
Government bonds, this deficit had to be largely financed 
with short-term borrowing. More money was raised out
side the banking system than was thought possible. But 
even that source of financing conflicted to some extent 
with credit restraint, since holders of short-term issues 
can demand cash at maturity. In addition, the System had 
to take into account the many trips the Treasury had to 
make to the market.

New Records Cause Fourth Rise
At the time of the most recent discount rate increase, 
from 3 to 3% percent in late May, most economic 
measures had set new records. Even unemployment had 
dropped a good deal since the first of the year and was 
concentrated in particular areas of the country.

Indeed, only the foreign market remained as a major 
depressing influence. Our balance of payment deficit has 
been large, not only because exports have declined, but 
also imports have increased, and private capital (notably 
investments abroad) has continued to flow out. As a 
result, foreign nations have acquired more dollars and 
gold.

Actually, we have had periods of declining exports and 
gold losses before, but the feeling has grown that over 
many years the price rise of many goods in this country 
has been relatively greater than abroad. If that is true, it 
argues for credit restraint.

Since last spring, the cost of living has changed little, 
but only because food prices have fallen; most of the 
other things consumers buy have crept upward. It is well 
to keep in mind that in the past, the cost of living did not 
always turn up until long after business activity had im
proved significantly. It should also be remembered that 
higher costs are not the only things that can push prices 
up. Increased spending, whether financed by money or 
credit, may have the same effect. Money in the hands of 
the public (demand deposits and currency) between 
January and April this year rose at the rapid annual 
rate, seasonally adjusted, of 6 percent. This increase 
partly reflects Treasury deficit financing, and partly an 
accelerated advance in bank lending that began in early

1959. As corporations and others economized in the use 
of cash balances, the money supply worked harder, a 
factor that has also made possible a step-up in spending.

Other Restrictive Credit Moves
The System has done more than make member bank bor
rowing more costly, although this has been a useful way 
of signaling that money and credit may be expanding too 
rapidly. It also has kept a tight lid on reserves. The 
degree of pressure placed on bank reserves has been in
creasingly strong and has often been timed with discount 
rate increases. During the last four months of 1958, the 
System was niggardly in supplying banks with reserves 
needed to meet the seasonal rise in borrowings. In early 
1959, the System tightened reserve positions by selling se
curities. In April and June, open market purchases did 
not supply enough reserves to take care of the increase in 
required reserves accompanying the growth in bank loans.

Banks have tried to adjust to these pressures by reduc
ing their excess reserves and by increasing their borrow
ings from the Federal Reserve Banks. Those outside the 
bigger cities (country banks) already are borrowing more 
money than in the spring of 1957, a time when System 
policy was probably tighter than at any other time in the
1955-57 boom. Because banks are traditionally reluctant 
to borrow from the System and because they can, except 
in certain circumstances, do so only temporarily, they 
have had to sell large amounts of Government securities. 
When they disposed of long-term issues, which are selling 
as much as 17 points below par, their capital losses were 
large.

Those banks that hold short maturities, of course, can 
sell them with little or no loss. But by and large, their 
liquid positions are already down to historical lows. One 
commonly used ratio—loans to deposits—is now the 
same for all member banks in the nation as it was at the 
pre-recession peak. Banks may sell off their securities, 
therefore, and expand their loans more hesitantly than 
they did during the 1955-57 boom. If they do, they 
will reinforce the System’s efforts as it leans against the 
winds of inflation. Harry Brandt

Employment Setting New Records
Generally speaking, District employment is back in its 
pre-recession habit of setting new records. Seasonally ad
justed nonfarm employment, after declining in the eco
nomic recession of late 1957 and early 1958, has recov
ered steadily since April 1958. By last October, more 
people were employed in nonfarm establishments in Sixth 
District states than ever before, according to recently re
vised figures. Little further change occurred in November 
and December, but in each of the first five months of this 
year, nonfarm employment has edged upward to set suc
cessively new records. In May, employment was 4.4 per
cent above its recession low and 2.4 percent above the 
pre-recession peak established in August 1957.

Gains Widespread Among Types of 
Employment

A closer look at the District picture reveals that the new 
records have been set because of widespread gains in both 
manufacturing and nonmanufacturing activities since the 
recession low of April 1958. In manufacturing, about
84,000 people have been added to Sixth District payrolls, 
after seasonal adjustment, while additions in nonmanu- 
facturing activities have amounted to about 124,000 peo
ple. Although the number added is smaller for the manu
facturing activities, it actually represents a larger percent
age increase than that for nonmanufacturing, 6.7 percent 
compared with 3.5 percent.
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Within manufacturing, all major types of employment 
have shown improvement since April 1958. The sharpest 
gain, 12 percent, occurred in primary metals. Gains of 9 
and 8 percent, respectively, were reported in the District’s 
apparel and lumber industries. Gains in other types of 
manufacturing employment have been more modest, as 
low as about 3 percent in textiles and chemicals.

