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Review of Business Conditions in the First
Half of 1938

By Walter F. Crowder, Division of Economic Research

FURTHER deterioration in general economic condi-
tions occurred in the first half of 1938, deepening

and broadening the recession movement in progress
since the late summer of 1937. The unfavorable trend
was reflected in a continued recession in the national
income, but the rate of decline showed definite signs of
slackening after January of this year. The decline in
primary business activity since December has been
relatively moderate, in contrast to the abrupt curtail-
ment in the final months of 1937. The contraction,
however, has gradually extended to lines that usually
showT a lag during periods of recession. Consumer pur-
chases, which declined only moderately during the
final quarter of 1937, were substantially reduced in the
January-June period. Industrial production, employ-
ment, and railroad freight traffic, on the other hand,
declined only moderately, following the precipitous
drop in the late months of 1937. Unemployment,
which had been steadily reduced up to the fall of 1937,
increased materially during the past 9 months. Con-
struction contracts underwent a sharp curtailment
between June 1937 and February 1938, but more recent-
ly the gain in both public and private operations has
lifted building activity to approximately the average
level prevailing in 1936 and 1937.

The trend of commodity prices was toward moder-
ately lower levels during the first 6 months of the year.
The downward movement, however, w7as apparently
checked in the final weeks of June. Stock prices
moved irregularly lower throughout most of the period,
and bond prices, especially second-grade issues and
railroads, evidenced further marked weakness. Stock
prices moved upward at a rather rapid rate toward the
end of the second quarter.
National Income Lower.

Monthly income payments have declined uninter-
ruptedly so far during 1938, extending the downward
movement which began late last summer. The season-
ally adjusted index of total income payments in May
was off 11 percent from the recovery peak of 88.6
(1929 = 100) in August 1937, according to the monthly
index of income payments compiled by the Bureau of
Foreign and Domestic Commerce. Total income pay-
ments for the first 5 months of 1938 were $25,389,000,-
000, approximately 7 percent less than the $27,279,-
000,000 estimate for the corresponding period of 1937.
The margin of decline has widened as the year has
progressed; income payments in May were 10 percent
lower than those in May 1937, while the first quarter

of this year they averaged 5.4 percent less than a year
earlier.

Labor income during the first 5 months of 1938 was
8.4 percent lower than in the comparable months of
1937. The decline from a year ago has been pronounced
in the commodity-producing industries—manufacturing,
mining, and construction—in which wages and salaries
were down about one-fifth. Payments in the trans-
portation and public-utility group dropped 7 percent,
reflecting primarily the reduction in railroad pay rolls.
Labor income in the trade and finance and in the
government and service groups was only slightly lowTer
than in the January-May period last year.

Income paid to property holders in the form of divi-
dends and interest during the first 5 months of 1938 was
about 6 percent below that in the comparable period of
1937. This reduction is in marked contrast to the ex-
perience in the early months of 1930 when dividend
and interest payments were 9 percent higher than in
the January-May period of 1929. Interest payments
were wrell maintained, but dividends have declined
sharply since the first of the year.

Entrepreneurial withdrawals were 2 percent below
the levels of a year ago. The relatively well-sustained
volume of net rents and royalties has been an important
steadying influence upon this type of income payment,
rental rates having shown only slight declines since
last October. The contraction in farm prices and farm
cash income has been the principal depressing influence
upon total entrepreneurial income in recent months.

Income from Agriculture.
Income from farm marketings in the first 5 months of

1938 totaled $2,568,000,000, a drop of 11 percent from
receipts of $2,895,000,000 in the corresponding period
of 1937, according to estimates of the Bureau of Agri-
cultural Economics. Government payments so far
this year have totaled $212,000,000, as compared with
$302,000,000 in the January-May period last year.
Total cash income (including Government payments)
was 13 percent lower than in the first 5 months of 1937.
Eeceipts from crops in this period were 20 percent below
those in the corresponding months of 1937, while
receipts from livestock and livestock products were only
6 percent lower than last year. Increased sales of
dairy products partially offset smaller receipts from
meat animals, poultry, and poultry products.

It is expected that the total income from farm
marketings for the first half of 1938 will approximate
$3,050,000,000, as compared with $3,503,000,000 in the
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first 6 months of 1937. On the basis of the assumption
that commodity prices remain at or near the present
low levels, the Department of Agriculture estimates that
farm income for the last 6 months of 1938 could not be
expected to exceed $4,500,000,000, making a total of
$7,550,000,000 for this year as compared with $8,521,-
000,000 last year. The crop outlook for the summer and
fall harvest, however, is very good. According to the
June 1 crop report, growing conditions at that time were
better than on the same date of any year since 1929.

Industrial Production Down.

The total volume of industrial production declined
moderately during the first half of 1938, following the
severe drop in the last 4 months of 1937. By reference
to the chart on page 2, it will be seen that industrial
output dropped from 117 (1923-25 = 100) in August to
80 in January and has moved slowly lower since then to
76 in May, according to the seasonally adjusted index
compiled by the Board of Governors of the Federal
Reserve System. Preliminary estimates for June
indicate no change in the adjusted index.

