last year the extreme monetary ease caused
by the growth in excess reserves and the de-,
cline in the demand for credit during the
depression. From the latter part of 1929 to
the beginning of 1935 open-market commer-

SHORT-TERM MONEY RATES
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cial paper rates fell sharply, while customer
rates showed a much smaller decline. In
1935 and 1936, on the other hand, open-
market rates remained steady at a low level,
while customer rates continued to fall,
though not to the extremely low level reached
by open-market rates.

In 1929 customer rates in leading cities
were close to 6 percent. By the summer of
1936 they had fallen in New York to below
23/2 percent, and have remained near that
level since that time. In other leading cities
there were further reductions in customer
rates in the latter half of 1936, and this year

629

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1937



630 FEDERAL RESERVE BULLETIN JULY 1937

they have averaged about 3% percent in 8
other northern and eastern cities and about
41/s percent in 27 southern and western cities.

During the first five months of 1937
the Treasury increased the public debt by

about $800,000,000 and reduced
Treasury i t s working balance by $900,000,-
financing 000. In order to replenish the

working balance, the Treasury on
June 15 sold $850,000,000 of Treasury notes.
The offering was divided equally into two
issues, one maturing on September 15, 1939,
and the other on March 15, 1942. Receipts
from these new issues, together with income
taxes and other revenues in June, were uti-
lized for meeting current expenditures, for
purchases of gold, and for the redemption of
$300,000,000 of Treasury bills, and in addi-
tion the working balance of the Treasury in-
creased by $500,000,000.

Bank loans to customers for business pur-
poses have continued to increase. At report-

ing member banks in leading
Member bank c i t i es the increased demand
credit for commercial loans was re-

flected through May 12 in so-
called "other" loans and since that time in
the newly reported item of "commercial, in-
dustrial, and agricultural loans." Until June
commercial loans increased both at banks in
New York City and at other banks but in the
four weeks ending June 23 the further in-
crease was confined to banks in New York
City. In this period New York reporting
banks also showed a further increase in loans
to brokers and dealers in securities. These
loans have increased during most of the
period since last November and for all report-
ing banks are now about $320,000,000 larger
than at that time.

Member bank holdings of United States
Government securities, after declining
sharply in the first quarter of the year,
showed further slight reductions until June,
when they increased. On June 15 reporting
member banks in leading cities purchased a
considerable part of the $850,000,000 of notes

issued by the Treasury. Subsequently a part
of the notes purchased was resold to other
investors, and bank holdings of Treasury bills
also declined owing to the repayment by the
Treasury of maturing bills. As a net result
of these transactions, holdings of direct obli-
gations of the United States Government at
reporting member banks increased during
the two weeks ending June 23 by $120,000,-
000, all of which was in leading cities outside
New York and Chicago.

Payment for the new Treasury notes ac-
quired by banks was made largely through
crediting the deposit accounts of the Treas-
ury, with the consequence that United States
Government deposits at reporting member
banks increased by $440,000,000 in the week
ending June 16. Government deposits in
these banks, which had declined from $700,-
000,000 at the beginning of the year to a
small figure by the middle of June, were re-
stored to $550,000,000 by June 23.

Disbursements by the Treasury of its bank
balances largely accounted for the increase in
adjusted demand deposits at reporting mem-
ber banks since March. As the Treasury
drew upon its balances, which are not in-
cluded in adjusted demand deposits, funds
were transferred to private accounts and
were added to these deposits.

Balances due to banks, following a decline
from March through the early part of May
in connection with adjustment by interior
banks to the raising of reserve require-
ments, showed little change thereafter in
New York but outside New York they con-
tinued to decline through the first part of
June. On June 23 balances due to banks
by all reporting member banks were some-
what less than $5,000,000,000, as compared
with a level of about $6,000,000,000 during
the latter half of 1936 and the opening
months of this year and with an average level
of about $3,000,000,000 for several years
prior to 1934.
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Prices of securities, including both stocks
and bonds, have shown a considerable down-

ward movement since the beginning
Security of this year, as shown on the chart.
markets yQY b o n ( j s t h e c h a r t shoWS not
prices, but yields, which in the case of bonds
are more significant. In order to facilitate
comparison with stock prices the scale on
the bond chart is inverted, so that a rise

BOND YIELDS AND STOCK PRICES
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Standard Statistics Company. Latest figures are for week end'
ing June 26.

n yields of bonds as prices decline and a de-
fine in prices of stocks are both reflected
n downward movements of the curves on the
ihart.