One sees both national and regional economic influ
ences at work in these changes. Take for example the 
changes that have occurred in lumber employment, which 
is closely tied, as one might expect, to developments in 
homebuilding. For over two years before May 1958, Dis
trict lumber employment had been in a downward trend 
that coincided roughly with the period of sharp contrac
tion and reduced activity in homebuilding in the nation. 
A pickup in District homebuilding in early 1957 helped 
slow the decline in lumber employment, but employment 
did not start to rise until June 1958, shortly after an ex
ceptionally sharp increase in the number of new houses 
started in the United States. So far this year, housing starts 
have remained near the high volume reached in late 1958. 
Similarly, lumber employment has held at the improved 
level it reached in late 1958. Increases in both national and 
regional housing demands, therefore, largely explain the 
improved picture of lumber employment in the District.

Although each major type of manufacturing employ
ment is above its recession low, the trend in each case has 
not been uniformly upward throughout the last year. All 
the gain in lumber, for example, had taken place by last 
October. In the manufacture of transportation equipment, 
employment rose sharply in the second and third quarters 
of 1958 but has since declined. This may surprise those 
familiar with the bustling activity in the automobile indus
try this year. The decline, however, has taken place in 
spite of increased employment in automobile manufactur
ing and is attributable largely to reductions in shipbuilding 
and repair, an important element in the Sixth District 
transportation equipment industry.

The rise in nonmanufacturing employment, which usu
ally shows smaller fluctuations than manufacturing in the 
cycle of business upswings and downswings, has also re
flected widespread improvement among various types of 
activity. Largest gains reported were one of 6 percent in 
construction employment and one of 6 percent in employ
ment in finance, insurance, and real estate activity. Some 
types of nonmanufacturing employment, however, showed 
declines: Mining employment is below a year ago, largely 
as a result of reduced employment in metal and coal 
mining in Alabama and Tennessee and in oil production 
in Louisiana, while lower employment in transportation, 
communication, and public utilities reflects reductions in 
Louisiana largely due to reduced shipping activity.

Experience in Individual States Varies
Although employment has been setting new records for 
the District as a whole, this has not been the case in all 
District states. As is so often true, the general picture 
hides a substantial degree of variation among the states 
of Alabama, Florida, Georgia, Louisiana, Mississippi, and 
Tennessee—all or parts of which make up the Sixth Fed
eral Reserve District. The most striking contrast, as the 
chart shows, is between Florida and Louisiana: By May 
1959, employment in Florida had more than recovered 
earlier losses, increasing to a level 8 percent above its 
pre-recession peak, while employment in Louisiana was 
only slightly higher than it was last August, when it 
reached its low point.

In between the two extremes, one finds employment 
has been above the pre-recession levels in Mississippi and 

tot a number of months,, and in Tennessee new 
records have been set only within the past month or two. 
In Alabama, however, employment is still below the pre
vious high, recovery from recession being incomplete so 
far.

P h il ip  M. W ebster

Bank Announcements
On June 1, the Farmers and Merchants Bank, West
moreland, Tennessee, a nonmember bank, began to 
remit at par for checks drawn on it when received from 
the Federal Reserve Bank. W. P. Wade is President; 
W. L. Bone and L. A. Fykes are Vice Presidents; Layon 
Brown is Cashier; and W. H. Mandrell is Assistant 
Cashier. Capital stock totals $25,000 and surplus and 
undivided profits $81,719.

On July 1, the Roswell Bank, Roswell, Georgia, a 
nonmember bank, began to remit at par. Sims Garrett, 
Jr., is Chairman of the Board; Walter A. Eaves is Pres
ident; Etha L. Bearden and W. Wallace Harrison are 
Vice Presidents; and Ralph H. Kirby is Cashier. Cap
ital stock totals $100,000 and surplus and undivided 
profits $208,463.

On July 1, the newly organized, Inter City National 
Bank of Bradenton, Bradenton, Florida, opened for 
business as a member bank and began to remit at 
par. Officers are John V. DuBois, Chairman of the 
Board; L. H. Skeen, President; and Eugene J. Amaral 
Vice President and Cashier. Capital stock totals 
$400,000 and surplus and undivided profits $250,000-

Continued on Page 6
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