The decline in the output of manufactured products,
which was quite general and severe in 1937, persisted in
1938. The course of the production of durable and non-
durable manufactures, and the principal components of
each group, over the past 3% years is indicated in the
accompanying chart.

Output of nondurable goods, which declined by some-
what more than one-fifth from the spring of last year
to January 1938, has continued at that restricted level.
Operations in this group of industries during the first
6 months of 1938 averaged about one-fifth lower than
in the corresponding period of 1937, and were only 5 and
3 percent, respectively, above the output in these lines
during the first half of 1932 and 1933. The severe cur-
tailment in cotton consumption, woolen-mill activity,
and boot and shoe production during the final months of
1937 indicated a rate of operations in finishing lines
below the more steady rate of consumer purchases of
the products of these industries.

Silk and rayon deliveries to mills (not shown on the
chart) dropped sharply from midsummer to the end of
1937, then recovered about one-third of this decline in
the first quarter of 1938, a recovery which was not fully
sustained. Activity at meat-packing establishments
has proceeded at a relatively even pace at about the
average level of the preceding 2 years. Production of
petroleum products has shown an extension of the down-
ward trend which began last fall. Output of tobacco
products, contrary to the general movement in the
nondurable-goods industries, has moved irregularly
upward.

Output of durable manufactures, although turning
downward later in 1937 than the nondurable-goods
industries, fell more rapidly during the final 4 months of
the year. The usual seasonal rise was not fully experi-
enced in these lines during; the first half of 1938, resulting:

in a moderate decline in the adjusted index. Operations
in the durable goods industries averaged less than 50
percent of the 1937 rate for the comparable calendar
period, but were 40 and 50 percent, respectively, above
the averages for the first half of 1932 and 1933. The
production of steel and iron manufactures and lumber
items, after allowance for seasonal advances, has shown
an irregular sidewise movement so far in 1938. Assem-
blies of automobiles did not experience the usual
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Figure 1.—Indexes of Durable and Nondurable Manufactures, Adjusted
for Seasonal Variation, 1935-38 (Board of Governors of the Federal
Reserve System).

NOTE.—Durable manufactures include iron and steel, automobiles, lumber, ship-
building, locomotives, nonferrous metals, cement, polished plate glass, and coke;
nondurable manufactures include textiles, leather and products, foods, tobacco prod-
ucts, paper and printing, petroleum refining, and automobile tires and tubes.

seasonal rise in the first half of 1938. Cement produc-
tion, contrary to the movement of other durable manu-
factures, advanced in the first half of 1938.

In terms of actual quantity of output, steel ingot
production in the first 5 months of 1938 totaled 9,181,-
000 tons, as compared with 24,574,000 tons in the cor-
responding period of 1937. The industry operated at
29 percent of ingot capacity in January, moved up by
March to 34 percent, and declined in subsequent
months to 30 percent in May and to less than 29 per-Digitized for FRASER 
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cent in June. Automobile assemblies in the United
States during the first 5 months just topped 1 million
units as compared with over 2}{ million in the same
months last year. Lumber production has shown
a smaller relative decline from the comparable months
last year. Output in this industry at the high point
last year, however, was low when compared with the
predepression years, as the construction industry,
especially residential building, experienced less of a rise
in the recovery period than other lines.

Employment and Pay Rolls Lower.

Total nonagricultural employment recorded a contra-
seasonal decline in May, after having failed to record
the usual rise during the first 4 months of the year.
After allowance for seasonal changes, employment has
receded steadily since early last fall and is currently at

MILLIONS OF PERSONS
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Figure 2.—Total Nonagricultural Employment in the United States,
1929-38 (U. S. Department of Labor).

1 Includes trade, finance, service, and miscellaneous industries, and Government,
education, and professional services.

2 Includes manufacturing ,mining, construction, transportation, and public utilities

the lowest point since February 1936. These data,
which cover all persons engaged in gainful work outside
of agriculture (excluding employment on W. P. A. and
other emergency projects), indicate that the drop in
employment since September 1937 has amounted to
about 3,300,000 workers.

The decline in factory employment continued
throughout the first 5 months of 1938. On a seasonally
adjusted basis, employment dropped 18 percent during
the last 6 months of 1937, and 8 percent further during
the first 5 months of 1938. Pay rolls have shown a
more abrupt decline since the fall of 1937.

Following the production trends, the number at work
in durable-goods manufacturing industries recorded a
sharper drop than employment in nondurable-goods

industries. Since the peak last July, employment in
factories producing durable goods dropped 33 percent,
while employment in nondurable-goods lines declined
17 percent, on the basis of the seasonally adjusted
indexes. Among the durable-goods classifications, the
sharpest decline was recorded in railroad car-building
shops (58 percent); in nondurable-goods lines, the
greatest decline was in rubber tires and tubes (32 per-
cent). The best showing has been made for stone,
clay, and glass products in the first group of industries,
and tobacco manufactures in the second group, where
the declines since last summer have amounted to 22
percent and 1 percent, respectively.