The decline in security prices in 1937 fol-
lowed further advances during 1936 to new
high levels for bonds and to the highest levels
since 1930 for stocks. The decline in bond
prices began near the end of 1936, and in
March prices of Treasury bonds and other
lasses of United States Government securi-

ties declined rapidly and prices of stocks also
declined. Since early in April prices of high-
grade bonds have improved somewhat, while
lower-grade corporate bonds have continued
to be weak, and prices of stocks have declined
further.

Near the end of June the average yield on
longer-term Treasury bonds was 2.65 per-
cent, compared with a high of 2.78 percent
in April and a low of 2.22 percent last De-
cember. The average for high-grade cor-
porate bonds was 3.29 percent, as compared
with 3.48 percent at the high point in April
and with 3.07 percent at the low in January.
For lower-grade corporate bonds average
yields as shown by Moody's average of Baa
bonds were near 5 percent in the last week of
June, as compared with 4.50 percent in
January. At their current levels yields of
bonds of the various grades are about the
same as in the early part of 1936.

In the last week of June the general level
of stock prices was about 15 percent below
the high level for the recovery period reached
early in March and about the same as in
August 1936. The decline in average prices
from March to June was somewhat larger for
railroad than for industrial and public utility
stocks.

Declines in bond prices in the first quarter
of the year were accompanied by hesitation

in the capital markets. In January
Capital offerings of new securities sold less
issues readily than before and for some

new issues the price declined below
the original offering price. Under these con-
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ditions security offerings were considerably
curtailed in March, April, and May. During
these months the amount of capital issues, as
compiled by the Commercial and Financial
Chronicle, averaged about $300,000,000, com-
pared with a monthly average of over $500,-
000,000 during 1936. Available information
indicates that in June total offerings in-
creased to about $600,000,000.

As shown in the following table the decline
during the spring reflected principally reduc-
tions in the volume of municipal issues from
the unusually large amount sold in January
and in the amount of corporate refunding
issues. Corporate issues to raise new capi-
tal also declined somewhat in April and
again in May. Other offerings, including
foreign issues and publicly offered issues of
Federal agencies, were small following a
large amount of foreign refunding issues in
January and February.

CAPITAL ISSUES 1

[In millions of dollars]

1936—Monthly average

1936—December
1937—Januarv

February
M arch
April
Mav

Total
domes-
tic and
foreign

518

726
603
497
382
272
261

Domestic
corporate

Re-
fund-

ing

j 282

1 408
1 204
1 225
1 181
i 87

87
i

New
capital

99

218
95

130
138
85
78

Munic-
ipal

93

97
206

44
59
80
51

Other

44

3
98
98

4
20
45

1 As compiled by the Commercial and Financial Chronicle; exclude
U. S. Government issues, other than guaranteed issues publicly offered.

Notwithstanding a decline in April and
May, corporate securities for new capital
sold in the first five months of 1937 averaged
$100,000,000, which is about the same as the
average monthly volume during 1936. It is
reported that about three-fourths of the
amount offered for new capital in the early
months of 1937 was intended to be used for
increasing working capital and for the ac-
quisition of plant, equipment, and real estate.

This is about the same proportion as for the
last quarter of 1936.

A substantial proportion of the offerings
for newT capital came from railroads and
from petroleum companies. Issues for new7

capital by public utility companies and by
companies in the metal and mining industries
have been smaller than in 1936.

In recent months an increased proportion
of corporate issues for both new and refund-
ing purposes has been offered to security
holders of the issuing corporation, and there
has also been some increase in private offer-
ings to insurance companies and other insti-
tions.

Industrial production was maintained in
April and May at 118 percent of the 1923-

1925 average, as compared
Recent business w i t h a n average of 115 in the
developments fourth quarter of 1936 and

119 for the year 1929. Pre-
liminary reports indicate a decline in June,
reflecting a sharp reduction in steel output,
largely as a result of labor disturbances. In
the construction industry, public projects
have been in smaller volume this year than
a year ago and in recent months the expan-
sion in private work, which had been in
progress since the early part of 1935, ap-
pears to have been somewhat retarded by the
sharp rise in construction costs that occurred
during the past winter and spring. In agri-
culture, growing conditions have been better
than a year ago, and with increased acreage,
crops are expected to be considerably larger.

Since the beginning of April wholesale
prices of many raw materials and semi-
finished products, which earlier had risen
most, have declined considerably, while
prices of finished goods have shown little
change. Price declines in some agricul-
tural products like grains and cotton have
reflected in part prospects for larger sup-
plies than last season. Trade reports indi-
cate that buying from manufacturers, which
was in unusually large volume during the
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Corporate profits
and dividends

period of 1936.

latter part of 1936 and the first quarter of
1937, has been at a lower level during the
second quarter and this has been a factor in
recent price developments.