Employment in the various trade lines has experi-
enced a relatively small decline as compared with that
in manufacturing industries. In wholesale trade, the
number at work in the middle of May was about 4
percent below May 1937, and in retail trade the decline
amounted to 7 percent. The general-merchandising
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Figure 3.—Indexes of Average Hourly and Weekly Earnings and Hours
Worked per Week in 25 Manufacturing Industries, 1929-38.

NOTE.—Computed from the original data of the National Industrial Conference
Board, using 1929 as a base.

classification of retail trade experienced the sharpest
decline (10 percent).

Average hourly earnings (wage rates) in manufactur-
ing industries have shown little change since last summer
and are currently at near record highs, as is indicated
in figure 3. Average hours worked per week have
shown little change so far this year, following a decline
of more than one-fifth since early 1937. Under the
influence of these forces weekly earnings have also
moved narrowly this year.

Prices Decline.

Wholesale prices, as measured by the index of the
Bureau of Labor Statistics, moved downward rather
sharply in the first 4 months of 1938 but leveled off in
May and advanced slightly in the late weeks of June,
although the average for the month was unchanged.
The general index stood at 78.2 percent of the 1926 aver-
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Table 1.—Variations in Prices of Selected Commodities

July 1938

Commodity Unit 1937 High

17
7.75

65.50
7.85

21.92
2.512

14.50
12.21
14. 15

1.40
13.15

3.95
H.91
1.15
2.18
834

27Ys

1938 Low

9
4.00

35.00
4.39

11.00
2.350
7.49
7.63
7.70

4.35

2.65
7.76

.66
1.56
43<4
9

1096

June 25,
1938

9
4. 50

42.90
4.89

i 12. 08
i 2. 350

9.51
8.43
8.72

'57M
5 5. 20

7%
2.66
8.83

.66
1.73
4%
9

Percent
decline

from 1937
high to
1938 low

Copper, electrolytic, Connecticut delivery-
Lead, pig, New York delivery
Tin, straits, New York delivery
Zinc, spot, New York
Steel scrap, Iron Age composite
Finished steel, Iron Age composite
Beef, steers 2

Hog, slaughter 3
Lard, cash, Chicago
Wheat, No. 2 Hard, Kansas City 4

Corn, No. 3 Yellow, Chicago 4 __.
Cocoa, Accra, New York
Coffee, Santos No. 4, New York
Sugar, raw, duty paid 96°
Cotton, average of 10 spot markets
Wool, territory five%, Boston 4

Raw silk, crack double extra, New York 4_-
Print cloth, 38H inches, 60 x 64
Hides, heavy native steers, Chicago
Rubber, plantation sheets, New York

Cents per pound.
do

.do..

.do-Dollars per gross ton
Cents per pound
Dollars per 100 pounds,

.do..
Cents per pound.. .
Dollars per bushel.,

.do-
Cents per pound.

.do
_do

..do..

..do..
.do-

Cents per yard.._
Cents per pound-

do

43
48
47
44
50
6
48
38
46
46
61
67
43
33
48
43
28
48
49
62

1 June 28.
2 Average weekly price for sales out of first hands at Chicago.
3 Average weekly price for purchases by packers in 7 markets.
4 High of daily quotation range.
5 June 24.

age in the week ended June 25, as compared with 77.7
in the week ended June 4, 81 the week ended January 1,
and 87.5 the week ended September 25, 1937. This
index in early June was the lowest since the final week
of December 1934. (The data used in figure 4 are on a
monthly basis. The latest statistics available are for
May.)

Prices of agricultural products have shown an irregu-
lar but persistent downward movement for more than
a year, during which time the farm-products index
dropped 30 percent. The index in June was the lowest
reported since the summer of 1934. Prices of commod-
ities, other than farm products and foods, did not de-

cline on the average until October, and since that time
these prices have fallen only about 6 percent. Lower
prices for textile products, hide and leather products,
building materials, and chemicals and drugs have been
largely responsible for the drop that did occur. The
prices of housefurnishings declined only slightly, while
the index of prices of metals and metal products has
increased fractionally. Although there is considerable
individual variation in timing and extent of the move-
ments, the magnitude of the drop in the prices of some
selected items from the highs of 1937 is shown in the
accomp any in g table.
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Figure 4.—Indexes of Wholesale Prices of Farm Products, Foods, and other Commodities, 1926-38 (U. S. Department of Labor).
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Construction Activity.

The total dollar volume of construction contracts
awarded continued to decline through the first 2 months
of 1938, extending the downward trend of awards which
began last July, according to reports by the F. W.
Dodge Corporation for 37 Eastern States. Sharp
advances in contracts awarded during March, April,
and May, however, lifted total awards to approxi-
mately the level of 1936 and 1937. For the first 5
months of 1938 the dollar volume of awards averaged
11 percent below that in the comparable months of 1937
and was 58 percent below the value in the same months
of 1929. Residential building in the January-May
period was down 26 percent from 1937 and 66 percent
from 1929.

Building, both private and public, contributed to this
advance in March, April, and May. Although both
residential and nonresidential building advanced sub-
stantially, the gain was considerably larger in the latter
classification. Some of the spring rise may have
resulted, however, from the release of construction that
had been deferred pending the inauguration of the new
Federal aid program. High costs of labor and ma-
terials still constitute a deterrent to a large-scale
revival of building. The construction industry gen-
erally has failed to share in the technological develop-
ments which have made high wages and low production
costs possible in the manufacturing field, though it is
forced into price competition with other lines of activity
for the labor and materials which are used.

Railroads.

Freight loadings declined steadily through April of
this year in continuation of the tendency which first
became evident last summer, and reached a point only
slightly above the lows of 1933. In May and June a
small upturn in traffic that was slightly larger than
usual occurred. The effects of the decline in traffic
since midsummer of last year on the profits of the rail-
roads have been particularly serious, as they did not
experience so full a recovery from the depression lows
as other major industries.

Loadings in the first 5 months of 1938 were down 25
percent from the corresponding period of last year. At
this level, car loadings were slightly below those in the
January-May period of 1932 and were only 9 percent
above those in 1933.

Miscellaneous loadings, which are comprised in large
part of shipments of manufactured products, were
nearly 30 percent lower in the first 5 months of 1938
than in the corresponding period last year. Loadings
of forest products for the same comparative period
recorded a drop of 28 percent, but the marked rise in
construction contract awards during the past several
months presages some increase in lumber shipments
during the early summer. Reflecting the current low
rate of activity in the steel industry, loadings of ore in

in May were only about one-fifth those of a year ago,
and for the first 5 months were less than one-third the
movement in the same months in 1937.

Gross revenues of Class I railroads have remained well
above those of 1933, but higher operating costs, despite
the price declines of recent months, have resulted in
month-to-month deficits which are slightly larger than
those recorded in the worst depression year (see figure 5).
The deficit, after all charges, amounted to $140,000,000
in the first 4 months of 1938, the largest loss recorded by
the carriers for any comparable period since these data
first became available in 1931. In the corresponding
months of 1933, the loss was $120,000,000. In April,
the carriers w êre granted an increase in freight rates,
which on the basis of traffic volume in 1936, was esti-
mated to yield additional annual revenue of approxi-
mately $175,000,000. In the first 6 months of the year,
however, freight traffic was about 16 percent below that
of the same months in 1936.
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Figure 5.—Financial Operations of Class I Railways, Excluding Switching
and Terminal Companies, 1927-38 (Interstate Commerce Commission).
1 Monthly data are not available prior to 1931.

Equipment buying by the railroads was in relatively
small volume during the first half of the year. Orders
for locomotives in the first 5 months of the year, as
reported in the Railway Age, totaled only 44 as com-
pared with 206 in the corresponding period of 1937.
Freight-car orders for these same comparative periods
were 6,933 and 44,562, respectively. The equipment
manufacturers and railroad car shops have worked off
their backlogs and have geared operations to the
present small volume of incoming orders.

Foreign Trade.

The relatively high volume of export trade during the
first 5 months of this year has been a significant factor
in cushioning the business recession that began last fall.
The shifts in the indexes of quantity, price, and value of
exports and imports, as compiled by the Bureau of
Foreign and Domestic Commerce, are shown in the
accompanying chart. In the decline in economic
activity after 1929, the leading industrial nations

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

July 1938



8 SUKVEY OF CURRENT BUSINESS July 1938

were also severely hit, and this was reflected in the
rapid drop in foreign trade. Although there has been
some contraction in business activity in leading foreign
countries during the past few months, the current
domestic recession has not had a counterpart in other
nations, and the sustained foreign demand has thus
acted as a support to export trade. The continued
high level of exports and the downward trend of imports
during the first 5 months of this year have resulted in
building up an excess of exports over imports of more
than $544,000,000, the largest export balance for this
period since 1921.

Exports in the January-May period this year were 7
percent above those in the corresponding period last
year. Agricultural exports, reflecting the good harvest
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Figure 6.—Changes in Quantity, Unit Value (Prices), and Total Value of
Exports and Imports, by Quarters, 1929-38 (U. S. Department of
Commerce).

in 1937 and the drought shortage in 1936, were up 29
percent. Nonagricultural exports advanced 1 percent,
largely because heavy shipments of machinery (up 16
percent) and petroleum and products (up 18 percent)
offset declines in other lines.

In the first 5 months of 1938, 52 percent of the orders
for machine tools was from foreign sources as compared
with 21 percent of a much larger total volume last year;
14 percent of the total automobile production was ex-
ported as compared with 7 percent last year; and 11
percent of total steel products (data for first quarter
only) was exported as compared with 4 percent last
year. Advances in the relative importance of export
trade in these lines were due to the curtailment in do-
mestic demand as compared with a relatively steady
volume of shipments to foreign buyers.