Incomes of the different groups of the
population have shown a further substan-
tial growth this year, and distribution of
commodities to consumers has been in larger
volume than last year. Industrial payrolls
have advanced sharply, reflecting increases
in employment and in wage rates, and agri-
cultural income and corporate profits and
dividends have been considerably larger than
a year ago.

Profits reported by large industrial cor-
porations during the first quarter of 1937,

although slightly below those
of the preceding quarter,
were about 50 percent larger
than in the corresponding

The decline from the final
quarter of last year is attributed in part to
seasonal factors, in part to labor difficulties,
particularly in the automobile industry, and
in part to increasing costs. The increase
as compared with the first quarter of 1936
was chiefly in various groups of corporations
in the heavy industries, including iron and
steel, building materials, household supplies,
railroad equipment, and machinery. In the
automobile industry profits were affected by
labor disturbances.

Railroads as a group reported a profit for
the first three months of 1937 as compared
with a loss in the same period of 1936. Profit:
of public utility companies were somewhat
higher.

Total cash dividends declared by corpora-
tions, as compiled by the New York Times,
were about 20 percent larger in the first five
months of 1937 than in the corresponding
period of 1936. Since the latter part of 1936
the monthly distribution of dividend pay-
ments has been affected by changes in divi-
dend policy resulting from the Federal tax on
undistributed corporate profits.

The number of persons employed in non-
agricultural pursuits has continued to in-

crease this year and is now7 from
Course of 81 o to 9 millions larger than in

March 1933, according to esti-
mates recently compiled by the

Bureau of Labor Statistics. These figures,
which take into account 1935 census data,
indicate a higher level of employment in re-
cent years than had previously been esti-
mated. The current number employed is

NONAGR1CULTURAL EMPLOYMENT

1929 1930 1931 1932 1933 1934 1935 1936 1937

Source: Bureau of Labor Statistics.

shown as nearly 35 millions, which is be-
tween 1 and IV2 millions lower than the
average in 1929. Since that time the labor
force of the country has grown considerably
so that the increase in the number of persons
unemployed or employed on relief projects
has been much larger, as compared with
1929, than the decline in the number em-
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ployed. The course of employment since
1929 is shown for various groups in the table
and in the accompanying chart. The figures
are not adjusted for seasonal variation.

NONAGRICULTURAL EMPLOYMENT

[Thousands of persons]

Total

Manufacturing
Mining
Construction
Transportation
Public utilities
Trade
Service
Other nonagricultural:

Finance
Government and professions
Proprietors and self-employed
Casual workers

Mav
1937

34, 722

9,749
758

1,234
1,920

931
5, 849
2,625

795
3,531
4,245
3,085

Change from

1929
average

- 1 , 4 3 6

+37
- 2 6 5
- 5 5 0
- 5 8 5
- 1 9 3
- 2 0 0
- 2 1

- 9 5
+302
+157

- 2 3

March
1933

+8, 825

+3, 984
+ 174

i +532
+365
+99

+1,618
+659

+83
+319
+504
+488

i Of the 532,000 increase in construction employment, about 200,000
is due to the usual seasonal rise from March to May. The comparisons
shown for other groups and for the total are not greatly affected by sea-
sonal influences.

Source: Bureau of Labor Statistics.

Nonagricultural employment as a whole
declined from about 36 million persons in
1929 to about 26 million in March 1933, a
decrease of 28 percent. Employment in the
group, including proprietors and self-em-
ployed, casual workers, and those employed
in government service and in the professions,
declined by 10 percent during the depression,

while employment in other lines showed
decreases ranging from 25 percent for the
public utilities and service industries to 50
percent for construction.

Of the 81/2 to 9 millions increase in employ-
ment since early in 1933, approximately one-
half has been in manufacturing and mining
and one-fourth in trade and service.

The fact that the number currently em-
ployed is less than in 1929 reflects largely the
continued low level of employment in con-
struction, transportation, and mining. In
manufacturing and in trade and service the
current level of employment is about the same
as in 1929. Employment in government and
the professions is above pre-depression levels
and the number of proprietors and self-em-
ployed is also larger. The current levels of
employment for the various groups differ
from those in 1929, partly as a result of
differences in activity, but also because of
changes in efficiency and in the number of
hours worked.

Appointment of Class C Director at Federal
Reserve Bank

On June 15, 1937, Mr. J. Frank Porter was
appointed as Class C director of the Federal
Reserve Bank of Atlanta for the unexpired
portion of the three-year term ending De-
cember 31, 1939.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

July 1937