Imports of merchandise, seasonally adjusted, have de-
clined almost without interruption since the spring of
1937. The drop from June 1937 through May 1938 in

the adjusted index exceeded 50 percent. Imports in the
first 5 months of 1938 were 42 percent below those in the
corresponding months of 1937, when imports of crude
materials and foodstuffs were at high levels under the
stimuli of rising prices, the high rate of industrial ac-
tivity, and the drought-shortened supplies of domestic
foodstuffs. The lowered volume of import trade this
year resulted largely from a reverse situation—prices
were lower, industrial demand was slack, and ample
supplies of agricultural products were available. Im-
ports of agricultural products in the January-May
period this year were down 46 percent from the same
months last year; nonagricultural imports were down
33 percent.
Retail Trade.

The effect of the business recession was not felt to a
significant degree in retail trade until late in 1937; then
became pronounced in the first half of 1938. Although
consumer purchasing was somewhat retarded during
the third quarter of 1937, not until November did the
dollar volume of sales fall below that in the comparative
month of the previous year.

The deepening business recession ŵ as reflected in the
monthly series of decreases in retail sales through May
of 1938 (the latest period for which data are complete),
with the relative decline in comparison with a year ago
increasing as the period advanced. Sales in May were
down 20 percent from May 1937, whereas trade in Jan-
uary of this year was 12 percent below that in the same
month last year. Statistics for June are not yet com-
plete, but available data indicate some improvement in
trade activity.

Preliminary estimates for the first 6 months of 1938
indicate a decline in the total dollar volume of retail
sales of about 18 percent from the same period of 1937.
Sales of durable goods experienced the greatest relative
decline. The decrease was especially marked in new
passenger automobile sales, the dollar volume of which
dropped 45 percent during the first 5 months of the year
as compared with the similar period of 1937; lumber
and building materials, hardware, and furniture and
household appliances also recorded substantial declines,
General merchandise sales decreased about 12 percent,
while grocery store sales, which move narrowly, were
down about 6 percent. The decrease in dollar volume
of general merchandise sold can be accounted for in part
by lowered prices.

Although retail activity was generally depressed
during the first 5 months of the year and consumer
income averaged about 7 percent below the estimated
amount for the first half of 1937, the recession pattern
was not uniform throughout the Nation. The margin
of change varied greatly in the different regions and
among the different States; the largest declines occurred
in those States where purchasing power was more
closely tied in with industrial activity. Sales in the
Central Western and Southern States w êre less de-
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pressed than in other regions, while the East North
Central States showed the largest relative declines.
Wholesale Trade.

The margin by which wholesalers' sales this year
have fallen below sales last year, when activity was
relatively steady, has continued to widen as the year
has progressed. Beginning last October, sales fell
below those of the corresponding month a year earlier.
In January they were dowrn 12 percent from January
1937 and in May 16 percent from May 1937. Pre-
liminary estimates indicate that wholesale sales during
the first 5 months of 1938 averaged about 15 percent
below those in the comparable period last year.

Among the various lines of wholesaling activity, the
largest declines during the first 5 months from the same
months in 1937 were recorded by firms selling electrical
goods, hardware, furniture, and jewelry, while the least
severe contractions were shown by those selling drugs,
tobacco, petroleum products, and meats. Wholesalers'
inventories in May were down 14 percent from May
1937, when stocks were generally high, while sales were
off 16 percent from May last year.
Banking and Credit. l

Major financial developments during the first half
of 1938 included the shifts in the gold and credit
policies of the Federal monetary authorities, and the
change in the fiscal program of the Government. Dur-
ing more than a year, as a means of preventing in-
creases in monetary gold stock from further expand-
ing bank reserves, gold purchases by the Treasury had
been made out of the proceeds of the sale of additional
public-debt obligations; and, in pursuance of this policy,
gold acquisitions had been placed in an inactive account
in the Treasury. On February 14 it was announced
that, retroactive to January 1, 1938, gold acquisitions
would be placed in the inactive account only to the
extent that they exceeded $100,000,000 in any quarter.

1 This review of financial developments during the first half of 1938 was prepared by
Dr. August Maffry of the Finance Division of the Bureau of Foreign and Domestic
Commerce.

Since gold imports and other gold purchases were run-
ning currently below this level, the effect of the new
policy was to permit acquisitions after the beginning
of the year to increase bank reserves.

This action by the Treasury was followed on April
14 by the desterilization of approximately $1,400,000,000
of inactive gold, representing the net accumulation
since the beginning of sterilization on December 21,
1936. Desterilization was accomplished through the
deposit of gold certificates with the Federal Reserve
Banks, and the desired effect upon bank reserves was

BILLIONS OF DOLLARS
9

Figure 7.—Total Member-Bank Reserve Balances at Federal Reserve Banks,
with Estimates of Acquired and Excess Reserves, 1934-38 (Board of
Governors of the Federal Reserve System).

produced by drawing down the resulting Treasury
deposits through the retirement of Treasury bills with
cash at the rate of $50,000,000 weekly.

The change in the gold policy of the Treasury was
supplemented by a reduction of approximately 13%
percent in the reserve requirements on all classes of
deposits for all member banks announced by the Board
of Governors of the Federal Reserve System on April
15. This action followed the doubling of requirements
during 1936 and 1937. The effect of the order was to
raise the excess reserves of member banks by about
$750,000,000 to $2,492,000,000 on April 20. Largely
as a result of the disbursement by the Treasury of the
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Figure 8.-—Bank Credit of Reporting Member Banks in 101 Cities, 1935-38. Wednesday Figures (Board of Governors of the Federal Reserve System).
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proceeds of gold desterilization, the total reserves of
the banks rose to $7,922,000,000 on June 22, as com-
pared with $6,983,000,000 at the end of 1937. Excess
reserves were estimated at $2,780,000,000 on June 22—
almost four times the amount in early August 1937 and
considerably more than twice the amount at the
beginning of the year.

On June 21 a bill providing for the expenditure of
$3,753,000,000 for relief and public works was signed
by the President. The extension of Government ef-
forts to stimulate business was signalized earlier by
the reopening and enlargement of the credit facilities
of the Reconstruction Finance Corporation for the
benefit of both large and small business enterprises by
amendments which became effective on April 13.

Developments during the first 6 months of 1938 in
the sphere of commercial banking reflected principally
the depressed condition of business. Commercial, in-
dustrial, and agricultural loans of the .weekly reporting
member banks fell from $4,601,000,000 at the end of
1937 to $3,916,000,000 on June 22, a decrease of $685,-
000,000. Other loans declined by $423,000,000, chiefly
as a result of the reduction in loans to brokers and
dealers in securities. The investments of reporting
member banks increased during the same period by
$278,000,000 as the banks increased their holdings of
Government and Government-guaranteed obligations
by approximately $130,000,000 and their holdings of
other securities, on balance, by $148,000,000. De-
mand deposits in these banks were increased during
the period by $505,000,000. The decline in loans
tended, of course, to reduce deposits, but other factors,
especially the purchase by banks of securities from non-
bank holders, had the greater effect of increasing them.
Security Markets and Money Markets.

The trend in stock prices was irregularly downward
during the half-year ended in June. The Standard
Statistics index of 420 stocks fell to 73.9 for May, as
compared with 82.2 in December 1937 and with 120.5
at the beginning of the downturn in prices in the pre-
ceding August. The decline, as measured by repre-
sentative averages, was most pronounced in the case of
railroad shares, which lost well over half of their quoted
value between August 1937 and May 1938. When it
became apparent, in June, that no railroad legislation
would be forthcoming at the closing session of Congress,
railroad obligations showed further weakness. Public-
utility stocks dropped from 78.8 at the year-end to
69.5 in May. Industrials, which fell from 95.2 in
December to 87.4 in May, showed the smallest propor-
tionate decline among the major classifications but were
more than a third below the level of August 1937. A
moderate advance in stock prices during the first 3
weeks of June was followed by a brisk rally in the final
week of the month which carried combined averages
close to the year's high. The volume of trading, which
had been exceptionally light during the early months

of the year, recovered sharply with the upturn in prices
after June 20. Bond prices drifted lower during the
first 6 months of 1938 and were carried to the lowest
levels in recent years in mid-June as a result largely of
the further decline in quotations for railroad obligations.
In the last 2 weeks of June bond prices experienced some
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Figure 9.—Movement of Stock Prices by Major Groups, 1926-38 (Standard
Statistics Co., Inc.).

recovery. The variations in yields on three grades of
corporation bonds are shown in figure 10.

The dullness in the capital market was unrelieved
during the first half of 1938. Flotations by domestic
corporations for new capital in the 5-month period from
January to May totaled approximately $655,000,000, a
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NOTE.—In the rating classification followed by Moody's Investors Service, Aaa
indicates bonds which are and may be expected to remain the most conservative type
of investment. Such bonds will tend to fluctuate in price with fluctuations of the
prevailing long-term interest rates. Bonds rated A have distinct investment quali-
ties, but do not have the elements of strength which would necessarily prevent their
intrinsic worth from being affected by some special development; while those rated
Baa have definitely less of an investment and more of a speculative character.

decrease of 30 percent from the aggregate for the corre-
sponding period of 1937. Dividend declarations by 600
companies fell steadily during the same period and
stood at $1.43 per share in May, as compared with
$2.18 in December 1937 and with $2.09 in May 1937,
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according to a compilation by Moody's Investors Serv-
ice. Treasury quarterly financing in March was con-
fined to the refunding of maturing notes, and in June
to the exchange of bonds and notes for obligations
maturing on June 15 and on September 15. Interest
rates on the securities offered in the recent exchange,
2% percent on 25-year bonds and l)i percent on 5-year
notes, were the lowest which have been quoted for
Government obligations of similar maturities. The
extreme ease in the money market was indicated also
by the fall in the Treasury bill rate to 0.016 for the
offering of June 20.

Foreign Exchange Markets and Gold Movements.

As in other recent years, the foreign exchanges were
strongly affected during the first half of 1938 by the
repercussions of political developments at home and
abroad. During January and February, the dollar
showed weakness in terms of the principal European
currencies, with the usual exception of the French
franc; and the liquidation of dollar balances in February
growing out of the fear of dollar devaluation carried the
pound sterling, the guilder, and the Swiss franc to the
highest levels since the Tripartite Declaration of Sep-
tember 1936. In March, at the time of the union of
Austria with Germany, the European currencies were
under severe pressure, although fluctuations in rates
were kept within fairly narrow limits by virtue of
official supporting operations. Gold engagements at
that time in London and in Brussels for American
account were the first reported acquisitions in Europe
since September 1937. Both the strength of the dollar
and the movement of gold signified at least a brief
resumption of the flow of capital funds from European
centers to the United States.

The continued weakness of the French franc, arising
from the prolongation of domestic financial difficulties
and accentuated by the strained international situation,
culminated in a further depreciation of the franc in early
May. Renewed pressure upon the European curren-
cies was evident until the reappearance in June of
rumors of a reduction in the gold buying price of the
United States Treasury. Under the influence of these
rumors the dollar was generally weak on the foreign
exchanges, and another of the spasmodic flights to gold
was indicated by a strong demand in the London market
for gold for hoarding purposes. Following the "com-
plete and formal" denial by the Secretary of the Treas-
ury on June 20 that further devaluation of the dollar
was contemplated and his reminder that the matter
rested between the President and himself, both of whom

had issued frequent denials, the exchanges moved again
in favor of the dollar.

Gold Movement at Lower Rate.

Gold imports into the United States in the period
from January to the middle of June, which amounted
to $234,000,000, were much reduced in comparison
with the extremely heavy inflow during the same
period of 1937, which aggregated $948,000,000. The
persistence of the inward movement was attributable
to the large excess of merchandise exports from this
country, which was accumulating at the rate of more
than $100,000,000 per month, while the reduction in
the size of the reported inflow reflected the reversal
in the movement of capital funds which appeared in
the last quarter of 1937 and continued into the early
months of 1938. Gold acquisitions in the London
market, which were $658,000,000 in the period from
January to mid-June in 1937, fell to only $90,000,000
in the corresponding period of 1938, and substantial
engagements for American account were confined to
the period of marked weakness in the principal Euro-
pean currencies in March, April, and late May. In
June, the movement of gold from London to New York
ceased with the liquidation of foreign dollar balances
and with the simultaneous appearance of a heavy
demand for gold growing out of fears of a further
devaluation of the dollar.

Gold imports from Belgium during January-June
represented a part of the gold lost by the National
Bank of Belgium in the defense of the belga, which
was under severe pressure in March and again in May.
Those from Sweden, which began in May, were reported
to be for safekeeping. Arrivals from producing coun-
tries were much smaller than in 1937, especially in the
case of Canada and British India. Receipts from
Japan totaled $55,500,000 up to June 17, as compared
with $43,000,000 in the same period of 1937 and with
$246,000,000 during the whole of the preceding year.
Capital Movements During First Quarter.

The statistics of capital movements between the
United States and foreign countries during the first
quarter of 1938, issued by the Treasury Department
on June 30, showed a continuation of the outward
movement of short-term banking funds which featured
the final quarter of 1937. This outflow, consisting
almost entirely of a reduction in foreign dollar balances,
was placed at $233,000,000 during January-March, as
compared with $644,000,000 during the preceding
period. The outward movement, which became pro-
gressively heavier on a monthly basis, was unbroken
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except for 2 isolated weeks in January and in March.
The net outflow of capital during the quarter amounted
to only $203,000,000 as a result of an inward move-
ment of brokerage balances amounting to approximately
$6,000,000 and a net inflow of funds in security trans-

actions amounting to $24,000,000. The latter move-
ment was entirely the result of net purchases of foreign
securities in this market by foreigners since domestic
securities were sold, on balance, to the extent of
$12,000,000.

Table 2.—Selected Business Series, Comparative Data for the First 5 Months of 1929, 1932, 1937, and 1938
With Percentage Changes

Item Unit or base period

First 5 months of-

1929 1932 1937

Percentage change, first 5
months 1938 from like

period of—

1938 1929 1932

Income payments, total
Compensation of employees.
Dividends and interest
Entrepreneurial withdrawals and net rents

and royalties.
Industrial production, combined index

Manufacturing
Mining

Production series:
Automobiles
Bituminous coal
Cotton consumption
Electi ic power
Lumber i
Petroleum, crude.

Millions of dollars
... __do
. . . . .do

do

1923-25=100-
do
do

Thousands of units
Thousands of net tons
Thousands of bales
M illions of kilowatt-hours
Millions of feet, board measure j
Thousands of barrels
Thousands of long tons..

do
Thousands of pounds.

Pig iron
Steel ingots
Wool consumption

Distribution:
Car loadings Thousands of units..

: Retail sales:
Passenger automobiles I 1929-31 = 100
Department stores I 1923-25=100
Rural-

Cash income from farm marketings
Employment and pay rolls:

Employment:
Nonagricultural (estimated total)2..
Factory

Pay rolls:
Factory

Construction:
Contracts awarded, total

Residential
Nonresidential
Public works and utilities

Foreign trade:1

Exports:
Quantity
Value

Imports:
Quantity
Value

Finance:
Corporation earnings 3

Securities issued, total
New capital
Refunding

Bond prices (45 corporate issues)
Stock prices (420 issues)

Prices:
Wholesale prices 2

Cost of living of wage earners 2 1923 = 100.

1929-31 = 100..
1924-29 = 100.

Thousands of workers.
1923-25 = 100

1923-25=100..

Millions of dollars..
. . do

do
_do

1923-25 =100_.
1923-25 = 100.

1923-25=100.
1923-25 = 100..

1926 = 100
Thousands of dollars

Dollars.—
1926=100..

-100..

31,807
20.903

4', 032 i
6,272 !

122
124
110

2, 680
219, 076

3,195
38.725
8, 620

404, 884
17,923
24, 133

159, 700

21, 325

161.7
100. 0
110.3

90. 2

36, 254
103. 6

109. 8

2, J82
913
985
584

143
125

132
116

138.5
5,511,630
4,648,132

863,498
95. 3

1S7.0

94.7
99.0

21,497
13,781
3,514
4,202

67
66
73

688
128,515

2,074
34, 693

2, 643
333.751

4, 541
6, 784

7S; 500

12, 100

42.8
68.0
60.9
44.6

27, 725
68.1

554
140
223
189

76
40

89
41

18.4
753, 351
582, 745
170, 605

76.6
51.5

64.4
78.3

27, 279
18,794
3,260
5,225

119
120
112

2.291
191,141

3,510
49, 490
5,436

514, 354
16, 599
24, 574

194, 503

15, 804

121.6
84.0

107.1
68.5

34, 993
100.2

99.5

1,175
423
441
311

63

140
82

102.4
2, 151, 528

928, 444
1, 223, 084

103.6
125.2

87.4

25, 389
17, 204
3,071
5,114

79
76
96

1,029
129, 440

2.213
45,821
4,212

308,569
6,810
9,181

79; 125

11,928

67.3
77.0
97.4
60.8

31,800
80.7

71.7

1, 043
313
352
378

108
73

91
51

39.5
1, 134, 554

654, 807
479. 746

76.6
77.0

78.1
86.5

—20.2
- 1 7 . 7
- 3 3 . 7
- 1 8 . 5

- 3 5 . 2
- 3 8 . 7
- 1 2 . 7

- 6 1 . 6
- 4 0 . 9
- 3 0 . 7
+18. 3
- 5 1 . 1
+25. 6
- 0 2 . 0
- 6 2 . 0
- 5 0 . 5

- 4 4 . 1

-58 .4 !
- 2 3 . 0
- 1 1 . 7

- 1 2 . 3
- 2 2 . 1

-34 .7

- 5 8 . 0
- 6 5 . 7
- 6 4 . 3
- 3 5 . 3

- 4 1 . 6

- 3 1 . 1
- 5 6 . 0

- 7 1 . 5
- 7 9 . 4
—85.9
-44 .4
— 19.6
- 5 8 . 8

- 1 7 . 5
- 1 2 . 6

+18. 1
+24. 8
-12.6
+21. 7

+17.9
+ 15.2
+31. 5

+49.6
+0.7
+6.7

+32.1
+59.4 i
+52.4 I
+50.0
+35.3 |
+0-8 !

- • • !

+57.2 [
+13.2
+59. 9
+36. 3

+14.7
+18. 5

+39. 2

+88. 3
+123. 6
+57. S

+ 100.0

+42. 1
+82. 5

+2.2
+24.4

+114.7 |
+50. 6

+ 18L2 |

"+49:5" !

+21.3
+ 10. 5

- 6 . 9
- 8 . 5
- 5 . 8
- 2 . 1

- 3 3 . 6
-36 . 7
- 1 4 . 3

- 5 5 . 1
- 3 2 . 3
-37 .0
—7 4

-22^5
- 1 . 1

- 5 9 . 0
-62 .6
-59 . 3

-24 . 8

-44 .7
- 8 . 3
- 9 . 1

-11 .2

- 9 . 1
- 1 9 . 5

- 2 7 . 9

-11 .2
-2G. 0
- 2 0 . 2
+21. 5

-4-21. 3
+ 15.9

- 3 5 . 0
-37 .8

- 6 1 . 1
- 4 7 . 3
- 2 9 . 5
- 6 0 . 8

!

- 1 0 . 6
- 2 . 6

1 Data for first quarter of each year. -; May of each year, 3 Data for first 2 quarters of each year.
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